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DIVISION I-INTRODUCTORY PROVISIONS 

Be it ettrtc~tcd bU the senate and IIotrae 01 Rcprcacnlativea 01 the 
United Btutcs of hticrlco fn Coiigreea oearmbled, That this Act, divided 
into titles and sections according l o  the following Table of Contents. 
mny be cited as the “Revenue Act of lW?”: (Sw Table of Cnntents, 
Dp. V-XXi.) 

TITLE I-INCOMUE TAX 

SUljTlTLE 11 - ~ A ‘ ~ l t ~ l N ‘ c T U R Y  h O Y I R I O X 8  

SECTION 1. APPLICATION OF TITLE.  
The proviPions of this title ahall apply only to the taxable year 

1932 and sucwetling taxable years. Income. war-profits, and excess- 
profits taxes for tuxable yews precediiig the taxable year 1032 bhllll 
not be nlTecttd by the provisioils of this title, but sliall remain snbject 
to the npplii-ahle provisions of prior revenue Acta, except ns such 
provinioiia are modified by Titlv IX of tliis Act or by legislation 
enacted soliscquent to thi# Act. 

SEC. 2. CROSS REFERENCES. 
?’he cross rcferences In tills title to other iwrtions of the title, 

where the word ‘ I  see” is uncvl, nrc inwle only for convcwit.nce, itnd 
sliall be givcii no legal effwt. 

SXC. 3. CLASSIFICATION OF PROVISIONS.  
’l’hc provisions of this title are hereln cla~wlflcd ant1 cltbsigltiited as- 

Uubtltle A-It~lrutluctory pl‘ovinluns. 
Subtitle It-Griiwnl provisioiin. tlivltled into Parts and wctions, 
Stilititle ~ ~ ~ - ~ ~ ~ ~ i ~ ~ l c ~ i i i t ~ i i t ~ i ~  1wovirlonq, tlivicl(.d into Supplrmentn 

w i d  wctlons. 

SEC. 4. SPECIAL CLASSES O F  TAXPAYERS. 
The nppllcatloii of tile Uenerul Proviaions and of Supplements 

A to I). incluslve. to cuch of the f0l~OWlllg special classes of taxpayere, 
sliall be siilijwt tu the exceptlolie aiid iitlditiounl pruvisions found In 
the Siip~ilc~i:c~~t uli~ilicnble to nuc*li class, a8 follo\vs: 

( 1 1 )  Entatcs nnd trusts and the beuefiriaries tltcreof,-Sup[ileinent ID. 
(b)  Men~l~crs of ~iartiicrsliiiis,-Sripr~lcnieiit F. 
( c )  1iisurnnc.e c.oitiiiaiiirs,-Hriii~iienieiit G. 
((1) h’onresltlriit itlien indiritlunl~,-Sup~,Icmrnt 11. 
(e) I+’orrign ro~porutiui~s,-Yul,plcmcnt I. 
( f )  I~~dI\i tIuni citlzens of any possession of the Uiiitc I Stutce who 

arc not otllcwvlhe vltlzenrr (if thc I;nltctl States and who tire not 
resiclcnts of the I’iiitetl Htatcn,-SitI,l~leint~rit J. 
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2 INCOME TAX REGULATIONS 

(6) Indlviclual c-itixc.na of the ITnltrtl Stdtw or doniratlc corporntions, 
satisfying the contlitiow of ncct l o ’ i  251 1i.y rrnson of tlwlvitig II hrge 
portion of their grow inc~otnc f i t i t i t  H iurws wit11111 u poshrssioii of the 
United Stiitelr,-Sui)lil(,itii,iit J .  

(h )  Chinil ‘J’riidc. Act cor~iori i l lot ix , -Sup~~let~~c~i~t  I<. 

AIWICLE 1. Division of regulations.--T1irsc~ rcgiil:1t ions relrlt ing to 
the inconie tiis l)rovisiou% of tlw licvcniie Act of 1%32 ’ consist of 
four divisioiis as follo\vs : 

Division I, eiititlctl “ Jiitroiliictory l’rovisions,” relating to Intro- 
diictory l’rovisions, Subtitle A of  Title I. 

IXvision 11, entitlctl *‘ ( f r n t m l  I’rovisions,” rcliiting to General 
Provisioiis, Subtitle 1% of Title I. 

Division 111, cwtitkcl “ Siipp1~~iiieiit:iI l’rovisions,” rclntiiig to Sup- 
pleiiicmtal l’rovisioris, Siibtitle C o f  ‘I‘itlc I. 

IXvisioii IV, ent itlctl ’‘ nlis(’(1llliiiC’oiis l’rovihions,” relotirig to cer- 
tnin provisions of l’itles \’I1 iiIi(1 IS. 

The wpplicatioii of tlie nrticles iiiitlrr 1 )i vision I1 arid the applica- 
tion of the artic*lrs undrr 1)ivisioii I I1 rcliitiiig to Siippl(wc.nts A-D 
of the Act, to c-ertairi sprviiil c - l i i m ~ s  o f  trrxl):iyws is siibjcvt to ilie 
exceptions and acltlilionril provisions i i i  Siil~plciiients I4l-K of the 
Act and in tlie arliclcs under Division I11 rclutiiig to those Supple- 
iiients. The special cliisws o f  tiisptiyeiss, and the Yiippleiiicnts, 
sections of tlie Act, a i d  iirtic.les of the regulations contaiii;lig such 
exceptions am1 atlditionul p)visioiis ure stated in the following 
table : 

I I I -  

Class of tnxpayer 

Entatcs and tritets nnd I)encRciariee 

Mcinbers of partnerniiips--- - - - - - - 
Iiisuraiice cotnpaliies- - - - - - - _____. 
Notiresitleiit alien individ~iale- _ _ _  _. 
Foreign coqmrntiona- - _ _  . - - - - - - -. 
Citizens of p ~ ~ ~ c s ~ i o n s  of IJnitcd 

States not cit.ixctis or revidcnts 
of tho IJnitctl Stittee; and citi- 
zens of 1Jnitt:tl Stirtos or  cloinccitic 
corporations deriving a large por- 
tion of their gram iiicoitie Iron1 
sources within a l)oascasio~i of tho 
Unitctl lqtstca _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

China Trade Act corporatiotis- - - -. 

thcrcof . - -. . . . - . . . - - - - - - - -. 881 -691 
001--042 
05 1- 10 16 

102 1- 1091 
1101-1121 

1181-1141 
1161-1164 

I The rindpal provlslons of (he Hevenue Act of 19211, the I{evsnue Acl of 1910, the Revenue Act of 
1921. aotlhe Hevised Stalutos relallllp to Income  tax^ for 1012 and s u h q u e n t  lsiable y-8 are prinled 
lo the appendix l o  thaw reyulslronu. 

Art. 1 8 4  

DIVISION 11-GENERAL PROVISIONS 

P A W  I--B.\TES OF TAX 

SEC. 11. NORMAL TAX ON INDIVIDUALS. 
There vliull be levled. collected, utid paid for crich tnxriblc ycnr upon 

the nct income of every iiidivldrii~l a norntal tux equal to tlie sum of 
the f o i l o w l n g :  

l o )  4 per centum of the flrst $4,000 of the nniount of tlie net 
lncoiirc lu excess of the credits nguinst nct liicon~c Iwovldcd in scc- 
tlon 28; nnd 

( b )  8 per centun~  of the reniiilndrr of vuch e x c e ~ s  nmount. 

AnT. 11. Income tax on individuals.-Title I of the Act, wliich in 
general is effective Jnniiarg 1, 1932 (see section G j ) ,  iiiiposes an  
income tax on individuals, including a norinal tax (sections 11 and 
211) and a siirtas (section 12). The tax is upon net income which 
is determined by siibtrncting the allowable deductions from the gross 
income. (See generally sections 21-24.) I n  certain cases credits are 
allowed against the net income before computing the tax (section 25) 
and in other cases against the amount of the tax (sections 31, 32, and 
131). I n  general the tax is payable upon the basis of returns ren- 
dered by persons liable thereto (sections 61, 53, 1.12, ond 217), except 
that  in some instances i t  is to be paid at the source of the income 
(section 143). Exceptions and ndditional provisions applicable to 
certain special classes of taxpayers are listed in section 4 and article 
1. See section 10.1 as to shareholders of corporations formed or 
availed of to prevent imposition of surtax. See sections 101, 168, niid 
186 as to treatment of capital p i n s  and capital losses. 

ART. 12. Normal tax on fndividnal citizens or residents of the United 
States.-The normal tnx on individual citizens’ or residents of the 
United States upon the amount of tho net income, as defined in sec- 
tion 21, in excess of the credits provided in section 25 is n t  the rato 
of 4 por cent upon the hrst $4,000 of such excesa niid 8 per cent 
upon the reniaiiidcr of the net income. For normal tax on lion- 
lpesident alien individuals see section 211 and article 1091. 

ART. 13. Citizens or residents of the United States liable to tax.-h 
general, citizens of the United States, wherever resident, are linble 
to the tax, and it makes no difference that they mcy own no as.sets 

Art. 13 - 



4 INCOME TAS 1W.QULATIONS 

mitliin tlie Unitotl St.utrs iiiitl iiiny rcccive 110 iiicoine from sources 
witliiii the IJnitctl Stntcs. Every rcsitleiit alien individual is liable 
to tho tiis, cwii  tlioiigli his iiicoiiie is wliolly from sources oiitside 
the United Statcs. As to nonresident nlicn individuals, see sections 
211-218 niid articles 1021-1001. 

ART. 1-L. Who ie a citizen.-Every pcrvon born or nnturalized in tho 
Uiiitccl Shtes ,  nnd subjcct to its jurisdiction, is 3 citizen. When any 
naturalized citizcn lius lcft tho United Stutes and resided for two 
yews in tlic foreign country from which he cnme, or for five years 
in any otlicr foreign coiiiitry, it  is presumed that he hns ceased to bo 
an American citizen. This presumption docs not npply, however, to 
rcsiilcncc abroad while the United States was at  war, nor does it 
npply in the cnsa of individuals born in tlio United States subject 
to its jurisdiction. For example, if a Swede, after being naturalized 
in the United States, returned to Sweden and resided there for two 
pears prior to April 6, 1917, Ire is presumed once more to be an nlien. 
IIowevcr, .even though an individual born in the United States, 
subject to its jurisdiction, of either citizen or alien parents, resided 
in a foreign country for a number of years, he mould still be a 
citizen of the United States, unless he had become nnturalized in, 
or taken an oath of allegiance to, the foreign country of residenco 
or sonic other foreign stnte. A foreigner who has filed his declara- 
tion of intention of becoming a citizen of tho United States but who 
has not yet. received his final citizenship papers is an olien. See 
articles 1022-1025 for distinction between o resident. alien individual 
and a nonresident nlien individual. 

SEC. 12. SURTAX ON INDIVIDUALS. 
(a) Bate8 of rurtax.-TheFe shull be levled, collected, nnd pnld for 

ench tnxnble ycnr upoii tho net 1nco111c of evcry lndivicluni a surtux 
as follows: 

Upon n met Income of 90.OOO thcro shull he no eurtnx; upon 
uet Incomes In excess of $0.000 iintl not In excess of $10,000, 1 
per centum of such excess. 
440 upon net Incomes of $10,000; niicl upoii net Incomes In excess 

of $10,000 and nct In exccss Of $12,000, 2 per ceutum In addltlon 
of such excess. 

$80 upon net liicomcs of $12,000; iiiid iqioii iiet Incomes In cxceaa 
of $12,000 and not 111 exccss Of $14,000. 8 pf!r centum In Hddltlon 
of such excess. 

$140 upon net Incomes of $14.000: und u[ion net Incomes In excess 
cf $14,000 mid uot In excess of $10,C;OO. 4 per ccntum In addltlon of 
such excess. 

$220 upon net incomes of $10,000; rind upon net Incomes ,In 
excesll of (10,000 end not iu excess of 818,000, 5 per ccnluln In 
nddltlon of such excess. 

Brf. I4 
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nclclltloii of such exceas. 
$780 ulioii net Incomes of p.24,uuO; iiutl upoo net iiwoiiiex In 

excess of $24,000 nnd not I n  excess of $!20.000, 10 per centuiii In 
nt1tiitic.n of mch excess. 

$980 upou net Iiieoiues of $20$Wn); iinil ripo~i iiel liicoinea In 
excess of $2U,u(w) nnd uot In c~xct%y of $28,OOO. 11 per ceiituru 
In nddltlon of tiuch excesw. 

$1,200 nIwu iwt lucomes of Ql8.000; i tni l  II~OII net Iiicoinon In 
exce..x of $2X,O00 and iiot iu exeesi c.f $30,OUO, 12 pc!r ceiitum In 
nddltlon of such excess. 

$1,440 upoii nct Incomes of $3O,OoO; und ulioii iiet liicoioes In 
excess of $3O,OOO nntl iiot i n  v x c ~ s : ? ~  O f  $ri,m, 13 per rcntum 
111 iiddititiii of w c l i  rxceti!;. 

$1,700 I I~OI I  iict lucomer of $32,000; iiiiil updi iirt Iiicoiuc~s In 
excess of %32,000 iiud uot In excrw of $:iU.OtW). 15 111.r ccntom in 
acldlllon of nuch t*SC!eHS. 

$"OO upon net hc'olnes of $WJW; aiitl up011 nct Iiicouirx In 
excesb of $38,otlo iind not I n  ,rxrr'hh of $:{R!W, 18 per ccntnm In 
atltlltlon cf  riwli rxcew. 

$2,020 upon net Incomes of $38,000; iind upoil net Incoltwx In 
cxrcss of $SX,oOO iiud uot In exceqs of $40,000, 17 prr coitnm In 
addltlon of such exccss. 
%i,uOO upoii uct liicoincs of $40,000; find ulmi iiet Incomes in 

i-xctw of $-IO,OOo iind nc.t In excew of $42,000, 18 per ccntum In 
ndilllloii of ruch exrens. 

$3,820 upin iivt Iiicoiiies of (42,oUO ; and upon net lncoines In 
exctw of $42,000 iind not in excess of $ii,Ob0. 10 prr ccntum in 
addltlou uf nuc.h exc~ess. 

$:j,'iOO iilioii iivt incoinen of $44,OOO; and upon net lncornes In 
rscwx of $44,000 und not 111 cxccss of $40,000, 20 IWI' ccntum In 

Art .  14 
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(5,900 npon nrt  Iiironics of t54,Wo ; r i i i t l  i111o;i itct 111rornca in 
excess of $54,000 and 1iot in cx(~oss of $50,000, 2.5 pw ccwtiini in 
addition of sucli cxcvss. 

$0,400 I I I I O I ~  tiel iliconlrs OP $5G,OCiO ; lint1 I I ~ I ~ I I I  iiet inc~wi:~s in 
excess of g56,OOO n i i f l  i iut  in exresip of fZiS,OOO, 20 per ceutiitii in 
nclditioii of siicli ('SWSS. 

$li,D'20 U ~ N J I I  iiet iliconws of $%,(I00 ; i i n d  I I ~ I O I I  net inconics in 
excess.of $i?S,000 ant1 iiot in cxcws of $OO.!.OO, 2 i   pi^ reiitniii in 
atltlitlon of sitcli iwxws. 

$7,4G0 upon net inconics of $0O.(lOO ; r i i i t l  ulion ]let itlri!nlcs in 
eswss of $CO,OOO untl not in excew of $c;'r,OO:), 28 pcr centuiii in 
ncltlition of such cxcess. 

$8,020 upon iivt iiicomcs of $02,000 ; rind uliori net iucomcs in 
excess of $02,000 rintl iiot in excess of $GI,OOO, 29 per centon1 in 
addition of such rxccss. 

$S,oOO upon net ineomes of $cU,C@0 ; nntl upon net inco~nes in  
excess of $04,000 and not in cxress of $60,003, 30 Iler centum in 
ailclition of such cxccss. 

$9,200 upon wet ineonies of $00,000 ; s n d  iigori net iuronies in 
excess of $00,000 cind not in cxccss o i  $C;8,000. 31 per ceritunl in 
addition of such exccss. 

$9,W!0 upon net incomes of $08,000; ant1 iiiion iiet incomes in 
excess of $OU,000 nnd not in  excess oP $iO,O00, 32 per cent.uln in 
addition of suclr excoss. 

(10,4611 upon net incomes of $70,000 ; rintl upon net illconies In 
excess of $70,000 nnd not in  exrcss of $52,000, 43 pt'r cellluin in 
addition of such cxccss. 

$11,120 upon net incomes of $72,000 ; niid upon net incomes in 
excess of $72,000 a i d  not 111 excess nP $74,000, 34 prr ce~ l tu~a  in 
atldition of such excess. 
$11,800 upon net incomes of $74,000; tilid upon net incolnes in 

excess of $74,090 nntl not 111 excess of $iG,OOO, 35 pcr celiturn in 
addition of such rxccss. 

$12,500 upon net iticontes of $i0,000 ; trntl  ulioll tlel uicoinrs in 
excess of $i0,000 illid not i n  cxcess of $78,000, 30 per cciltuin in 
adtlitiori of such exccw. 

$14,220 upon iwt incolncw of $78,000; atid iilioii net Iticoulcs in 
excess of $78,000 uiitl not i n  excess of $HO,pOi), 37 per cellluui in 
acltlitlon of such exccns. 

$ 1 ~ 0 0  ii~ioii net incomes of $ Y O , O O ~ ;  mid upoir net inc~tlrloa in 
excess of $80,000 anti not in excess of $S2,000, 38 per ceiltulll in 
etldilion of such csccss. 

$14,720 1111oii net Iliconirs of $X?.WO ; t i n i l  rilion ]let illccltaes i n  
excess of %y2.000 untl not i i i  r x i v w  of $H.1,000, 89 per c a c s l i t u n l  in 
atitliliiin of siicli esccss. 

$lO,fiOO UPOII ncbt Illconics of $84,O(J0 ; riiid illion net IIICOIII(-Y in 
exrcss of $s4.000 nritl not i l l  CX(VSS of $xc;.otlO, 40 per cellturli 111 

c l l l t l l l i l l l l  l l f  Sl l l ' l l  I ' S I  'HX. 

exc(!ss of $80,000 llnd Ilot in excess OP $HS,OCJO, 4 1  per c c ~ ~ l u ~ i l  in 
addition of such excess. 

$lG,:ctJO ~ i l ~ i t  net Illctmwn 111 $SO,Old) ; it1111 U~IOII  11t-I iliccJ~ues in 
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$17.120 upon net incomes of $8S,OOO; nnd upon net incmnes in  
excess of $88,000 and not In excess of  $90,000, 42 per ceutum In 
addition of such excess. 
$17,960 uiwn net iuconies of $W,oOO; nnd upou uet incomes lu 

excess of $90,000 and not in excess of $02.000, 43 per centum in 
addition of such excess. 

$18.820 ulion net incomes of $92.000: and ripon net incomes in 
excess of $92,000 and iiot in excess of $94,00% 44 per centum in 
udtlition of such excess. 

$10,700 i i p i  net, iucontes of $94,000; nnd upon net income8 in 
escess of $94,000 and not in excess of $90,OOO, 46 per centum in 
ndditioD of snch excess. 

$20,600 upon net incomes of $96,000; and upon net incomes in 
CXC'CBN of $96,000 arid uot in excess of $98,000, 46 per centum in 
addition of such excess. 

$21,550 upon net incomes of $98,000: and upon net incomes in 
excess of $OS,O00 nntl not in excess of $100,000, 47 per centum in 
addition of such escess. 

$22,400 upon tiet lnc!imes of $100,000: and upon net incomes In 
excess of $lOO,OiW, und not in excess of $15O,OOO, 48 per centum in 
addition of such excess. 

$40,460 upon net incomcs of $15O.O00: nnd upon net incomes in 
excess of $150,000 nnd not In  excess OP $200,000, 49 per centum In 
addition of such excess. 

$70.960 upon net incomes of $L00,000; and upon net incomes in 
excess of $200.000 and not In excess of $300.000, 50 per centum h 
addition of such excess. 

$120.060 upon net incomes of $300,000; and upon net incomes in 
excess of $3OO,OOO and not ln excess of $400,000, 51 per centurn in 
addition of sucli excess. 

$171,960 upon net incoincs of $490.000: and upon net incomes in 
excess of $400,000 und not in excess of $W,O00, 62 per rentum in 
addition of such excess. 

$223,000 upon net incotnea of $500.000; and upon net income8 In 
eXCe8H of $500,0W and not in excess of $750,UOO. Sd per centum in 
addition of such excess. 

$356,400 upon net incomes'of $760.000: nnd upon net incomes in 
excess of $750,000 and not in excess of $1,000,000, 54 per centum in 
addition of sucli excess. 

$491,460 upon net incomes of $1,000,000: and upon net incomes in 
excess of $1.OOO.O00. 55 per centurn in addition of such excess. 

(b) Sale of mine8 and oil or gas wells.-For lilnltntlon of SUrtIIS 
nttri1)uttMe to sale of niincs nnd oil or gns wells, Bee section 102. 

( 0 )  Capital net gain8 and iosse8.-I+'or rate and computation of t a r  
in lieu of norninl nncl surtax in cnsc of net iitcolnea of not less than 
$10,000, cipproxIiiiiitcly, or in mse of net iucomes. excludlltu items of 
c~upitnl giilii,  capltul loes, nnd cul~ital drductions, of not less than 
$10,000, i i ] l ~ l ~ ~ J x l ~ i i ~ ~ t t ~ ~ y ,  MCV srrtlon 101. 

(d)  Evaaion of surtaxes by incorporation.--For tux on corporlltioM 
wliich accnmitlntc b ~ l ~ ~ l l l i ~  to evade surtnx on xtocklioldcW, see section 
104. 

At%. 14 



8 INCOBIP: T I S  I:ECIULATTONS 
I 

ART. 21. Snrtnx-Tii utltlition lo llic i i o i m i l  1.1s iniposetl by sections 
11 tirid 211 (stv cirticlcs 11-14 r i i i t l  1WLI) ii siirtiis is iiiiposed u t  the 
rates spccifictl i i i  SCCti(JI1 12 ~ i p o i i  tho iict iirc*o~nc of every individual, 
rcsidwt or iroirresitlcnt. 111 d ~ t ( ~ i i i i i i i i g  tlie tris:tbIe iiet income, 
for tlic purpose of tlie S I I I . ~ L ~ S ,  tlic credits provi(1td by sectioir 25 in 
tile C~ISC of tlre noriiiul tas :iw not uppl icdh.  ‘I’hc tus under section 
101 in the cusc of a (upitit1 1it.t g i n  is iii lie11 of tlic iior1iiul tax 
ant1 tlic surtax. As to liirritutioli o i l  stirtris oii guiri froin hule of 
niiiies niid oil or gas wl l s ,  see m’tioli 102 :lilt1 urticle 611. 

.Iw. 22. Computation of surtax.--l’lie following table hliowa tlie 
surtax C ~ U C  for 1932 i i i i t l  h i ibsCcpei i l  years ii11o11 certaili specified 
tinioiiiits of net inconie. 111 ~ ~ t l i  ilistriiicc. tlio first figllrc of the net 
incoiiic in  the iict-iiiroirie coliiiilri is to be c~srliidctl uritl tlie second 
figpro iiiclurlctl. Tlie prrcwitngt~ givclii opposite ilpplics to the excess 
of iircorue oi’er the fii’st figrir(1 in  tlicl net-iiic.oiiic coloinn. Tire illst 
coluiiiii gives ilie totul burtux oii a ntlt iirt*otric* eclrisl to tile secolld 
figi11.e in tho nct-incotiie coleiiin. 

GENERAL PROVISIONS 
.- 

Net iiicome Per vent 

! 
._ 

36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
63 
54 
61 

Art. 22 

4 220 
5 320 
0 440 
8 600 
9 780 

10 980 
11 1,200 
12 1,440 
13 1,700 
15 2,300 
10 2, 620 
17 2, 960 
18 3,320 

21 4,520 

19 3,700 
20 4, 100 

22 4,960 
23 5, 420 
24 5,900 
25 6, 400 
26 6,920 
27 7,460 
28 8,020 
29 8,600 
30 9,200 
31 9,820 
32 10,460 
33 11,120 
34 11,800 
35 12,scu 

8 12 

-__. 

TOtd 
si i r l rx  

$13,220 
13, 960 
14,720 
16, SO0 
16,300 
17, 120 
17,960 
18.820 
19,700 
20,600 
21,520 
22,460 
46,460 
70,960 

120,960 
171,960 
223,060 
356, 460 
491,460 

-- 

_ _ _ _ _ _ - -  

Tlio surtax for any amount of net incoiiic not shown in the tuble 
is conipiitcd by adding to the surtax for the Inrgest anumnt shown 
which is less thap the iiicome, the surtax upon the excess over tlint, 
ainourit at  the rate indicated in the table. Accordingly, the surtax upon 
a net iiicoriio of $63,128 would be $8,347.12, computed as follows: 
Burtux on $W,(MO fro111 tuble _____________________________________ $8.0“0.00 
Miirtux on $1,128 at 29 per rent ________________L_________________ 3%’. 12 

1’olul _______________c_________-___-______--- ____-_______-__ 8,317.12 
SEC. 13. TAX ON CORPORATIONS. 

(a) Bate of tax.-l’lrwe dial1 be I e v I d ,  collt-rted, niid p i n  for PIICII 
t ~ ~ r n b l u  y w r  upon the uct iuconrc of every crlprporntiun. n trrx nf 13% 
Iler ccirliiui of the utiioiiiit of the iirt incouie I n  exccs?~ of Ihe cl’etllt 
tigtilust net Income prov1dt.d la Recttoo 26. 

rc.ctlol1 103. 

\\hlCll ac’c~lllnlllllle ~ r l r ~ , l l l s  I l l  evntlv rllrlllx on Nl~K‘klllllderH. Pef! M!C- 

(b) Exempt COrpOr&ItiOnl.--FIJI’ COI’1IOL.UtiOllN rxc.lll~lt fr4IIll hlX .  B W  

( 0 )  Improper accumulation of rurplua. - -  1~~ tux 0 1 1  C U ~ ~ J I I ~ I I ~ ~ U I I S  

t1on 104. 

AMT. 31. Inoome tax on corporation8.- -‘Tlic Act iiii1)iisiIs :ti1 incoitie 
tax on nll corporiitioiis not exprcdy  ereiiil)t ,(see sect.ioii 103) a t  

vthe rate of 13% per cent of tlie iict ii~coiiie siiliject to tas. For rats 
of tax on corporatioiis iiialtiiig coiisolidut.t!tl rdurns, see section 
141 ( c ) .  Every corporution not cwinpt iiiidw sectinn 103 is liablo 
to the tax, arid it niitkes no differciice tlirrt P tloniestic corporation 
may receive i i o  incoino froin fioiirces witliiiL the IJnitecl Stutes. The 
tax is upoil net inconie, tliat is, gi*oss iiicoiiie US tlefiiietl by the Act, 
less allowable det1iic:tioiis. (Sre sectioiis 11-24.) (lc?rt,tiin c rcd i t~  

Art. 81 g 13 



10 ISCOJIE TAX REaULATIONS 

tire allowed against iiet incoilit. :inti iipiinst tlie aiiioiint of tlic tnr. 
(Src scctiolis ZG, 131, pi (1  20G.) ‘l’liia t t is  ih pa+viiI)!v L I ~ J I I  tlie biisis 
of returlls rcnilrrctl by tlie cot-porutioti~ 1i:iblr t l i ,  reto, cscrpt tliut in 
sonic cases it is to be puitl ILL tlit! soiirw of  tlir iiicosie. (See  tilbo 
scctioits 47, 52, 53, 144, rintl 233.) For tlie iitroiiir tux 011 l i fe  insiir- 
ancc conipaiiip,, ceib swtioiis 201-20:) ; on i t i-iiraiiice coiiipunies other 
than life or miitiitil, scvtioii 20 L. hlutilill itiwr;iiice coaipuiiics otlirr 
than lift1 are t:isrd tinder sectiort 13. (SPP wc*tioii 208.) As to 
foreign corporutions, see sections 53 tint1 231-%18; &is to donieslic 
corporations (Icriving iiwolnc froiii SOIII’C~.I witliiii  pmswsions of the 
Gnitctl Sfuteh, see scrction 251 ; as to c7iiii:i Triitlc Act c-orporutions, 
see sections 2G1-26.1. For wliut the term ‘’ coq)orntiori ” inclucles 
antl for the tliffwence Iwtween domedic antl forcign cotporations, 
see section 1111 (a)  (2) and nrticlcs 1311-1314 mtl 1316-1318. 

SEC. 14. TAXABLE PERIOD EMBRACING YEARS WITH DIF- 
FERENT LAWS. 

If a tnxuble perlod embruces portions of t w  t*Iilcbii.l:ir 3ccii.s for 
which the lnws are dinerent, the tciu sliull lie computed ns Iworidctl In 
8eclloii 106. 

SEC. 21. NET INCOME. 

less the deductions ullowetl by scction 23. 

PART I I - ~ ~ M L ’ U T A T I O X  OF NEC Xh(’lJb1D 

“ Net inconie ” means tlic gross inromr coni[iutrtl iincler sretlon 22, 

ART. 41. Meaning of net income.-The tax imposed by the Act is 
upon income. In the computution of tlic tax vurious classes of income 
must be considered : 

( a )  Income (in the broatl ~ ~ I I S C ) ,  Iiic:iuing ti11 we~ilth which f l ~ ~ s  
in to the tuxpu>er other tliaii us a Inere rctiirn of capital. It incllltles 
the forms of incomc specificully tlesc*rilwtl 11s piitis n11t1  prolits, in- 
cluding gains derived from the s& 01’ ( J t h 2 .  tlispositioti Of c:ipitul 
assets. Cash receipts alone do not alwuys accurately reflect income, 
for the Act rerognizcs 11s ixicollie-deteliiiiliiq:: factors otiier items, 
among wliich arc inventories, accounts reccivttble, property psliilus- 

tion, and accouiits payable for expenses incurred. (See sectiolis 22, 
23, and 101 and the articles thereunder.) 
(6) Gross income, iiiewiing incomc (in the bronc1 sense) less 

inconie wliicli is by stututory provisioo or otlierwise exempt from 
the tax iinposed by tho Act. (See section 22 and the articles thore- 
under.) 

( c )  Net inconie, nicaiiing gross income lcss statutory deductions. 
The statutory dcdilctions are i n  general, though not esclusively, 
expenditures, other tliun cb:lpital c~pc~ntliti~res, cv)nIicc*trtl wit11 the 
production Of iiiconie. (Sw seetionx 23 u ~ i d  24 u ~ i d  tlie nrticnles tliere- 
under.) 

’ 

Art. 41 Q 21 

11 

(d) Net income less credits. (See sections 25 and 26 nnd the 
ai.ticlcs thereunder.) 

The surtax on individuals is imposed upon net income; tho noniial 
tax on individuals and the tax upon corporations is iiiiposed upon 
net incomo less credits. Although taxable net income is (I stutu- 
tory conception, it follows, subject to certain modifications as to 
exemptions and as to deductions for partial losses in sonic cases, the 
lines of commercial usage. Subject to these modifications statutory 
net income is commercial net income. This appears from tlic fact 
that ordinarily it is to be computed in accordance with tho niethod 
of accounting regularly employed in keeping thc bool;s of tlic tiix- 
payer, (See section 41.) 

Tho net income of corporations is determined in general in tlie 
pame manner as the net income of individuals, but tho deductions 
allowed corporations are not precisely the samo as those nllowed 
individuuls. (See sections 23,24,117,118,203,204, ?OR, a d  1?2 : i d  

the articles thereor!der.) * 

GENERAL PBOVBIOXS 

SEC. 22. GROSS INCOME. 
(a) General deflnit1on.-“ Gross incollle ” llicludeH guins, prolils, alid 

Iiiconie derived from rjulnrles, wnges, or compeusatlon four pcrxoiiiil scrv- 
ice, of whatever kind alld in wliiitcver forin p:lld, or from professions, 
vocntions, trades, buslncsscn, coiiimerce, or siilcs, or denlinge In prop 
erty, wlictlier real or gcrsoliul, growing out of the owncrslilp or iisc 
of or interest In such property; also from iuterwt, rcnt, diviilends, 
securities, or the trunsnctlon of nny busliiess cnrried on for gnin or 
profit, or finins or pronts and Income derlrcd from any source what- 
ever. In the cnse of Presldcnts of the Uiiitctl Stiites ant1 jiitlges of 
courts of the Uuited Stutes tllkiilg oMcc ufter tlrc date of the cnnct- 
ment of this Act, the compensation rcrelved us such ehali bc iiicludcd 
in pros8 Income; nnd all Acts flsing the compensation of suc!li I’resl- 
dents and judges are liereby amended uccordlngly. 

AI~T. 51. What included i n  gross income.-Gross income includes in 
general compensation for personal and professional services, business 
income, profits from sales of and dealings in .property, interest, rent, 
dividends, and gains, profits, and income derived from any source 
whatever, unless exempt from tax by law. (See sections 22 (b) and 
116.) I n  general, incomo is’the gain derived from capital, from 
labor, or from both conibined, provided it be understood to include 
profit gained through a sale or conversion of capital assets. Profits 
of citizens, residents, or domestic corporations derived from sales in 
foreign coiiimerce must be included in their gross income ; but special 
provisions are made for nonresident aliens by scctions 212-215 and 
in certain cases for citizens and domestic corporations deriving 
income froiii sources within possessions of thc United Stutes by 
scction 251. Income may bo in the form of cash or of property. 

Art. 61 
148(161’-33-3 
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As to tliviJatds, wlietlicr in cash or i n  property, w e  section 115 
uud articles G21-(i20. 

WIierc property i s  sold by a corportltioii to a shureliolder, or by 
a11 eiiil)loycr to nii employee, for a11 anioliiit substantially less tliaii 
ittj fair niurlcet value, such shareholder of the corporation or such 
ciiiployee sliall include in gross income the difference betwecii the 
amouiit paid for the pro1)ert.y and the aiiioiint of its fair market 
valur. In  computing tlie gain or loss froin the subscqucnt sale of 
tiiivli property its cost shall be deemed to be its fair iiiarlret vnlae at  
tlit! dute of acquisition by the sharehdder or the employee. This 
paragraph does iiot apply, however, to the issuance by a corporation 
to its sliiirelioldcrs of tlie riglit to subscribe to its stock, as to i d i i c b I i  

see nrticlc 58. 
111 t.Iic? cnse of stock EOM bct\~een'iliride~id dates, tlie entire aniount 

of tlie dividead is iilcoli~e to the vendee and must be reported in his 
gross iiiconic when the dividend becoa~es due and payable. Tho 
iiiiioilnt tidvoiiccd by the veiidce to tlie vendor in contcnlplation of 
the next clividcatl paynient is aii investment of capital. and may not 
be claiiiiecl as a deduction from gross incomr. As to the amoullt of 
jiicoiiw 1:ix p i c 1  for ti bondholder by the obligor piirsrlant to n so- 
culled 1;)s-free coveiiailt, see section 143 (a) (3). As to the determi- 
nation of gain or loss froin stile or tIispositio11 of property, see S ~ C -  
tioris 11 1-1 13 and articles 561-600. 

4 s  to insurance compctnics and foreign corporatiolis, see sections 
2 W ,  20-4, 207,208, and 231 m i d  articles 961, 002, 1001, 1101, and 1102. 

AIIT. T,s. Compensation for personal services.-Commissiolis paid 
sulc~siirrii~ c*oiiipeiistitio~i for si*rvic:es 011 the basis of a percentage of 
prolits, coiiiiiiissions 011 iiisiirance prelriiunrs, tips, pay of persons in 
llic iiiilitaiy or iiavtil foi*c:es of tlie United States, retired pay of 
Fi:cIci*:il mid other nfficei-s, nnd p is ions  or rctirirrg allomnnccs paitl 
by privirtc pcrsoiis or by tlrc Uiiitd Stutes ai'e iiiroiiie to the recipi- 
c h :  iis :ire also inni*ringe . f iw,  bnptisnial offerings, suiiis paid for 
s:iyiiig iiiiissos for the ( I w 1 ,  rind otl1c.r c:oritributiolls received by n 
i l ~ ~ ~ ~ ~ i i i i i i ~  iwriigeliht, or religiolis worlrcr for services rendcreil. 
l ~ I t ) ~ v ~ ~ ~ ~ w ~  so-crrlletl pwsions trwnrtlctl by olio to wholu no services 
Ii:irr III!IW r(wtlrrc11 rirc i i i w v  gifts or grutiiitieH ant1 a1.e llot 1rtsol)le. 
1 I i v  s:ilrrric~s o f  I~ctlcriil cdic-ckrs a i d  e ir ip lo~c~s  ere billJject to tas. 
Sw ; ivticIt t  64:) 11s to  t . o i n l ) ~ ' i ) s i i t i o l i  of Stilte otliccrs and e;iip~oycc~s. 

ART. 53. Compensation paid other than in cash.--\\'liere services nra 
piii(l f t w  wit11 wiiii*fliiiig otlicr t l ir i i i  iiioiicy, tlic frtir iirtii*ltet viiloe of 
tlic t l i i i i g  t iI l i(*li  i i r  piiyiiri'iit is tlic i i i i i o i i i i f  to I)c iliclutled 11s illcoirrcb. 
If t l i c  wrvices wwc reiitl(~iwl l i t  a ~ t i l ) l i l i t t i * ~ l  pric-e, in tlic aljrellce of 
evitliwv to tho cotiti*ury siicli 1wic.o wi l l  LK' piwiiiiicd to be .tIie fliir 

,. 

Art. 53 s 22 (a) 
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value of the compensation received. Compensation paid an ernpluyee 
of o corporation in its stock is to be treated as if the corporation Mold 
the stock for its market vduo and paid the employw in cash. IVhcn 
living quarters such as camps are furnished to employees for the 
convenience of the employer, the ratnble value need not be added to 
the cash compensation of the employees, but wliere a person reccivres 
as compensation for services rendered a solnry and in addition thureto 
living quarters, the value to such person of the quarters furniahed 
constitutes income subject to tax. The value of quarters furnkhed 
Army and Navy officers, members of the Coast Guard, Coast and 
Geodetic Survey, and Public Health Service, or amounts receivod aa 
commutation of quarters by such officers or members, do not consti- 
tute taxable income. Premiums paid 
by an employer on policies of group life insurance covering the livea 
of his employees, the beneficiaries of which are designated by the 
employees, are not income to the employees. 

ART. 64. Compensation paid in notes.-Notes or 0 t h  evidences of 
indebtedness received in payment for services, and not merely aa 
security for such payment, constitute income to the amount of their 
fair market value. A taxpayer receiving as compensation a note 
rcgarded as good for its face value at maturity, but not bearing 
interest, shall treat as income as of the time of rcccipt tho fair dia- 
counted vnlue of the note a t  such time. Thus, if it appears that  sucp 
a note is or could be discounted on a 6 per cent basis, the recipient 
shall include such note in his gross income to the amount of its face 
value less discount computed at  the prevailing rate for such trans- 
actions. I f  the payments due on a note so accounted for are met M 
thoy bccome due, there should be included as income in respect of 
each such payment 60 much thcreof as represents recovery for tho 
discount originally deducted. 

ART. 65. Gross income from business.-In the case of a manufactur- 
ing, merchandising, or mining business " gross income " ineans the 
total sales, less the cost of goods sold, plus any income from invcst- 
m a t s  and from incidental or outside operations or sources. In 
determining the gross income subtractions should not be made for 
depreciation, depletion, selling expenses, or losses, or for items not 
ordinarily used in computing the cost of goods eold. But see article 

ART. 56. State contracts.-The profit of an independent contractor 
from a contract with a State or political subdivision thereof must br 
included in gross income. Where warrants are issued by a city, town, 
or other political subdivision of a State, and are accepted by the 
contractor in payment for public Work done, the fair market value of 

OENEUAL PlKOVISIONB 

(See also section 22 (b) ('i').) 

(See article 283.) 

221 (0). 

Art. 6G 8 23 (a) . 
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such wurriiiits diould be rcturiietl ns inmire. If for any reason tlie 
contractor upon conversion of the witrrtuits iiito cush does iiot receive 
tind ctiii iiot recover t.lic full vuliio of the wiirruiits so retiirricd, he niny 
clediict froin gross iiicoiiic for tlic ycnr iii wliic!li tho warrunts arc con- 
wrtctl into ciisli aiiy 10.s siintaincd, i i i i tI  i f  Iiu realizes innrc tlinii tho 
niliic of tlic wurrsiits so rctiiriic~tl lie sliould iiicliide sircli tiinowit in 
l i is  firo+s iiiconic of (lie y t w  i tr  \\liic.li i w t i x c d .  

Aiw. hi. Ctrose income of farmers.--X fuiwcr rvportiiig 011 ,the busis 
of riwi1)ts tiiicl clisbiii.:;c~iric~ii:~~ ( i i i  wliicli no iiiveiitory to detcriiiinc 
prolits is usccl) sliall iiicludo in  his gross incoiiic for tlio trixnble ycnr 
(1) tho uiiioiiiit of cash or the value of iiicrchrindi~c or otlicr p o p -  
wty received fiwiii tho snlc of  l ive stoc.1; a i i d  ~)rodi~co wliich wero 
ruisctl iluiiirg tlic tusiiblu p:ir  or prior yerirs, (2) tlic profits froiu 
tho sale of tiny l iw 5toclc or other iteiiis which were pnrcliasetl, niicl 
(3) gross incoiiic froin a l l  otlicr sotii'ces. The profit frbiii tlio sale 
of live stock or otlicr i t e m  w1iic.h \wru ptircliiised nf t r r  F c l ~ i ~ : i r y  
28, 1913, is to bc usccrtiiinctl by dciliictiirg the cost froln the srilev 
price in  tlio p i r  i i i  wliicli tliu stilu occ~irs, cscept that i n  tlio cuso 
of tlic salo of :inirn:ils 1)iirclinsetl :IS clrrift or \roi*lc :iiiiiii:ils or solely 
for brccdiiig or tliiiry I)tirposcs w i l  iiot for res;ilc, tlic profit sliiill 

be tlic iiiiiount of any oscess of tlic salcs price ovcr tlie tinintint repre- 
seating tlie diffcrcncc bctwccn tlic cost rind tlic del)rcci:ition thereto- 
fore allo\vcd (but not lcss tliaii tlio nniount allowublo) in respect 
of surli prolmty :is 11 clccliiction i i i  coiripntiiig iict iiicwiiic. 

I n  tlie cnsc of n fnrincr iqxwting 011 tlio uccrual h i s  (in wliic*Ii 
iiii iiivciitory is used to dctcriiiiiicr i)rolits), liis gross profits nro nsee1.a 
tniiicrl by atldirig to tho iiivciitory valiiu of live stock niid products 
on liaiid nt 1110 eiid of tl io ycnr tlio niiiorint received from tho snlo 
of I i w  stock and proctricts, aiid inisceIlriiiooris receipts for hire of 
(coins, iiiircliiiicry, niicl tlic liltc, dririiig tho p i r ,  aiid deducting f i -o in  

tliis sun1 tlie invcntory valiia of live stoclc niitl pi*oducts on l i ~ i i t l  at  
tho beginning of tho y e w  :ii>il tho cost of live stock uiid proiliicts 
purcliascd daring tlic scar. J i i  sucli ciisw rill l ive  stock rrisctl or 
piirclinscd for sale sliiill bc included iii tlic invcirtory tit tlieir pro1)cr 
valuation dctcrinined in accortliliicc w i t 1 1  tlra inotliod niithnrizetl :iricl 

ndoptcd for tho purposc. Also livo stock 3cq~irCtl for drnft, brccl1- 
ing, or dairy purposes nnd not for sale iniiy k includcd in the inven- 
tory, instcad of being treated us a ip i td  iisscts siibjcct to delmcicition, 
provided such practice is followccl coiisisteiitly by t h  tnspayer. 
In  case of tho snlo of any livo stock incliided in air iiivciitory tlieir 
cost must not be taken :is nil aclditionril tlctliictioii in t l iu  return of 
income, as sucli dcductioii will Lc reflcctcd i i i  tlic inventory. (Scc 
articlo 106.) 

Ard. 67 5 29 (0 )  

QEXERAL PROTISIONS 18 
In ewry cnse of !lie sale of machinery, farm equlpment, or other 

aipitnl assets pufchased nfter February 28, 1918 (which are not to 
bo  iiiclucled in an inventory if one is used t o  determine prodts), any 
csccss ovcr tlie cost thereof less the m o u n t  of depreciation thereto- 
fore allowed (but not less thnn th6 aiiiount allowable) in respec6 
of such proprrty as n deduction in cmput ing  nct income, shall bo 
inclutlsd ns grosu iiiconie. \lrliera fnriii produce is exchanged for 
Incrcha i~sc ,  gwccries, or tlic like, the inarltet value .of the article 
receivcd in eschunge is to be iixludcd in gross inconie. Rents re- 
ceived in crop slinres shall be rcturned RS of the gear in which tlie 
crop sliures are rcduced to inoriejr or a nioiicy equivnlent.. Pin- 
coeds of iiisuruncc, such as hail niid fire i:isiit:tliicr on growing 
crops, should be included in gross iiicouie to the uniount received 
in cash or,its equivnlcnt for tlie .crop injured or clestrnycd. If R 

funncr is engaged in producing crops \vhicli tnku iiiore tliiin a 
ycur froiii the tiiiie of plnnting to the time of gathering and dispos- 
iiig, tlie income tlierefroin m y ,  with the consent of the Coiiiiiiis- 
sioner (see article 322), l a  computed upoii tlic crop basis; h i t  in 
nny such Zascs the entire cost of producing tlie crop iiiust be tulten 
11s a deductioii in the year in which the grim income from tlic crop 
is pealizcd. 

As herein used tlic teriii " ftlriil " eilibraccs the f : im in tlie or&- 
iiurily accepted sense, and includes stock, dairy, poultry, fruit ,  :iiid 
truck ftirnis; a!so plnntations, ranches, and :ill land used for fiirin- 

ing operutions. ..4:1 individuals, partnerships, or coryoriLtioiis tlr:it 
cilltivate, operate, or manugo fnriiia for gniii or profit, either .is 
o\vncrs or tciiurits, nrz designiited furiiicr3. A person ciiltiixtiiik or 
cperating a Eiiriii for recreation or plcaaiirc, tlic r c d t  of \vliic*I1 

is n conthual loss froiii year to year, is i i o t  rcgurdcd ns u fiiriiicr. 

Forin 10402' slioirld be fillctl iii niicl uttnclied to his i n w n c  t i n  

rctiirii by every fririncr wlio eitlicr keeps 110 records or oiily rwords 
of c:isli receipts nnd Jisburwiiiciits; its use is optioiiril v i t l i  otI1cr 
Eriniiers.. 

1111~. 58. Sale .of stock and rights.-l\-lwn s l i i i r~s  o f  stock ii: ii coy- 

porntion are soid froin lots piircliusrtl tit tliifci.cwt cliitcs or  :it t l i f -  
fcre:it prices und the iileiitity of the lots criii not Lc tlvtwi:iiipl~ tlic 
stoclr sold shall Iw cliiirged :ig:iiiist tlic enrlirst ptirc'liiws of b ~ i t h  

stock. h. t l i c  detci-iniiiutioii of tlic r:irlics'i I)iirclr;isru o f  sttwk tlrc 
rilles prescribed in S l l b ~ J ~ ~ l l ~ ~ i 1 ~ ) 1 1 ~  (A),  (ls), (C), iiiitl (1)) of s l~t ioi i  
101 (c) ( 8 )  (reluting to tlie lwri~!tl for  wliicli pro1)pty liiis b ~ i i  I i r : t \ )  

slitill be npplietl. l ' l i e  escess oi  tlic ninonnt. reri!ireal oil tlic s;tilc ovvr 
tlic cost or other biisis of tlic stocli will  coiistitii:t* g;,iii. 1.1 tlic c s i i ~  
of stoclt in  r1y)rc.t of  d i ic l i  iiiiy stock divi,lciid \vus lpaiitl, tlic bestis 

: ' 

(See furtlicr cirticlcs 131, 173, niitl f! LO.) 
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for determining gain or loss froiii a wle of a bllure of ouch stock sllall 
be ascertained in accordance with tlie principles laid down in article 
600. Where cornition stock is received ns a bonus with the purcllase 
of preferred stock or bonds, the total piirchnse price shall be fairly 
apportioned between such comnion stock iind tlie securities purcllased 
for tho purpose of deterniiaing the portion of the cost attributable 
to each class of stock or ecciirities,, but if that should be iiiipracticablo 
in any case, no profit on any subsequent sale of any part of the stock 
or securities will be realized until out of the procecds of sales shall 
have been recovered the total cost. 

Where a corporation issues to its shareholders rights to sub- 
scribe to its stock, the value of the rights does iiot constitute taxable 
jiicoine to the aharoholder, nltliou~h @I niay be derived or loss SUB- 

tained by the shareholdor from the sale of such rights. I n  this con- 
nection the folloivirig rules niay be stnted : 

(1) If the shareholder does not exercise, but sells his rights to 
subscribe, the cost or other basis of the 6toCk in respect of which 
tlie rights are iasvecl shull  be al~portioned between the rights and tho 
stock in proportion to the respective vulues thereof at the time tlie 
rights are issued, and the basis for determining giiiri or loss froin 
the sale of a right on one hand or n stiure of stock on the other 
will be tlie quotieiit of the cost or other busis assiglietl to the rights 
or the stock, divided, as the cam mag be, by. the number of rights 
issued or by tlie riurnber of shares held. 

EDampl6: A taxpayer in 1931 purchased 600 shares of stock at  
$I2b a shnre, and in 1082, by reason of the ownership of such st.ock, 
mceived 604 rights entitling him to subscribo to 100 adtlitiorml wliares 
at $100 a  liti ire. L11)oii the issuance of the rights cadi of the shares 
of stock in respect of which the riglib were issr1e.d Iiad n fair 
niarlret value of $120, and the rights had-a fair iiiarket value of $3 
ench. Instead of subscribink t.0 the ad&itionulUlures, A sold the 
rights at $2 each. The profit is computed ns follows: 

BOO (sbares) X$125=$62,bOO, cost of old stock (stock in rcspect 

500 (siirwes) X$120=$60.000, market valiis of old stock 
BOO ( righta) x$3 -$1,600, market vulug of rights 
6O;OOO - of $G!!,500 =$G0,075.01, cost of '&Id stock appo~*tioiicd to 
61,500 
1 800 L of $62,600 =$1,32-1.80, cost of old stock npportioncd ,to 
61,500 rights 
'&2.000 (proceeds o f  snle of rights) lcris $1,521.39 (cost of old stock 

of wliich tlic rigl.it.ii mere issued) 

puch stool{ uflcr :issuuiice of rights 

apportioned to rights) -$.1.75.61, Iwofit. ' . 
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For the purpose of deteriiiining the gain or loss from the sulse- 

querit sale of tlietstoclr in rcspcct of which the rights mere issuetl, 
the adjusted cost of each share is $12l.%-that is, $GO,D75.61+ 500. 

(2) If the shareholder exercises his rights to subscribe, the basis 
for determining gain or loss from a subsequeut sale of a share of 
tho stock in respect'of which the rights were issue$ slinll be deter- 
iiiiiied 11s in paragraph (1). The basis for determining gain or loss 
from a subsequent sale of a share of the stock obtained tliroligh exer- 
cising the rights shall be determined by dividing the part of tlie cost 
or other basis of the old sliarcs assigned to tlic rights, plus tlie 
subscription price of the new shares, by the nuniber of nem shares 
obtnined. 

Bxa?i?.,uZe: A taxpayer in 1931 purchased BOO shares of stock at  
$125 a share, and in 1932, by renson of the on~iership of sucll stocl;, 
received 500 rights entitling him to subscribe to 100 additiorinl shares 
nt $100 a share. Upon the issuance of the rights ench of the shares 
of stock in respect of which tlio rights were issued had a fair 111nr- 

ltet value of $120, and the rights lind a fair lilarlict value of $3 
cuch. Tlie tnxpayer exorcised his rights to subscribe to tlic ndtli- 
tioiial slinres ond later sold one of sucii shares for $140. l'lle profit 
is conii)utccI as follows: 

$1,524.39 (cost of old stock apportioned to rights pursunnt to tlie 
computation in the exaniple under paragraph (1) ) +$iO,OoO (sub- 
scription price of ndclitional shares) =$11,524,39, b+ cis for deter- 
iiiiiiing gain or loss froni snle of ndctitionul shares. 

$11,.551.30+ 100=$116.24, basis for cleterniining gain or 1095 fronl 
bnlc of encli sliure of nilditionnl stock. 
$140 (proccetls of sale of shire of adclitional stock) Il.s:i $113.14= 

+24.7G7 profit. 
The basis for clrtcrliiiliing the gain or loss from subseqricilt sale 

of tlie stock in respect of which the rights were issued is $G0,953.61+ 
too, or $121.!)5 11 sl1nre. 

If the stock in respect of \vi.icli the riglits nrc isjuccl was purcIlnsec1 
t i t  difFereiit tiiiicv or n t  diffcrcnt priccs nncl tlie identity of tlle lots 
ciin not be tletrrniined, or if the stock in respect of \vliicll the rights 
arc is511cc1 wns porclinscd nt cliffcrcnt times or nt dilFercllt prices a ~ i d  
the stock rights iasuctl in respect of sucli stock cnn not be identified 
ns having been issued in rrspcc*t of any pnrticrilnr lot of allcli stock, 
the basiu for cletenuining tlic p i n  or loss from tIie sale of tlic old 
shims or the y i g l i f s  i n  r:ises wliere thc rights are sold or frorn tho 
snlc of tire old or new sliorcs in cnses where tlie riglits arc esercisccl, 
~ h d l  be uscertained in nccor&ince with tlie principles laid dojv11 in 
article GOO. 

GIEXEBAL PROVISIONS 
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The taxpayer may at liis option include tho entire proceeds from 
the sale of stock rights in gross income, in which case the basis for 
determining gain or loss from tlio subsequent sale of tlie stock in 
respect of which the rights mere issued shall be the same aa though 
the rights had not beeii issued. 

As to dcdiictions for losses from sales or exchangm of stocks and 
bonds, including lbsses from sales or exchanges of rights to subscribe 
to  stock, seo articles 171 and 272. 
ART. GO. Sale of patents and copyrights.-A taxpayer disposing of 

patents or copyriglits by sale should determine the gain or loss aris- 
ing therefrom by computing the difference between the selling price 
and tlie cost or other basis, with proper adjustment fcr depreciation, 
(LB provided in articlos 6G1, 605, and 600. (See also article 207.) 
ART. GO. Sale of good will.-Gain or loss from a sale of good will 

remlta only when the business, or a part of it, to which the good 
will attaches is sold, iii which case the gain or loss will be determined 
by comparing the sale price with the c&t or other basis of tho assets, 
including good will. If spccific 
peyniont was not made for good wili acquircd after February 28, 
1918, tliere can be no deductible loss with respect thereto, but gain 
may be realized from the Rale of good will h i l t  up through oxpendi- 
tures which have been currently deducted. It is imiriuterial that 
good will niay nover have been carried on the books as an asset, but 
the burden of proof is on tho taxpayer to establish the cost or 
fair marltet value on March 1, 1018, of the good will sold. 

ART. 01. Sale of real property in lots.-lVliere a tract of land is pur- 
chased with R view to dividing it into lots or parcels of ground to 
be sold ns such, the cost. or other hasis shall be equitably apportioned 
to the several Iota or parcels and made R matter of record on the 
boolm of tlic tnxpnyw, to tlie eiid that any p i n  derived from the sale 
of any such lots or parcels which constitutes taxable income inay be 
returned as inconio for tlirr year in which the sale is made. This 
r d e  contemplates that thero will be a measure of gcin or loss on 
every lot or parcel sold, and not that the capital in the estire tract 
Bhall be recovered before any taxable inconu shul! be returned. 
The stile of each lot or purcel will be trpated as a sepamto transac- 
tion, and gniii or losq computed accordingly. As to deduclioiis for 
futiire expcnso liabilities, see section 23 (o), 

ART. 02. Annuities and insurance policies.--4nnuities pa;d by rc- 
ligioiis, clisritable, and educational corporations urider an nnsuity 
COiltrOCt are, in general, subject to tax to the estent that the aggre- 
gate amount of the payinents to the annuitant exceeds the amounts 
paid a3 considdration for tho contract. But see bcdion 22 (b! (2) 

(See articles 661, 605, and 606.) 

Art. 62 3 22 (a) 
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and nrticle 82. An nnnuity charged upon devised land is taxable to 
a donee-annuitant, ti lietlier pnid by the devisee out of the rents o'f 
the land or from other sources. The devisee is not required to return 
as gross income tlie nniount of rent paid to the annuitant, and lic is 
not entitled to deduct from his gross income nny sums paid to tho 
nnnuitent. Amoiints received by an iiisiired ns a return of prcniiiilns 
paid by hini uiider life insurance, endo\vment, or annuity coiilracts, 
such as tlio so-cnlled " dividend '' of R niutual insurance coniptiny 
which niuy be crcdited agamst the current preniiuiii, arc not subjcct 
to tax. 

ART. 63. Improvements by lessees. -When buildings arc crcctcd or 
iinprovemeiits ninde by a lessee in pursuance of an ngrccii~ciit with 
tlie lessor, aiid such buildings or improvements' arc not subject to ro- 
nioval by the lessee, tlie lessor may a t  liis option report tho inconio 
therefroin upon either of tlie following bases : 
(a) The lessor mag report as income a t  the tiriic nheii such builil- 

ings or improveiiients are completed the fair  iiinrltet vuliie of such 
buildings or iiiiprovcments subject to the lensc. 

( b )  The lessor niay spread over tlic life of the lcnse the estiniatcd 
depreciated value of sbch buildings or improveiiients a t  the esyira- 
tion of the lcasc and report as iiicoiiio for cnch year of the lease tin 
aliquot part thereof. 

Escept in cases where the lessor lias exercised tlic option to rc- 
port income upon basis (a), if the lease is teriiiiiinted so tliut the 
lessor comes into possession or control of the property prior to the 
tiiiio origintilly fixed for the espiretion of tlie lease, tlic lessor clc- 
rives no income by reason thereof, and, just as when the Irssor comes 
into possession or control of the property upon the espiration of 
tlie lease, tlie basis for detcrinining gain or loss to thc lessor from 
the subsequent stile or other disposition of the buildings or improve- 
ments and for deprecintion in respect of siich property is the nmoiint 
previously reported as incoiiie by tlie lcssor bccnuse of tlic iwctioii 
of the buildings or iniprovcniciits, esccpt thnt if tlio buildiiigs or 
improveiiiciits were acquired prior to ACnrcIi 1, 1913, tlip b:isis shnll 
be their value subject to tlio lense wlien acquircd or their \alw s ~ b -  
jcct to tlie.lcnsc on Murch 1, 1013, wliiclievcr is grcutrr. If the 
bidclings or iniproreiiients are destroyed prior to the cspirntion of 
tlie leiise, the lessor is entitled to deduct ns a loss for tlic year when 
such destruction takes plnce the nmoiint previously rcported as in- 
come because of tlie erection of such buildings or iniproiciiiciits, lcss 
nny snlrage valuc subject to tlie lease to the extent tliiit siicl~ loss is 
not compensated for by insiirancc or otlicraise. If the hil t l ings 
or iinprovenicnts destroyed ~vere acquired prior to Mnrcli 1, 1913, 

Art. 63 0 23 (aj 
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the deduction shnll hc based on tlieir value subject to the lense when 
acquirerl or tlicir vulue subject t o  the  lea^ 011 blurcli 1, 1913, wliicli- 
ever is greater, less any salvage value subject to the lease to tlie 
extent that such loss is not coiiipeiisntetl for by insurnncw or other- 
wise. 

I n  all cases where the lessor l ins  exercised the option to report 
iiicoino upon basis (a), if tho lease is teriniiiut.ed so tliiit tlie lessor 
coines into possession or coiitrol of the property prior to the time 
originnlly fised for the expirtitioii of the lease, the lessor derives 
ntlditionnl i~icoiiie for tlie yeiir in wliicli tlie leiise is 50 t(!riiiinutcd to 
tlie extent that tlic value of siicli liuiltliiigs 01' iinprovenieiits wlien lie 
becollies entitled to such possession exc*crds the niiioiiiit alrcudy re- 
ported 11s incoiiie 011 accoiiiit o f  !lie erection of such btiililings or 
iniprovemcnts. No appreciutio~i i n  1~u11rc duo to causes other tliuii 
tlic teriiiinatioii of the lease shnll Iw iiirlutlcd. If  tlie buildings or 
iiiiproveiiients are destroyed prior to  tlia expirution of tlie lease, the 
lessor is entitlod to deduct as 11, loss for the yeur wlien s11c11 dest.ruc- 
tioii takes place the amount previously reported as iiicoiiie because 
of the criction of such buildiiiks or iiiiproveuwlits, less uiiy sulvnge 
value subject to the lause to the rxtciit t l i n t  s ~ l i  loss is not cwiiipen- 
suted for by insurance or otherwise. 

A I ~ .  64, Forgiveness of indebttdness.-'l'lie runcellation t 4 n d  forgive- 
ness of inilebtecliiess niny nmount to a 1inyiiiClit of iiicoiiie, to a gift, 
or to  a cupitnl transaction, dependent npon the oircumstiiiii.es. If, 
for csuinple, 811 ind iv id~~al  perforiils services for n creditor? w!io iii 
coiisidcration tliereof ciiiicrls the tlebt, income to that n~iiount is 
realized by the debtor us coinpenstitioli for liis services. If, how- 
ever, a creditor merely h i r e s  to bciielit a debtor 8iii1 without any 
considerntion thbrefor cancels the debt, tlie niiiowit of the tlebt is a 
gift from tlie creditor to tlie debtor orid iirei~ not be iurlutletl iii the 
latter's gross incciirie. If  n sliorc.holtler ii\ ii cor1)orutioii which is 
indebted to l i i i i i  grutuitorlsly forgives the tlebt, the triunsiiction 
niiiounts to n contribrrtioii to the ciipiLii1 of t . 1 ~  corlioiwtioii. 

Ll~~i*. 65. Creation of einking fund by corporation.-I f 11 cwrpoixtioii, 
in order solely to st'ciire the pupieil t  o f  its Iiontls or otliw iiidebtctl- 
lies, places p i q t ~ r t y  in t i m t  or sets tisitlib crrtaiii niiioiints i i i  u siiik- 
ing fund uiider tlie coiitrol of o trristce idlo iiiiiy 1)ct uiitliorleed to 
invest and reinvest such suiiis froni h i e  to tiiiw? the prol)rrty or 
fund thus sct uside by the corporiitioii iinri, held b y  tlre lrirstre is HII 

nsset of the corl)oratioii, untl any gain nrisi~iy iliwefr:iiii i s  iiitwiiie of 
tlia corporution uiitl sliull be inclutle(1 as HIIC'II i n  i t5  i i r i i i i i d  rct~irri. 

ART. Mi. Sale by corporation of its capitd stock.- 'I'!ir 1~~oc(*ctl:j from 
the original side by a coiporutioi~ of it6 slrares of c:ipit;il stoclc, 

(See articles 130 and 204.) 

Art. 66 0 23 (a) 

whether siicli proceeds are in escess of or less t l m  the par v'i1iiie of 
tlic stock issued, coiistitute the capital of the conipiny. if tlie stock 
i s  SOM u t  n premiutn, the prcniiiim is not income. Liltewise, if tlie 
stock is sold a t  a discount, the amount of.tlie discount is not n loss 
tlcductible froin gro? incon~r. I f ,  for the purpose of enabling n 
rorporntion to  secure norliilrg capitill or for any other purpose, tlie 
sbnreliolders clonntc or retiirn t o  the corporution to be resold by i t  
ccrtuin slinres of stock of the coiiipany previously issued t o  t l i e~~ i ,  or 
if tlie corporntion piirchises any of its stock and holtls it as treasury 
stock, the sale of sucli storlc will be considered n capital transac- 
tion and  tlie proceeds of such snle will be trcntecl as capitnl nntl 
will not constitute inconie of the corporntion. A corporation realizes 
110 p i n  or loss froin the  ptirc*linse or side of its ow11 stock. (See 
nrticle 1fG.) 

hi-. 07. Contribution8 to corporation by ehareholderr.-TYlicre n cor- 
porntion requires uclditional f iunds for conducting its biisiliesa :lilt1 

obtains sucli needed money tlirougli voluntary pro rntn pnynicnts by 
i ts  slinrcliolders, tlie amounts so received being crcdited'to its snrl)lus 
account or to  a kpecial capital account, sucll nniounts will not be 
considered income, nlthougli there is 110 increase in tlie oiitsto~icli~ig 
sliures of stoclc of the corporation. The  pnynients in such circa~ii- 
stances are in tlie naturo of volunthry nssessnwnts upon, nlld rc.l)re- 
sent an uclditionnl prico pnid for, tlie sliares of stocli held by the 
individual sliareliolders, und will be treated as an addition to :111d 
as a 'pnr t  of the operating capital of tlie company. (See nvticles 
(3.1 nnd 2S2.) 

h r r .  68. Sale and retirement by corporation of its bonds.-(1) ( a )  If 
bonds arc issued by a corporntion a t  their face value, the corporatioll 
renlixes 110 gain or loss. (b)  I f  tlie corporntion purcliascs nlid 
retires any of snA bpnds at ~1 price in excess of tlie isstling price or 
face vnliic; tlie C X C P S S  of the piirclinse price over tlle issuil1g price 
or furc value is a dedactiblc espensc for the tiisnblo ymr. ( c )  I f ,  
Iioivcwr, the corporution ])urclinses niid retires nliy of sucli bonds n t  
price less tli i i i i  the issiiing price or fuce value, the escess of tlio 
issuing price or face valiic over tlic pircliore price is gaia 01' ilicollle 
for  tlio tns:iLlo year. 

(2) ((0 I f  bonds arc issiied by n corporation slhseque1lt to Fcb- 
rirury 28, 1913, :it :I prciiii~~ni, tlie net iiiiioiuit of siicli preminm is 
gain or inconic wllicli slioiiid be prori~tctl or nniortized ovcr'tlic life 
of tlie boiidi. (I,) If tlie c4rporution purclinses RIIC\ retires u ~ i y  of 
such Lolids n t  u p i c e  in PSCCSS of the issiii~lg pr iw liiinlrs nny nliioulit 
of preiiiiuri~ ii1rc:icly rettuned as inconw, the csccss of t l ~ c  pllrclinse 
p i c e  ovrr tlic iming price minus nny nniou~it of preniiuni already 

Art. 68 
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returned as inconie (or over the fuce value plus ally amount of 
premium not yet returned as incoiiie) is a deductible expense for 
tlie taxable year. ( c )  If, however, the corporation purchnses and 
retires any of such bonds a t  a price less than the issuing price ininus 
any amount of preniiuni already returned a s  income, the exccss of 
the issuing price minus any amount of premium already returned 
as income (or of the face value plus any amount of premium not 
yet returred as income) over tlie piirclinsc price is gain or inconic 
for the taxable year. 

(3) ( u )  If bonds arc issued by a corporation a t  a discount. tlie net 
amount of such discount is deductible and should be prorated or 
amortized over the life of the bonds. ( b )  If the corporation pur- 
chnscs and retires any of such bonds at  a price in excess of the 
i,--suing price plus any nniouiit of discount a!ready dedwted, the 
excess of the purchase price over the issuing price plus any nmount 
of discount already deducted (or over the face value minus any 
amount of discount not yet deducted) is n deductible expense for the 
taxable year. ( c j  If, however, the corporation purchases and retires 
any of such bonds a t  a price iess than the issuing price plus any 
amount of discount elready deducted, the excess of the issuing price 
plus any amount of discount already deducted (or of the face value 
ininus any amount of discount not yet, deducted) over tlio purchase 
price is gain or inconic for the taxable year. 

(4) (a) If bonds were issued by a corporation prior to Jlurcli 1, 
1913, at  ti premium, the net aniouni of such premiuni was gain or 
income for the year in whicli the bonds were issued and should not 
be prorated or amortized over tlie life of the bonds. (b)  If the cor- 
poration purchases aud retires any of such bonds at  a price in excess 
of the face value of the boiids, the exccss of the purchase price over 
the face value is a deductible expense for the taxable year. (c) If ,  
however, the corporation purchases and retires any of such bonds 
at  a price less thnn the face valv.e, the excess of the face value over 
the purchase price is gain or income for the tcvnble year. 

ART. 69. Sale of capital assets by corporation. -Where property is 
acquired and later sold for an amount in excess of the cost or other 
basis, the gain on the sale is income. Whew, then, a corporatio,i 
sells its capital assets in whole or in piirt, it shall include in its gross 
income for the year in which the sale was made the gain from such 
sale computed as provided in sections 111-113 ant1 artides 601-606. 
If the purchaser take3 over nll tliu assets and iissunies the liabilities, 
the amount so assunied is pnrt of the selling price. 
ART. 70. Income to lerror corporetion from leased propertg.--\Vllerc 

a corporation Fins leased iQ property in corisideratioii that the lessee 
I 
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nhall pay in lieu of other rental an amouiit equivalent to a certain 
rate of tlividcad on tlio lessor's capital stock or the intcrest on the 
l~'5sor's olltstandillg illdebtedness, toget~ier with taxes, insurance, or 
other fixed churgcs, such payments sliall be considered rental pay- 
ments and slid1 bo I-eturncd by the lessor corporation as income, not- 
withstanding the fact that tlie dividends and interest nre paid by 
tlic lcsscc directly to tho shareholders and bondholders of the lessor. 
The fact that 11 corporntion has conveyed or let,its property and lias 
pnrted with its management and control, or has ceased to engnge in 
the business for which i t  was originally organized, will not relieve it 
from liuL\ilily to the tax. Wliile the payments made by the lessee 
directly to tlio bondholders or shareholders of tlie lessor are rentals 
as to both the lessee and lessor (rentals pnid in one case and rentals 
received in the other); to the bondholders and the shareholders such 
amounts arc interest and dividend payments reccived as f roni the 
lessor and as such shnll be accoiinted for in their returns. 

ART. 71. Qrosa income of corporation in liqnidation.-lVhen a cor- 
poration is dissolved, its affairs are usually wound up by a receiver 
or trustees in dissolution. The corporate existence is continried for 
the purposc of liquidating thc assets and paying the debts, and swh 
rcceiver or trustees stand in the stead of the corporation for sucll 
purposes. (See sections 274 and 208 and articles 1191 and 1192.) 
Any oalcs of property by them aru to be treated as if made by the 
corporation for tho purpose of ascertaining the gnin or loss. No 
gnin or loss is realized by a corporation from the iiierc distribution 
of its assets in kind in partial or complete liqiiidation, however they 
may ] i ~ v o  appreciated or deprcciated in raluo sincc their acquisition, 
But see section 44 (d) and article 355. (See furtlier article 392.) 

[SEC. 22. GROSS INCOME.] 
(b) Exclusions from gross income.--Tlic following ltcnis slisll not V2 

Included in groxs Incouio nnd shnll bc excn:pt from tuuntion ni.dcr 
tlllS tltle: 

(1) LIPS ~ ~ a v n . ~ n c ~ . - A n ~ o i ~ ~ ~ t ~  received under n llfe insurnnce 
contrnct pnid by rcnsun of the tlcntli of tlie insurcd,'wlicther in n 
rdngle suni or  in instnlln~ents (Init If such n~uounts nre Iield by the 
insnrer nnder iin ngrerinc~nt to pay Intcreat tlicreon, the Interest 
pnynicnts sliull bc lnclntlc~tl in grovs Inromc) ; 

(2) AWNUITIES, ~ ~ c . - A i n o n n t ~  rcvci\ed (otlirr t1i:in nruountH 
piiltl by reuson of the dvutli OP the inbured nnd Interest Imyments 
o i i  such ornoinits) under n I l k  iiitwriinw, enrlo\v~nent, or nnnulty 
rontrnct, lint if aurh ciiiioi~iitx (wlicii ncltltrl t o  niiiounts recrlvetl 
before the t i i xu lh  ycar ililtler xut~li contruct) escecd tlie nggregate 
premiunii or conslt'erntlon pilid (wliettier or not pnld clurlng the 
tnnthle yeur) then the excess slinll be Inclntled In gross Inromc. Iu 
the cuse of n trunsfer fur n vnluctlrle conuiderutlun, by nssignniciit 

QENERAL PROVISION0 

Art. 70 Art. 71 
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or otlierwlne, of a llfe lnsririincc, cudowinent, or niillully contract, 
o r  any interest therrln, only the nctual vuluc of sucli conslderutlon 
and the umoiiiit of the prexuluius ant1 other sums suhsequeiitly PHld 
by the traiisferec sliull be excmpt from taxtilton untlcr ~inrugrwiI1 
(1 )  or tlils paragraph; 

qulred by glft, bequest, devise, or lulicrltance (but the Income from 
auch property ahnll be Included In gross lnconie) ; 

(4 )  TAX-FREE mTemT.-Interest upon ( A )  the obllgatlons of u 
Stute, Territory. or any polltlcul subdlvlslon thereof. or the Dlstrlct 
of Coluinbln; or (B) wcurltles issued under the prov1slt:ns of tho 
Federal Furm Loan Act. or ulider tlie provlalous of such Act as 
ameiitled; or (C) the ohllgr)tlons of the Uiiited States or Its 110s- 
nessione. Every person owiilng any of the obllgutlons or securltles 
enumerated in clause ( A ) ,  ( R ) .  or (C)  shall, in tho return requlreil 
by thls tltle. suhmlt u wteteuient showing thc number und amiiuiit 
of such obllgatlons aud securltles ownetl by .him and the Income 
recrlved therefrom, In such foriu und wlrh such Informutlon a s  the 
Coniinlssloner uiuy requlre. In  the case of obllgutloiis of the 
United Stutes lssued ufter Seytemher 1, 1017 (other than poatul 
8aVtligs certlltcatey of deporlt), the liiterest slinll  be excnilit only lf 
and to the exteut provltled In the reslicctlve Acts i iutb~irlzln~ the 
lssue thereof U S  amended und supplenleritetl. and sliall he excluded 
frum gr im tnconie only If aucl to the extent It IH wholly eseinlit to 
the taxpiiyer from the tuxes Imposed by thls tltle ; 

( 8 )  OIETS, BEQUGB’IS, AND DEl’IHts.--ThC WlUe Of PrOPCrty :lC- 

(5) COMPENSATION FOB INJCHXES OU 81CKNbX9.  - h l O U l l t S  I’C- 

. ceived. through awldeiit or Iieulth Insurance or under workmen‘s 
compcnsatlon ncts. as coiupeusutltin for persimnl InJurles or sick- 
ness, plus the amount of any dumayes recrlved wliether by sult or 
agreement on amount of such IiiJurles or sickness; 
(6) hlrsxswms.-Tlie rentul value of u dwelling house und 

nppurteiiiiuces thereof furnlehcd to a mliilstcr of the gospel as part 
of hls compensatlou ; 

(7) BI~SCKLLANEO~JS iT~>is.--The follonliig lteins, to the estent 
provided In scctloii 110: 

Euriied lnconie from sources wltlioirt the Uiiltc*d. Stiites; 
Suliirles of certuiii Terrltorlal e~n~i lo~ces  ; 
T!re luconie of forelgu govcriiineiits; 
Iiicoine of Stiites, iiiunlcip~litics and otlicr Iiolltlcnl Slihdl- 

Itecetpts of shlpowiiers’ muliial ~irotcctltin nnil lndeniniiy 

Uivltlenih from C:hInii  Tvutle Act corlwiuti~iiis. 

\.lalolls ; 

iissoclal lo118 : 

ART. 61. Exclusions from gross income.-The term “ grow iiicoine ” 
89 used in the Act docs not include those itciiis of iiicoine esempted~ 
b1 statute or by fundamental law. Tlie exeiiiption of such income 
Bhoiild not be cciifused with the rcduciion of taxable income by tho 
application of allowabL deduc*tior:s. Every pcrso~i owning oblign- 
tions of a State, Territory, any political subdivision thereof, or the 
District of Columbia; securities issuctl under tlic provisions of tho 
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Federal Form Loan Act or of such Act ns omentlcd; or obligations 
of the IJnited Slates or its possessions, niiist, however, submit in liis 
incoiiio tax return n statenlent showing tlie niiiiiber and amount of 
sucli obligntions nnd seciirities owned and the income received there- 
from. For additional exclusions from gross income, see section llG 
ant1 rrticles Gal-644. 

ART. 82. Proceeds of insurance-Compensation.-The proceeds of life 
insurance policics, paid by renson of the death cf an insured to his 
estrite or to nny beneficiary (individiinl, pnrtnersliip, or corporation, 
but not n trnnsferee for n valuable consitlerntion), directly or in 
trust, are excluded froin the gross iiiconie of the beneficiary. It is 
iiiinintcrial wlietlier the proceeds are received in n single sum or in 
installments. I f ,  Iiowever, such proceeds nre Iield by the insurer 
under an ngrceinrnt to pay interest thereon, tlie interest payments 
niust be iiicluded in gross income. Aniounts received (other than 
nmoiints paid by reason of the death of the iiisiired and interest 
payments 011 such rinoiintr) under a life insurance, endownwnt, or 
annuity contract are excluded from g r o s  income, but if such 
amounts (w1it.n added to amounts received before the tuxable year 
iindcr sucli contract) exceed tlie oggregute preinirims or considcra- 
tion pnid (wlietlier or not paid during the tasdde year) then the 
excess sliull be incliided in gross incoine. (See article 62.) How- 
ever, in the rase of n trniisfer for a valuable consideration, by nssign- 
nient or otherwise, of n life insurance, endowment, or annuity con- 
Lract, or any interest tlirrein, only the actual value of such consid- 
eration and tlio niiiount of the premiums and other sums subse- 
quently paid by tlio transferce nre exeiiipt from tusntion. The 
airiounts received by an insured or his estate or oilier bencficinries 
tliroiigli accident or Iicalth insurnnce or under morlcmen’s compen- 
sation acts ns conipe~i~ation for prrsonnl injuries or siclciicss are er- 
cluded €roil1 the gross incofne of the insured, liis estate, and otliei 
bencficinries. Any damngcs recovered by suit or agreement on ac- 
coulit of such injuries or sickness are siniilarly excluded from the 
gross inccmo of tlie individual injured or sick, if living, or of his 
estata or otlicr beneficiaries entitled to receive such damages, if dead. 
(See furtlicr :irticle 283.) 

ART. 83. Gifts and bequests.-Property received ns a gift, or re- 
ceived iinder n will or under statutes of descent and distribution, is 
oscinpt froin the income tax, nlthough tho income therefmm derived 
from investinent, snle, or otherwise is not. An amount of principal 
paid under a iiiarriiige settlenient is a gift. Neither alii,iony no, 
nn nllownnce bused on a separation agreement is taxable income. 
(See article 261.) 

Ark 83 0 22 <b) Art. 81 



20 INCOME TAX ItEOULATIOSS QENEllAL PBOVISIONS 27 

ART. 84. Interest upon State obligation8.-Interest upon the obligii- 
tions of a Stnte, Territory, or any political subdivision thereof, or 
the District of Coliiiiibia is exempt froin the incoine tax. Obliga- 
tions issued by or oil belinlf of the Stnte or Territory or a duly 
orgaiiieeil political siibdirisioii acting by coiistitutcd authorities cni- 
powered to  issiio siicli olligntions, arc tho obligations of n State or 
Territory or n political subdivision thereof. The tern1 (' political 
siibdivisioii " denotes niiy division of tlie State or Territory irinde 
by tlic proper uiitliorities thereof acting within their constitiitionnl 
POWCl'S. Political siibtlirisioiis of n Stntc or Territory, within ti10 
meaning of the csciiipt ion, iiiclii(1c special nssessriient districts so 
corentcd, such 11s ronrl, water, sc\vcr, giis, light, reclamntion, tlrninnge, 
irrigntioii, Icvec, school, harbor, lwrt iniprovenient, aiicl similiir dis- 
tricts :ind ilivisions of ii Stnte or Territory. 

AIW. S.i. Dividends and interest from Federal land banks, Federal in- 
termediate credit banks, and national farm-loan associatioils.-As section 
'LG of the Fetlcrnl Furiii Lonn Act of *JiiIy 17, lOlG (39 Stat., DGO), 
as nnienilcil by o n  Act iipprove(1 3lnrch 4, 1023 (42 Stat., l&ja), 
proviiles tlint Federal land bnnlts, Federal intermediate credit banks, 
nnt l  ncitioiinl inrni-loun nssociatioiis, including the capital and rc- 
scrve OI* siirplus thcroin nnd the income derivecl thercfroni, shall bo 
cbsenipt from taxation, cscept taxes upoil real cstute, u i i r l  t l int  first 
inortgnges cseciited to Fcrlernl l a i d  banks, Federal internietliate 
credit I)iiiilis, or to joint stock lni i t l  bunks, aiitl fmni-loan I)oiids, nnrl 
tlchcutiircs issued by intermediate credit bunks, witli the incoiiic 
tlicrefroiii, slinll be esenipt froill trixntion, tlic incoinc derived from 
clivitlcnds oil stock of Federal land bniilts, Fetlernl iiitcrniediutc 
credit bnnkq, nnd nntionnl furni-loan associations nnrl from interest 
on promissory notes sccrired by such first iiiortgngw, or froin swli 
fiinn-loan bonds or debeiitiires, is riot subject to tlio incoiiie tax. 

ART. 8G. Dividends from Federal reserve banks.-Section 7 of the 
Federnl Reserve Act of Deccinbcr 23, 1913, provides tliat Fetlernl 
rescrve lanlrs, including tlie cnpital stock and siirpliis therein an({ 
the income derived therefrom, shall be exempt froiii taxation, except 
tn.tcs upon real estate. This exeiriptioii nttnclirs to nnd follows tilo 
income derived from dividends: 011 stock of Federal reserve bnnlts 
in the hands of tlic shareholders, SO that  the diviclentls received on 
the stock of Federal rcseryc bnnlrs are not subject to the income tnx. 
Dividends paid by meniber banlw, Iio\verer, nrr trcnlcll likc diri- 
dcnds of ordinary corporations. 

ART. 87. Interest upon United States obli~ations.--~ltllc,Ilgli interest 
upon the obligations of the United States nntl its possessions is 
generally exempt from tax, in the cnbe of obligations issiied by t l in  

Apt. 87 

United States after Septca ikr  1; 1017, 'which includc Treasury cer- 
tificates of indebtedness, l'rensury bonds, the Liberty bond issues 
(except tho first Liberty lonii 3l/, per cent bonds), and Treasury 
notes, the interest is exempt from tax only if and to tho extent pro- 
vided in the Acts Hutliorizing tlie issue thereof, as amended and 
supplemented. The interest on all tliese obligations is exempt froiii 
the normal irlconie tax. 

Interest on tlie first Libert,y loan 3yz per cent bonds and 'l'renaiiry 
certificates of indebtedness is entirely exempt froni Federal, State, 
nnd local tnxntioa, except estate or iiiheritnnce taxes, but this abso- 
lute exemption docs not extend to tlio bonds of tlie first Liberty 
loan convertcd (Liberty 4 per cent ant1 4% 1)cr cent bonds). Interest 
upon Treasury notes is csciiipt only to the ertent prorided in the 
terms of the issue. Interest. (discount n t  which issued) on Trcnsiiry 
bills nnd any gain froni tlie sale or otlier disposition of snch billa 
are also entirely exempt from Federal, Stnte, or local tnsation, except 
estpte or inlicritniice taxes. With 4espect to tho noni1eductibilit.y of 
losscs from the snlc or otlicr disposition of sucli bills, see article 171. 

Liberty 4 -prr cciit and 41/(1 per cent bonds nncl Treasrlry boiicls RI'C 

exenipt, Iiotli as to principtil nnd intcrcst, froiii nl l  tnxntion now or 
Iierertftcr iiiiposcd by thc United States, any Stntr, or niiy of tlw 
posss"ssions of tlie United Stutcs, or by nny local taxing nuthority, 
except ( ( I )  cstnte or inlieritniicc tnxcs, tint1 (6) siirtnses and cscess- 
profits nntl  war-profits taxhs, now or Iiciwifter imposed Iiy tlie Unitetl 
States, iipon tho inconie or prnfits o f  individi~nls, I)nrtnei.sliips, 
nssocittt ions, or corpor:itioiia. 

pcr CCIIL Lo~itls : t i i i l  ' ~ ' I V U N I ~ ~  bonds nro 
c!iititIctl to :I liniitctl csciuption froin stirtuxes 111ic1 cxccsa-profits trlxrs 
iioiv or 'Iic~i+oriftrr iniposctl by tlic Uiiitcd Stiitcs. Iiitcrchst on an 
aggregntc! of iiot. cxccctling $5,000 principnl nnioiiiit of  tlirse d d i -  
gatioiis is c*sciiipt froiii the srirtns iriiposetl by section 12. Interest 
in exwas of tlrc interest on nil aggregate of not cscrctliiig $5,OUO 
1jrinci1Jiil nmoiint of siicli obligations is snlijwt to snrtiis : i i i i l  i i i i ist  bc 
iiicludctl in gross inconic. 

Iiitcrwt cretlit.ct1 to post,iil srviiigs iiccoiiiits u p o i i  iiioiieys tli*positeil 
i l l  p o h l  siivings bniilts is ~ l ~ o l l y  cxcinpt fronl iiicoiiic tax. 

Anr. SS. Liberty loan bond exemption in the case of trusts or partner- 
ships.-.--(tr) Wlichn tlic iiiwnii? of il trust is tnx:ible to bciieficinrics, ns 
i n  tiiv c w r  o f  :I trust the incoiiic of which is to bc distribiitcd to tho 
bendiciarirs i*iit-rvntly, rncli bweficiarg is entitled to oscniptinn as 
if Iic o\viietl tliiwtly n proportionute purt of the Librrty lonn hoiidd 

licltl i i i  triist. IVIICII, on tlie otlicr hand, incoiiie i s  t:ixnble to the 
triistrct, IIX i n  t lw ( m e  of n t.rust the income of whidi is nccumrilnted 

Lilwrty 4 prr  ccnt n n t l  

Art. 88 
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for tlie benefit of unborn or iiiiascertaiiied persons, the trust, as the 
owner of the bonds held in trust, is entitled to tlie exeiiiption on 
account of such ownership. 

(b )  As the iiiconie of a partnership is tasulde to the individual 
partners, each partner is entitled to exeinption as if  he owned 
directly n proportionate part of tlie boil& l ~ r l t l  by tlie partnership. 

ART. 80. Interest upon United States obligations in the case of non- 
resident aliens and certain foreign organizations.-By virtne of section 
4 of the Victory Liberty Ilcaii h c t  of Miirch 3, 1,719, amending sec- 
tion 3 of the Fonrth Liberty I3ond Act of July 9, 1018, the interest 
received on and after March 3,1019, on bonds, notes, and certificates 
of indebtedness of tlie United States while beneficially owned by a 
nonresident alien individual, or a foreign corporation, partncrsliip, 
or association, not engaged in business in tho United States, is exempt 
from income taxes. 

ART. 90. Income accrued prior to March 1, 1913.-Any claim existing 
unconditionally on March I, 1013, whether presently payable or not, 
and held by a taxpayer prior to March 1, 1913, whether evidrnced 
by writing or not, and all interest wliicli liacl accrued thereon before 
that date, do not constitutc taxable income, although actually recov- 
cred or received subsequent to such date. Interest nccruing on or 
after thnt date is taxable income. Where an interest-bearing clnim 
held on February 28, 1013, is paid in wliolc or in part after that 
date, any gnin derived froin tho paynient of the claim is taxable. 
The amount of such gnin is the cxwss of the proceeds of tlie claiin 
(both principnl and interest) exclusive of any interest accruecl since 
February 28, 1913, alrendy retr.rnec! as income, over the cost thereof 
(both principal and interest tilen accrued). However, tlie gnin to 
be included in gross income wliere tlie f i r  ninrket value of tlie clairn 
as of M:irdi 1, 1013, is greater than the cost thereof, is the excess 
of the amount received over swli value. i n  the case of an insurance 
policy its vnluc on Nnrch 1, 1013, -epresentcd by the rpserve liu- 
bility and dividend accumulations apportioned to it as of thnt ;Late 
on the books of tlie inairanct: compairy, niuy bc used ns n basis for 
the purpose of ascertaining tlie gnin derived from its sale or other 
disposition. Where services 11 ere renthwl prior to nItirch 1, 1013, 
but paid for thercnflcr, the tiiiiount rcceivetl is tnxriblc income to 
the extent of tlie ewess of siicli iiiiioiint over tlie ftiir rnarltet value 
011 March 1, 1013, of tlic principil of the claim and any iiitcrcst 
wliih had then accrued. 

[SEC. 22. GROSS INCOME.] 
(a) Inventorie~.-Whenever In the opiriloii of llic Cominlanloncr the 

use OP irveut~rlcs i., iiewssiiry in order clciirly l o  delerniiiic the luc*om 

Art. 90 

of nny tuxpayer, Inventorlee shcrll be titkeri liy such tnxl)n~er npcn 
sucli I)asie as the ComrnIssioller, wit11 thc oligrornl of Ihe Secretary, 
may prescribe as conforming as nearly ns niiiy be to the beat account- 
ing piwllce in the trude or busluess and as most clearly reflecting the 
Inconic. 

ART. 101. Need of inventories.-In order to reflect the net income 
correctly, invontories at  the beginning a d  end of each year are 
iiecessary in every case in which the production, purchnse, or sale of 
merchandiso is a n  income-protliicing factor. The ,inventory should 
include a11 finished or partly finished goods and, in the case of raw 
materials and supplies, only those ivhich have been acquired for sald 
or which will physicnlly become a part of merchandise intended for 
sale. Only merchandise ti$le to which is vested in the taspayer 
should be included in the inventory. Accordingly, the seller sltoulrl 
include in his inventory gods  under contract for sale but not yet 
segregated niid applied to the contract and goods out upon consign- 
ment, but should exclude froni inventory goods sold, title to whicli 
has pysed to the purcliaser. A purcliascr slioiild include in in- 
ventory merclimdise purchased, title to which has passed to him, 
although such iiierchandise is in transit or for other reasons has not 
been reduced to physical possession, but should not include goods 
ordered for firtiire delivery, transfer of title to which has not yet 
been effected. 

ART. 102. Valuation of inventones.-section 22 (c) proviclus two 
tests to which each inreritory niust conform : 

(1) I t  must conform as nearly ns may ba to the best uccountiug 
practice in the trade or business, and 

(‘2) It innst clearly rcflect the income. 
It follows, therefore, tlint inventory rules can not b3 uniform but 

illlist give effect to trade custom9 which come within tho scope of the 
best accounting practice iii the particular trade or business. In  order 
clenrly to rcflect incollie, the inventory practice of a tuxpayer slloiild 
be consistent from year to year, ant1 greater weiglit is to bz given to 
consistency than to niiy particuliir method of inventorying or basis of 
vuliiatioii so long as the methoil or basis used is substantially in ac- 
cortl with these regiilations. A n  inventory that c m  be usccl under 
tllc best accounting practice in a balniico sheet showing the financial 
position o f  tho taxpayer can, ns  n general rule, be regnrdcd ns  clenrly 
rcflectiiig his income. 

‘I’liu bnscs of vnluntion most coniiiionly used by business concerns 
tlntl wliicli iiicct the rcvluirciiients of section 22 (c) are ( a )  cost and 
( b )  CObt or iiiiirkct, wliiclicver is lower. ( I h  iiiventories by denlera 
in scciirities, bee iii ticla 10.5.) Aiiy goods in an inventory which are 
inisuhblc at. nornid prices or uiiusnble in  tho norind wny become 

Art. 109 5 23 (c) 
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of duiiiuge, iiiiperfcctions, shop wcur, cliuiiges of style, odd or 
broken lots, or otlier similar causcs, iiiclutliiig sccontl-linnil gooils 
Calrcn in cscharigc, sltoulcl Lo valued ut  boriti fitle sclliiig priers less 
cost of selling, whether busis (a )  or ( b )  is used, or if mcl: gooils 
consist of rnw inaterials or 1Jwtly fiiiishrd goods liclcl for iiso or  
consumption, they slitill be valued upon a re:isonubh busis, tiiking 
iiito considcrntion tho usability and tlio condition of tlic goocls, but 
in 110 cnsc slinll such vuluu 1m less tlirii tlio scrirp voluc. Bonn ficlc. 
sclliiiy price iiieiins nctual ott'cring of goods (liiriiig a period critliiig 
not later tliiin 30 dnys nfter inventory (lute. Tlie bortlcn wf proof 
will  rcst iipon tlic tnslmyer to sliow t1i:it siicli 'csccptjonul gooils ns 
iirc vnIuccI upoii sw!i sdIiijg basis coiiic witllin. the cliissiliciitions 
iiitlicotcd ubore, nnd lie slinll niaiiitiiiii sricli records of tlio disposi- 
tion id tlic goocls as wi!l cniiblo a writicution of tho inventory to k 
in u ilc. 

I n  respcct of n,wiiiul goocls, wliicliever basis is adopted must be 
nlbl)licd with rewonullu consistciicy to the cntiro invciitory. Tns- 
Imycrs m r c  given an ol)tioli,to adopt tlio buds 'of eitlicr ( a )  cost or 
( b )  cost or market, wliiclicver is, lower, for their 1920 iiivcntorics. 
Tlic basis 1)ropcrIg hdoptcda for that p a r  or any subseqiicnt ycnr 
is contidling, mid a *cliniigc caii now bc niucle oiily nftcr permission 
is srciiiwl from tlio Coniinissioncr. Applicatiori for permission to 
c-liuiigo tlic basis of valuing inveiitorics slinll be 1niicle in writing 
niid filcrl wit.11 tlio Comniissionnr us provided i n  article 342. Goods 
tnltcn in tho iiivcntory \vliicli linvc been so intermingled that they 
can not be identified with specific invoices will be deemcd to be the 
goods i i iwt  recently piircliasetl or produccd, and tho cost thcrcof 
will b:: tlic uctiinl cost of tlw gcc,ls lmrcliascd or produced during the 
pc~iod in diicl i  tlie quantity of goods in the inventory hus been 
acqiiircd. \\'lieru the tuxpiiycr niniiituiiu book invcritories in nccord- 
a i ~ c  with a sound uccountiiig system in wliich tho rcspcctive invcn- 
tory accounts ar0 cliurged with tlio actual cost of tlic gooils purclioscd 
or produced and credited aitli tlio vuluu of goods uscil, transfcrrcd, 
or sold, calculntcd upon the btisis of tlic uctiinl cost of tlie gwds 
ncquirixl during tlic tnxublu ycar (including tho inventory a t  tho 
brginnirig of tlie year), the net value us shown by siicli invcntorj 
nccoiints will bc deeined to be t l i ~  cost o f  tho goods on hnnd. Tho 
bnlanccs shown by such book invcntoriw should be vcrificd by 
pliysical invcntorics n t  rcasoriiiblc intervals arid adjusicd to conforin 
tlierewitli. 

Invcntorics oliould bc rccorilc!cl iii t i  lrgiblu iiiiiiincr, propcriy coiii- 
pited and ~iiiniiiarizod, and alroiilcl be Iirescrvcd ns a part o f  tlio 
rrccountiiig rworils of tlie taslj:iycr. Tlie inrciitorics of tnspaycrs 

Art. 102 0 22 (c)  
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011 wlintev~r basis taliell will bc subject to ili\cstigiition by tho Cim- 
missioiier, aiid tlw tuspuyer must satisfy tlic Coniiiiissioiivr of tlio 
correctness of tlic prices adopted. 

Tliu following methods, among others, nre soiiictiiiics i i d  iii tali- 
iiig or rnluing invcntorirs, but nre not i i i  nccorcl with tliesc regula- 
tions, viz:  

(1) Dcdiicting from tlic inventory a rcscrve for lbricc cliuiige., 
or nil rstiiiiutetl depreciation in tlic riilue tlicrcof. 

(2) Tultirig work in process, or otlicr parts o f  tliu iiivcntory, at, 
it iiominnl price or a t  less tlian its proper vnlue. 

(3) Oinitting portioiis of the stock on liniid. 
(4 )  Ifsing n cori~tiiiit pricn or nominal valiic. Id ti: ~ii-i.nllc~1 iior- 

( 5 )  Incliicling stoclc in transit, citlict. sliipped to or Ci. i i i i i  t l io  Ins- 

ANT. 10;). Invmtories at coit.-Cost iiiims : 
(1) In tlie C u e  of rnc!i:clri~nclise on Iiniicl. ut tlic hgiiiiiiiig of tho 

I.nsablc p a r ,  tho inrcntory pricc of such goods. 
(2) In tlic case of rnercliiiiidise piirchsecl since tlie lwgiiiiiiiig of 

tlie tuxnble yeur: tlic invoicc price less trnilo or other discounts, cx- 
ccpt strictly cnsli discoillits iipprosiintiting n fair intcrest rntc, whicli 
inny be dediicted or not n t  the optioli of tlie taspnyer, provided it 

consistelit ('oiirse is followetl. l'o I his net invoicc pricc sliould bo 
added trniisportation or otlirr ~ i i ~ ~ ~ c ~ s s r i ~ ~ y  dinrgw iiiriirrrtl ~ I I  iiiqiiir- 
i r g  possession of tlic gooils. 

(:3) In the cnsc of iiierc*luilitliso pL.(JdllCc!C1 by tlic tus1)uyc.r siiicc 
the bcginiiing of tho tnsiiblc ycur, ( u )  tlic cost of riiw iiinterinls tinil 
slipplies catering iiito or consiiineil in conlicction wit11 tlic procluct, 
(b)  cspcnditures for direct labor, ( c )  indirect cspcnsus incideiit to 
and necessary for the productloti of  tliu particiilnr articlc, including 
in such indirect espcnws R rcasonitblc proportion of iiiunagenient 
expenses, biit iiot inclutling any cost of svlling or ri!tiii*n on c*n!)itnl, 
n-1ictlit.r by wny of interest or profit. 

(4) Jii nny indibtry in whicli tlie I I S I I : ~ ~  rules €or wiiq)iiLation of 
cost of production nrc iiitipplicxldc., costs a i n v  bc aplwosiiiiiitetl iipon 
such busis ns m y  be rcnsoiinble nntl in coiiforinity wit11 estublished 
trade pritwticc in tiic particulnr industry. hinong siicli cases ni'e 
(a )  furincrs nnil riiiscrs of lire stock (see articlc 10G), (b)  niiiiers 
and rnnnufncturers mlio by n single process or uiiiforiii series of 
processes dcrivc n product of two or iiicre kinds, sizcs, or grades, 
the unit cost of which is siibstanthlly nlikc (see nrticlc lo?), and (c) 
rctnil merchnnts who use what is kncmn as tlio '' rctnil mcthod " in  
ascertaining approximate ccst (see article 108). 

i i iul  qiiiiiitity of nintcviids or giiixls iii stock. 

p y c r ,  tlic title to wliicli is not vestccl in tlie t i q n y c r .  

8 22 (d Art. 108 
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AIIT. 104. Inventories at  cost or market, whichever is lomer.4Tnder 

ordinary circiiiiidnwes iiiitl for iioniinl goods i n  nn inventory, “ iniir- 

ket ” mwns the current bit1 priw 1)rrvuiliiig a t  the date of the 
inventory for the particiilar iii6rcliantlisc in (lie volunic in which 
usually purclinsctl by t l ir  t:isp:iyrr, ant1 is npplic-nble in the imes- 

( b )  Of basic clciiicrits of cost (iii:iterinls, lnbor, nnd burdcn) i n  
goods in procrss of iiinniifnc~i~rc 1 1 1 i d  in finishcd goods on linnd ; 
csclusivc, lio\rcwr, of goods on Iran(1 or in  process of iiianitfiicture 
for deliv.ery upoii firm sdrs contrnc-ts (i. c., those not legally sub- 
ject to cnncrlliition by ritlier ptirty) a t  fisrd prices entered into 
before the clnte of tlio inrciitory, w1iii-h goods niilst be in~~eiitoried 
a t  cost. 

\Vlicrc ~ i o  open inarltct e s ids  or wlierc qtiotiitioiis are nominal, 
tlur to stngnniit ainrltct conditions, the tiispayer must use such evi- 
dchcc of n fuir iiiarltet pric-e a t  the (lute or tlntcs ncnrcst thc in- 
ventory ns nitiy bc urail:iblt~, stwh ns spec ih  pi~rclitiscs or snlcs by 
the tospnycr or others in reasoiiiible voliuiic und made in good faith, 
or coriipensntion p i c 1  for cancrllution of contructs for purchase 
coniinitnicnts. IYIicre the tiispiiyer in the rcgidar course of busi- 
ncss lias ofrcrcd for sale such iiierrhanclise a t  prices lower than the 
current price as above defined, the inventory niuy bc valued a t  such 
prices lcss propcr allo~i.ancc for selling expense, and tlie correct- 
iirss of  suc~li prircs will be deteriiiined by reference to tlie nctunl 
snl~s o f  tlic tnspnyer for a reasonable period before and after the 
tliitc of tlie invcritory. Prices wliich rury niuteriully froni tlic actual 
pricrs so iiscertuined will not be ni~c*cl~te~l as  rrilcctiiig tlic ninrltet. 

Wlierc t11c iiircwtory is riiliictl t i p o n  tlir biisis of cost or iiiurlcct, 
~liiclicvcr is lomrr, tlie riinrltct riiliie of each article on liand a t  the 
iiiwritory tliittr slid1 be cwmparttl with tlic cost of the urticlc, nnd 
the lower of such valiies shall be taltcii :IS the inventory value of tho 
:art iclc. 

h r .  105. inventories by dealers in securities.-A dealer in scciiri- 
ties ~ h o  in his boobs of nccowt rcydurly iuvcutorics unsold stcririties 
on hnnd either- 

( a )  At  cost; 
( 6 )  At cost or innrltct, aliielierer is lower; or 
(c) At niarket viiluc, 

( a )  Of ~ ~ O O C ~ S  1)ur~llascd ulitl 011 I i i i ~ i ~ l ,  nritl 

may ~ii:il;e Iris rcturn upon tlie basis upon which his accounts are 
kcpt ; proridctl thnt a clewription of the nictliod employed shall 
be included i n  or :ittnc~lictl to tho rrturn, tlint all the securities must 
be invcntoricd by the wnie nicthod, and that such nictliod must be 
ndliered to in subsequrnt years, unless anotlier nictliod be authorized 

Art. 105 0 22 (c) 

I 
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by the Conimiwioner plirsuiinl to a writtcii rpplicntion thcrcfor 
filed mitli tlie Coniriiissioiier as proridril i l i  urtide 82% A clenler in 
securitics in wlioso books of account sop ix tc  conipiitations of t l i cb  p i n  
or loss fl-om thc sdc of tlic variola lots ( J f  swirit irs soh1 arc ~ i n d a  
on the basis of thc cost of each l l J t  aliull I)e rcgti~*ded, for the p~irposcs 
of this article, as rc.gulnrly inventorying Iris scc*iii*itirs l i t  coat. Icor thl! 
purposc of this rule It. dcalrr in seciiritirs is ti ~i~r r~ l i i i i i t  of scciiritiw, 
wlietlier a n  intlivitliial, partnrrsliip, or corlwrntion, with  a ~ i  eiltnb- 
lislirtl plarc of biisinrss, regitlarly engaged in the prrrc.linsc~ of sccitri- 
tics and their rcsule to ciistomcrs; thnt is, one ~ 1 1 0  as  II iiirrc:Iiarit 
buys securities H i i d  sells tlicni to custonicw with 11 view to the p i n s  
nntl profits that may Lw derived thcrcfroiii. If suc*lr 1)iisiriess is 
niniply a branch of the act,ivities cnrrietl on by siicli l)erson, t,he 
securities inventorird as Iierc pi*ovidctl m y  ~~ic-lutle only tho= 
held for purposes of resale and not for in\cstmrrit. ‘I’nspayers 
\rho buy and scll or lioltl sccurities f o r  investiricut or speculation, 
irrespective of whether such biiying nr selling const itittrs the carry- 
ing  on of a triide or business, and ollicers of corporations and Irieni- 
bers of partrierships who i i i  their iiitlivitliial capacities buy arid sell 
securities, are not dealers in securitics within the meaning of this 
xulc. 

ART. 100. Inveiitoriea of live rtock raisers and other farmera.- 
Ftlririers m y  cliarige t ~ i e  basis of tlicir returns from tliat of receipts 
and disbuiwiients to that of an invcnt.ory basis provided adjust- 
Inenls arc mntle in accordance rnit.11 one of tlie two ri~etliods outlined 
in (1) and (2) below. It is optional wit11 tlic tnspagcr ~ I i i c h  niethod 
is iisecl, but, having elected one nietliod, tlie option 80 exercised will 
be biiidiiig upon the t n s p y c r ,  u i id  lie will be 1)reclutlecl froin filing 
iirnen(let1 returns upoii the basin of the otlicr inethoil. 

(1) Opening rind closing inventories sliall be used for the yciir in 
whicli the change is ~riude. There slioiiltl be iiiclutled in the opening 
inventory all fiiriii prodiwts (including live stock) ptirchnscil or 
rniscd wliic*Ii ircrc 011 hiintl t i t  the datc of tlia iriveiitory, and there 
inust. bc stibiiiittetl with the rrturn for tlie cwrent tasable ycnr 
1111 atljristiiic~nt shcct for the 1)rcwtliiig t . ~ ~ s i i t ~ l e  year busccl on the 
inventory nictliod, iipoii t l i c ~  t i n i o i i i i t  of wliicdi adjiist iiient tlic tax 
sllull be usswscd aiitl puitl (if niiy bc tloc) at tlio rate o€ tnr in effect 
for’ tliiit p:r. OrdiiiuriIy a n  ntljustiiient sheet for tlic precrding 
yenr wiII In: siilfivic!iit, hi t  i f ,  i n  the opinion o f  tho Commissioner, 
siicli tidjiistiiieiit is not siiflicht clc~nrly to Idlrct incoiiic, adjust- 
Iiirnts for cwr1ic.r yearn may Le ncccpterl or rcqtiirrd. 1Viict.e it  is 
jr~i~)owjii)Ie to rwdrr coniplctc inrwitories for the preceding p a r  or 
p r s !  the (‘oiiiniissionc;. will uccept cstiiiiatcs ~rliich, in his opinion, 

Art.. 106 Is 23 (c) 
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substantially reflect tlie income on the inventory basis for smh 
preceding year or years; but inventories must not include real estate, 
buildings, permniient improvements, or any other assets subjcct to 
depreciation. 

(2) No adjustnient sheets will be required, but the net inconio 
for tlie taxable year in which tlie clinnge is mado must be com- 
puted without deducting from the sum of the closing inventory and 
the sales and other receipts, the inventory of live stock, crops, and 
products nt the beginning of the year; provided, however- 

(a) That if uny livc stock, grain, or other property on hand at  tho 
begirining of tlic tnxable year has been purchased and the cost 
tlicrcof not chnrged to expense, only tile difference between tlie cost 
ant1 the selling price should be reported as income for the year in 
whic*li sold ; 

(6) ]hit if  tlie cost of such property has been charged to expensu 
for a prerioiis ycnr, the entire amount received must be reported 
ns inconie for the year in which sold. 

13ecaiisc of the difficiilty of nsccrtnining nctuul cost of live stock 
nncl otlicr fnrin products, fariiiers who render their i-eturns upon an 
inventory bnsis nray value tlieir inventories according to tho “ furiii- 
price nietliod,” wliich provitlcs for the valuation of inventorics tit 
innrlcet pricu less cost of mnrkc~ting. If the use of the “ fnnn-prico 
iirethod ” of valuing inrcntories for any tnsnble year involves a 
cliangc in Inethod of valuing inventories from thnt smployed in prior 
yenrs, permision for such change shall first be secured from the 
Commissioner ns provided in article 322, and the opening inventory 
for the tarnble year in wliicli the change is iuade should be brought in 
at  the snnic vnllic ns tho closing inventory for the preceding taxable 
ycnr. If such valuntion of the opening inventory for the taxable year 
in wliicli the change is made results in an nbnoriiinlly large incoiiie 
for thnt year, thcre may be subinitted with the return for such taxable 
yew an ndjustriicnt stutemcnt for the prccading year based on tho 
“ fnnn-price iiwthod ” of vnluing invelitorics, iipon thc ainount of 
which ndjustiiicnts the tax, if any be tliie, shall be asscsscd and pic1 
nt the rate of t n s  in elfect for siicli preceding year. If nn adjust- 
ment for tho preccding year is not, in tho opinion of tho Conimis- 
sioncr, sufficiriit clearly to reflect income, niljiistnient sheets for prior 
ycrirs mny be accepted or required. 

Wliere returns Iiavo been innde in which tlie tiisubh net iircoiiic hns 
llwn computed upon incomplete inrentorics, tlic nbnormnlity should 
bc correctcd by submitting with tho return fo- the ciirrrrit tasnblc 
year a stntemclit for tlie preceding year i n  wliicd siicli atljustirients 
shall be made n:3 arc ncce6snry to bring tlic closing inventory for the 

, Art. 106 § 22 (c )  
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preceding year into agreement with tlie opening coniplete inventory 
for the current taxable year. I f  necessnry clearly to reflect ikcoinc, 
rimilar adjustments may bo made as at tlie beginning of tho prewtling 
year or years, and tlie tnx, if any bo clue, shall be assessed nii(1 p i t 1  rlt 
the rate of tax in effect for such ycar or years. 
ART. 107. Inventories of miner8 and manufacturers.--A t a s p u p r  

engaged in mining or manufacturing who by a single procr?ss or 
uniforni series of processes derives a product of two or IIlCJrO kiiills, 
sizes, or grades, the unit cost of which is siibstantially alike, and ~ l i o  
in conformity to a recognized trade practico allocates nn nmount of 
cost to each kind, size, or grado of product, which in the oggregite 
will absorb tho total cost of production, may, with the coiiscnt of tho 
Commissioner, use such allocnted cost ns a basis for pricing inven- 
tories, provided such allocation bears a rcnsonablo relation to tho 
respectivo selling vnlues of the different kinds of product. 
ART. 108. Inventories of retail merchants.-Retail merchnnts who 

employ what is known as the “ retail method ” of pricing iiiven- 
tories may iiiulco tlieir returns upon that basis, provided that the iiso 
of such method is designated upon the return, that nccurnte ticcounts 
are kept, and that such niethod is consistently adhered to unless a 
change is authorized by the Commissioner as provided in articlo 
822 Under 51iis method the total  of tho retail selling prices of tlie 
goods on hand n t  tho end of tlio year in each department or of each 
class of goods is reduced to approxiniate cost by deductiiig thcrc- 
from an amount which lxnrs tho same ratio to such total ns- 

( a )  the total of tho retail selling prices of tho goods incliidccl 
in the opening inveiitory plus the retail selling prices of tho 
goods purchased during the year, with proper adjustincat to siicli 
selling prices for all mark-ups nnd mark-downs, 

less 
(6) the cost of the goods included in the opening inwntory 

plus the cost of tho goods purchased during tho war  bcnrs 

This amount should represent ns acciirately aa may be tlie an,ounts 
added to the cost price of the goods to cover selling nnd other ex- 
penses of doing business and for the mnrgin of profit. 

A tnxpnyer maintaining more than one department in his storo or 
dealing in classes of g o d s  cnrrying different percentage3 of gross 
profit should not use a percentage of profit based upon an avernge 
of his entire business, but should compute and use in valuing his in- 
ventory the proper percentages for the respective departments or 
classes of goods. 

to (a ) .  
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[SEC. 22. GROSS INCOhlE.] 
(a) Distributions by coryorstIoas.-l~lslrll~utl~ins by corporntlone 

sti~lll br tiisril)lt~ to t1.c hliiiiclioltlrrs a n  Iirovltlccl in scctlon 116. 
(e) Determination of gain or loss.-In the cnse of a stile or other 

cllsposltlon oP Iiropcrty, the w i l l  nr low sliiill be coinputcd ns provided 
in scrtloiis 111, 112, nnd 113. 

(f) Qrori income from iourcei withln and without United Etatea.- 
For coniputntlon oP gross income from sources withln nnd without 
tlic United Stutcq, scc section 119. 

SEC. 23. DEDUCTIONS FROM GROSS INCOME. 
In computing nct inconic tlicrc shrill be nllowcil ns deductions : 
(a)  Expenses.-All the ortlinnry nnd necessnry expenses pald or 

incurrcd durlng the tnxnblc yenr In cnrrying on nuy trnde or busl- 
ncm, lnclutllug u reuuona1)lc rillownncc for snlnrles or other compcn- 
mtlori for persoiinl ~crvlccs nctunlly reudercd ; trnvellng expenscs 
(Inclotling tlic cntlrc nniount exlwnded for mcnla and lodging) whllo 
nwuy from Iioiuc lu tlic pursult of a trnde or buslness; nnd rentuls 
or other paymcnts rcqulred to be mnde (1s n condition to the cou- 
tlnurtl usc or posscsslon. for purposes of the trnde or buslness, of 
property to \\hlcli tlic tnxpnycr has not tnkcn or Is not tnklng tllle 
or in wlilcli lie hns no cqnlty. 

ART. 121. Business expenses.-Jhsiness expenses deductible from 
gross iiicoinc includc tho ordinnry and ncccssnry expenditures di- 
rectly coniicctcd with or pertnining to the tnxpnyer's trade or busi- 
ness, except the classes of i t e m  which nre deductible under the pro- 
visions of articles 141-272. Tlie cost of goods purchased for resale, 
with proper ndjustmciit for opening nncl closing inventories, is de- 
cluctcd from gross sales in coniputing gross income. (See article 55.) 
Among tlic itcnis included in business espcnses are manageinent ex- 
penses, commissions, labor, supplies, incidental repairs, opcrnting 
cxpenscs of o:itomobiles used in tlic tradc or business, traveling ex- 
penses whilc an-ny froin home solely in the pursuit of R trade or 
business (sce article 1P3), nclrertising and other selling cxpenses, 
together with insurance preniiiims ngninst fire, storm, tlicft, ncci- 
dent, or other similar losses in tho cnse of n birsiness, nnd rental 
for tho uso of business property. A tnrpayer is entitled to deduct 
tho necessary eqmiscs paid in carryin6 on his business from liis 
gross inrome from whatover sourcc. A s  to items not deductible, see 
section 24 nrid articles 281-284. 

ANT. 123. Traveling expenses.-Travrling cxpenscs as ordinarily 
midcrstood, include railroad €ares and meals and lodging. If the 
trip is undertnlcen for other than business purposes, the 1 ailroad 
fares are perbond expenses nx!d the meals and lodging nre living 
expenses. If the trip is solely on business, the rcnsonnblc nnd neces- 
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snry trnveling exl)enscs, iii(*lii~liiig ruilroucl Eurw;, nienlg, 11nt1 lodging, 
I)ecooie busincss illstelid of persontill esiwiises. 

( a )  If, tlicii, a n  individual, whose business requires Iiiui to trnvcl, 
rcccives R salary 11s frill coiiipeesntion for his scrvices, without reini- 
bursoiiient for truvcling expenses, or is eiiiployetl 011 a coiiiniission 
basis with no expenso allowance, his truveliiig eslwiisw, including the 
entirc uaiount expended for inenls antl lodging, nre ticduct.iblu froiii 
gross income. 

(a) I f  an individual receives IL salary und is ulso repaid Iris uotual 
t.rnveling expenses, be .slinll incliitle in gross income tho aiiioi111t so 
repnicl niitl inny deduct such expenses.. 

( c )  I f  an intlividual receives a salary unrl also an allowance for 
inenis and iorlping. ns,'for exnmpio, n per diein nIIo\vance in lieir of 
subsistence, the amount of the ul lowa~~t~o sliniild b inclirdcd in grtus 
income and tho cost of such meals nnd lodging may be deducted 
therefrom. 

A payment for tlio uso of B sample rooin a t  u lintel for the displny 
of goods is n biisiness expe.nse. Only such expci~ws as are remion- 
nble and necessary in the cronducl of tlie business and directly nttribiit 
able to it mr. be deducted. A taxpayer cluiniing tile benefit o f  tlie 
detluctioiis referred to herein must nttnch to his return a statement 
showing (1) the nature of the business in which eriprrged; (2) tho 
number of days nmny from home during the tnsnble year on a ~ i i i i t  

of busitless; (3) tlie total anioirnt of expcnsas incident to nwils nnd 
lodging while nbsent from home on, business during the tarable gear; 
(4) tlie total amount of other expenses incident to travel and clsi,micd 
as n deduction. 

Claim for the deductintis referred to herein must be srrbstnntinhd, 
when required by the Commissioner, by evidence elioming in detail 
the nmoiint nntl nnture of the expe.iises incurred. 

Comniiiters' farcs aro not considered as busiiiess expenses and are 
not declur.t i ble. 
ART. 123. Cost of materids.-Tnxpnyei*s cnrrying materials nnd SUP 

plies on hand should includu in expenses the chnrges for mnterinls 
antl siipplins only to the- amount thnt they aru nrtllally consunied 
and used in operation during tlie year for which the return is ninde, 
provided that tlie cost of swh nlaterinlv und supplies has not been 
detliict.et1 in deterniining the net income for any pi~evious year. Xi 
a tnspnyer carries incidentnl nintcriuls or supplies 011 liantl for which 
1 1 0  record of conwimption is kept or of wliich physicnl inventories 
a t  tlio beginning nnd end of tlie gear ai'e not tnken, it'will be pcr- 
lnissible for the taspnycr to inclacle iii Iris expenses and dedurt. from 
gross i:icome tho total cost of siicli supplies aiiti iiinterinls as were 
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purchased cluring tlic year for which the return is made, provided 
tlie net inconic is clearly reflected by this method. 

ART. 124. Rep&.-Tlic cost of incidental repairs which neitlicr 
iiiuteriiilly ndd to the value of tlie property nor appreciably prolong 
its life, but lcecp it in nn ordinarily efficient operating condition, niny 
bc deducted as erpensc, provided the plnnt or property account is not 
incrensed by the aniount of such cspenditurcs. Repairs in the nature 
of rcplacemcnts, to tlic ertent that they arrcst deterioration nnd ap- 
prcciubly prolong tlic lifu of the property, should bo charged 
ngainst tlic depreciation rcserve if such account is kept. (See articles 

h ' r .  123. Profeaaional expensea.-A professional man niny cliiim as 
dcditctions tlic cost of supplies used by him in tho prnctice of his 
lwofcseion, expcnscv pnid in the operation and repair of an auto- 
iiiobilc used in nialcing professionnl cnlls, dues to professional socie- 
tics and subscriptions to professional journals, the rent paid for 
oflice room, the cost of the fuel, light, water, telephone, etc., used 
i n  siich oftices, and the hire of office nssistnnts. ,Amounts currently 
cspended for bool~s, furniture, nnd professional instrumcnts and 
cquipment, the useful life of which is short, may be deducted. AS to 
itcnis not deductible, sec section 24 and articles 281-284. 
ART. 126. Compensation for personal acrvicea.-Among the ordinary 

and necessary espenses pnid or incurred in carrying on any trade or 
btisincss may be included n reasonable allowance for salaries or 
other cornpensution for personal services actually rendered. Tlie test 
of deductibility in the case of compeiisation payments is whether 
tliey are reasonable and are in fact payments purely for services. 
This test and its practical application may be further stnted and 
illustruted nb: follows: 

(1) Any amoiint paid in the form of compensation, but not in 
f w t  as the ptixliase price of services, is not deductible. (a)  An os- 
tensible salary pnid by a corporation may be a distribution of a divi- 
dcnd on stock. Tliis is likely to occur in the casc of a corporation 
Iinving few sliareliolders, practically all of d i o m  draw salaries. If 
in siicli a case the stiluries are in excess of those ordinarily pnid for 
siiiiilar scrviccs, a i d  tlie escessive pnymcnts correspoiid or bear a 
close relationship to the stoclc lioldings of tlio officers or employees, it 
woiild seem likely that the salarics are not paid wholly for services 
rendered, Lilt that tlic excessive payments are a distribution of enrn- 
ings upon tlie stock. (b) An ostcnsible salary may be in part pay- 
ment for property. This mny occur, for esamplc, where n partner- 
ship sells out to a corporation, tlic former partners agreeing to con- 
tinue in tlic service of the corporatioi~. I n  such a casc it may be 

20 1-2 10. ) 
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found that the salaries of the former pr t i ic rs  arc not nicrcly for 
* services, but in part constitute payment for tlie trunbfer of their 

business. 
(2) The form or method of fixing co~iip~rsutioo is iiot dccisivc us 

to deductibility. IVIiile any form of coiitiiigent coiiipciisiition iiivites 
scrutiny .RS a possible distribution of earnings of tlic enterprise, it 
does not,fc'l]om that  pnymeuts on a contifl&it basis arc to he trcuted 
fundanientnlly on any basis different from tlirt npplyiiig to coiii- 
pensation a t  a flat r t e .  Generally spcukiag, i f  contingent coni- 
pensntion is paid pursunnt to  a free bur,krin between tlio eiiiploycr 
niid the individual made beforo the services aro reii(Icrci1, not influ- 
enced by any consideration on tlie part of tlie cniploycr otlisr tlimi 
that of socuring on fair and advantngvous terms tho scrviccs of the 
individudl, it sliould he allowed 119 a deduction even tll(Jll&$l in tlie 
actual worldng out of tho contract it may prove to be gwntcr tiiaii 
the amount which would ordinarily bo paid. 

(a) I n  any event tlie allowance for tlic conipensntion p i t 1  iiiiiy :ioL 
exceed what is reasonable in all tlio circumstances. It is in  gc:cueriil 
just to w u m e  that reasonnble and true conipensution is only sidl 
amount as would ordinarily be paid for lilco scrviccs by liltc enter. 
prim in like circumstances. Tho circ~nistances to be talreii iiita 
consideration am those existing at  the d a b  wlwn tlio contract for 
services was made, not those existing a t  the date when tho contr:ict is 
questioned. 

ART. 127. Treatment of excessive cornpenlation.-Tlie incoiiio ( i i s  liii- 
bility of the recipient in respect of an amount ostensibly paid to hiiii 
aa compensation, but not allowed to be deducted as s ~ l i  by the 
payor, will depend upon the circumstances of each case. Tlius, i n  
the case of excessive payments by corporations, if such pnyiiiciity 
correspbnd or bea.r a close relutionship to stock holdings, iintl nro 
found to be m distribution of owninfie or profits, tho oxccssivc! puy- 
menta will be treated as a dividend, and will thus be escmpt from tlio 
normal tax in tlie bands of the recipient. I f  such pryinents consti- 
tute payment for property, they should be treated by the payor as a 
capital expenditure and by the recipient as part of tho piircliiirje 
price.. 

Am. 128. Bonuaea to  employees.-Bonuses to employees will coiibti- 
tute rllomable deductions from grw income when such pnynients 
are rniidc in good faith and as additjonal compensation for the serv- 
ices Rctually rendered by tlie employees, provided such pa ynient~, 
when added to the stipulrted salaries, do not cscced a rensonable 
compensation for  tlie services rendcred. It is inimaterial whether 
such bonuses are paid in cash or in kind Or partly in cash and pwtly 

- 

Art. 128 3 23 (a) 
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. i n  kind. Donntions made to employees and others, which do not 
~ Y C  in them thc c!cniciit of compensation or arc in excess of rcnson- 
able compensation for serviccs, are not deductible from gross income. 

ART. 129. Pensionr-Compcnsation for injurie8.-Amounts paid by a 
taxpayer for pensions to retired cmployces or to their families or 
othera depcndent upon thcm, or on account of injuries received by 
employees, and lump-sum amounts paid or accrued as compensation 
for injuries, are proper deductions as ordinary and necessary ex- 
penses. Such deductions are limited to the amount not compensated 
for by insuranco or otherwise. When the amount of the salary of on 
officer or employee is paid for a limited period after his death to 
his widow or heirs, in recognition of the services renderod by the 
individual, such payments may be deducted. Salaries paid by em- 
ployers to employees who are absent in the military, naval, or other 
scrvico of tho Government, but who intend to return a t  the conclusion 
of such scrvico, are allowable deductions. h to deductions for pay- 
ments to employees’ 1xnsion trusts, seo section 23 (q) and article 271. 

ART. 130. Rentals.-Where a leasehold is acquircd for business pur- 
poses for a specified sum, the purchaser may take as a deduction in  
his return an uliquot part of such sum cnch year, based on tho num- 
ber of years the lcnse has to run? Taxes paid by a tenant to or for 
n landlord for business property aro additional rcnt and constitute 
a deductible item to the tenant and taxable inconie to tho landlord, 
the amount of the tas  being dcductiblo by the latter. The cost borne 
by a lessee in crecting buildings or making permanent improvements 
on ground of which lie is lessee is held to be (I capital investment and 
not deductible as a business expense. I n  order to return to such,tax- 
pnyer his invcstrncnt of capital, an annual dcduction may be made 
from gross income of an umount equal to tho total cost of such 
improrcnicnts divided by the number of years remaining of tlie tenii 
of lease, and such deductioii shall be in lieu of a deduction for do- 
preciation. I f  the remainder of the term of lense is greater than tlio 
probable life of the buildings erected, or of tho improvements ninde, 
this deduction ~11011 tnko tho form of an allowance for depreciation. 
(See artic!c 63.) 
ART. 131. ExFenses of farmers.-A farmer who operates n farm for 

profit is entitled to deduct from gross income as necessnry expenses 
all amounts actually expended in the carrying on of the business of 
farming. Tho cost of ordinary tools of short lifo or smnll cost, 
such as hand tools, including shovels, rakes, etc., may be decluctcd. 
The cost of feoding and raising live stock niny bo trented as an ex- 
pense dednction, in so far es such cost represents actual outlay, but 
not including t h e  value of farm produce grown upon the fnrm or 
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the lubor of the tarpuyer. \vhere 11 fariiicr is eiigngcd i i i  1J’OdIk’- 
ing crops which take more tliaii it year froiii tliu tiiiic of planting to 
tho process of gutliering a i d  disposal, expenses deductrd iiiny, with 
the consent of the Conimisgioner (seo article R3’2), bo detoriiiiactl 
iipoii tlic crop basis, and siicli deductions iiiitbt be tnlreii iii tho year 
in yliich tho gross iiicolne from the crop hnv bceri realized, Tho cod 
of fnrin macl\inery, equiynieiit,’ and farin ’ buildings represent3 
capital invcstnient and is riot an nllowuble deduction as nil item of 
expense. Anio.uilts eq)eiided in the dovelogmerit of fnrihu, wcliards, 
iintl ranches prior to the tiniu when tho l)roductiru stntc 4s rcnchcil 
limy be regarded as investrnelits of cnpital. Aniou~its espeiided i l l  
purchasing work, breeding, or duiry animals aro rt, wwdctl u s  iii- 

vestrnents of capital, and niay be depreciated unles.9 sitch a l i i i d s  
are includad in an inventory in accordanso with article 57. Tlic pur- 
cliasc price of an automobile, eveii when wholly used in currying OIL 

farming operations, is not deductible, but is regarded as an i i i ved -  
nierit of capital. The cost of gasoline, repairs, aiid upkeep of a11 

automobile if used wholly in the business uf farniiiig is dedlictiblo us 
UII expense; if used partly for business purposes and partly for tlic 
pleasure or convenience of the tuxpayer or his fnriiily, s~ ich  cost iiiay 

be apportioned according to the exteiit of tho us0 for ptirposes of 
business and pleasure or convenielice, alid oiily tho proportioii of such 
cost justly attributable to business purposes is deiluctiblc UY cl iieces- 
sary expense. I f  a farm is operated for recreatioii or plc.uure and 
iiot on a cornmercial basis, and if tho expense8 iucurrcd iii coiiiieclioii 
with the fnnn are in ~ X C C S S  of tho receipts thercfroiu, tliu witirc 
receipts from the sale of products niny bu ignorccl in reiitlering 11 

returii of income, and the experiscs iiicurrecl, beiiig regaided ns prr-  
sorit~l expenses, will not ccmtitetc nllowitblo tleili~diotih. ( ,%P nlhli  

articles 57, 176, ancl 210.) 
ART. 132. Depositora’ guaranty fund.--Bulilcilig wrporalioiis which 

pursuant to the laws of the Stutes in which t h y  w e  iloiiig busincas 
are required to set apart, keep, a i d  inuiiilain in thrir bt1111is tlic 
ainourit levied ancl assessed against tlieiii by tho Mtutu uiitliorities 
8s u ‘( 1)cpositors’ guaruiity fitrid,” niiiy detltlct frorii tlicir g r o s  in- 
come tliu aiiioiitit so set apart cadi yeur to this i ’ t~ i id ,  provirlcd that  
such fund, when set aside aiid carried l o  tlic credit of tlie Statc 
banking board or duly authorized Stiitc otlicer, ccuses to 1% ui i  nsseL 
of the bunk uiid iiiay be w i t h c l d h  hi whole or in i i p i  de- 
nialld by such board or State officer to iiicet the needs of these oilL*crs: 
in reilubursing depositors in insolvciit bniilrs, aiid provitlccl further 
thut 110 poFtion of the‘ aniount t h y  set aside and creditcct is returli 
able wider the laws of tlio State to tlie assets of tlic buiiliiiig corpo- 

i 
I 

i 
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ration. I f ,  however, such amount is simply sct up on tlie boolts of 
tlie banli as a reserve to ineet a contiqgcnt liability nnd rcinnins an 
asset of the bank, it will not be deductible except as it is nctunlly 
paid out as required by law and upon demand of tho proper Stiite 
oficcrs. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In coniputing net Income thcrc shall be nllowed ns dciluctions.] 
(b) Interest.-All Interest paid or nccrucd within the taxable j en r  

oil indebtedi.ess, except (1) on lndebtedness incurred or continued to 
purchnse or carry obligations or securities (other than obligations of 
the Uiiilcd Slutcs iciviled ufter Seijtember 24, 1017, nnd origlnally sub- 

, scrlbcd for by the tarpnycr) lhc intcrcst upon which Is wholly exciiipt 
from the tuxerr imposed by tliis title, or (2) on lndebtcducss iiic*urred 
or contiiiuetl in connectiou wilh the ~)urcliusing or cnrrjing of n n  
alllruity. 

AHT. 141. Iiiterest.-Iriterest, paid or nccriiecl within the yenr on 
indebtedness niay be deducted from gross income, except that  interest 
on indebtedncss incurred or continued (1) in connection with tlic 
purchasing or cnrrying of n n  annuity, or (2) to purcliiise or carry 
sectiritic~, such as iiiunicipul bonds, first Liberty lonn 33$ pcr cent 
jonds, or (in the cnse of a tnspaycr not an original sitbscriber) obli- 
gatioiis of the United States issued iilter Scptcmbcr 24, 1017, tho 
interest upon wliicli is wholly escmpt from tax, is not deductible. 
hiterest paid or accrued within the yenr on indebtedness incurred or 
continisd to purchase or cnrry ( a )  obligations of the United States 
issiied after Septenibcr 24, 1017, the interest upon which is not 
wlrolly exempt froni tlic taxes imposed by Title I of tlie Act, or (b) 
(in the casc of an original subscriber) obligations of tlie United 
States issued after September 24, 1917, the interest upon which is 
~rhollp eseiiipt from the tnxcs imposed by Title I of the Act, is 
clecluctible in accordance with the gcnernl rule. 

Interest paid by tlie taxpayer on a mortgage upon real estate of 
which he is tho legal or equitable owner, even though the taxpayer 
is not directly linble upon the bond or note secured by such mortgngc, 
mny be deducted as interest on his inclcbtedness. Payments made 
for Maryland or Pennsylvania ground rcnts are not deductible ns 
intercst but may, under proper circumstances, be deducted ns rent. 

Intercst calculated for cost-keeping or other purposes on account 
of capital or surplus invcstccl in tlie biisiness which does not repre- 
sent a chnrge arising mider an  interest-benring obligation, is not an 
allowable deduction from gross inconic. Interest paid by a corpora- 
tion on scrip dividends is nn nllownblo deduction. So-cal!cd interest 
on preferred stock, which is in renlity d dividend thereon, can 
not be deducted in computing net income. (See article G8 as to 

Art. 141 § 23 (b) 
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deduction of bond discount.) I n  the casc of Lailks and loan or trust 
companies, interest paid within the year on deposits or on moneys 
received for investment and secured by interest-bcnriq certificntcs 
of inrlebtedness issued by such bank or loan or trust coinpany may 
be dcductcd from gross income. 

[SCC. 23. ?DUCTIONS FROM GROSS INCOME.] 
[Iu computing net income there shall be allowed ns dcductlous :I 
( 0 )  Taxes generally.-Tares paid or accrued within the taxable 

(1) income, wnr-proflts, niid excess-proflts tnxcs imposed by the 
nuthority of the United States; 

(2) income, wur-pruflts, and excess-profits taxes impowd by the 
authority of any foreign country or possession of the Uuitcd 
Stntes; but this deduction bhall be allowed in :he case of a tnx- 
payer who does not rrlgnify in 111s retcrn his dcsire to hnve to any 
exteut tlie bencflcs of section 131 (relatlng to credlt for tuxes of 
forcign countrles and possessions of tlic United Btates) ; mid 

(3) taxes absessed ngaiiist locul beneflts of a kind tcbdiug to 
iucreuse the value of tke property nss rsed ;  but tlils pnragrnph 
bhtill not exclude the allommice as a deduction of so muclr of sucli 
tnxes us  is properly allocable to maintenance or intcrest clinrgcs. 

For the purposo of this subsection, estate, inheritnnca, Icgncy, nnd 
succession tnxcs accrue on the due date tliereof, exccpt as otlicr.vise 
provlded by the lam of the juriudictinn imposing such tnxcs, niid 
shall be allowed as a deducticu only to the estate. 

year, except- 

ART. 151. Taxes.--Federsl taxes (except income, war-profits, and 
excess-profits taxes), State and local tnxes (except tares assessed 
against local benefits of a kind tending to increase tho value of the 
property assessed), and taxes imposed by possessions of the United 
States or by foreign countries (except incoiitc, war-profits, and ex- 
cess-profits tases in cases wiiere the taxpayer bignifies in his return 
his desire to claim to any extent a credit for sucli tnses), arc deduct- 
ible from gross income. See gciierally section 131 and articles 
GDl-GD8 as to t a s  credits. Postage is not a tnx. Aniouirts paid to 
States under secured debts h\vs in order to render securities tux 
creiiipt are deductible. Automobile license fees are ordinarily tascs. 
I n  general tares are deductible only by tho person upon who~n tiley 
are imposed. As to t a s  paid a t  the source on interest from tits-free 
covcnant bonds, see scction 143 (a)  (3) and artirle 761. 

AnT. 152. Federai duties and excise taxes.-Import or tariff duties 
paid to tlie proper customs officers, a d  busiiiess, license, privilcgc, 
cscise, and stamp taxes paid to internal revenue collectors, aro do- 
ductible as tases imposed by the autliority of the Unitcd States, 
provided tlicy are not added to and made a part of the espciiscs of 
the business or the cost of articles of merchandise with respect to 

B 
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wliidi they arc paid, in diicli  case they can not bc separately 
deductccl: 

ART. 158. Taxes for local beneflts.-S,o-cnlled tnxes, more properly 
assesstntmts, paid for I O C U ~  beliefits, such as street, sidewalk, and 
other likc improrcmcnts, iliiposetl because of and measured by somu 
bellefit iiiuriiig directly to the property ngaiiist which the nssessnient 
is levied, do riot coiistitiite an allowable deduction froni gross income. 
A tns is consiclcretl aswssctl nguiiist lociil benefits wlicii the property 
subject to tIia 111s is IirriitctI to property Leiietitetl. SpeciiiI assess- 
jncnts lire not dc~litctil~lc, eveii tliougli an incidental bciiefit may inuro 
to tl10 public wcllurc. Tllc tuscs dcdnctiblc arc those levied for tho 
gciicrnl pihlic wlfure by tlic proper turing authorities at  n likc rate 
ugai nst rill property i n  thc territory over which sudi authorities have 
jriri8tlictioh. Aswssineiits iuidcr 1 lie btntiitcs of Ciiliforniu rclutiiig 
to irrigation i i t id  of Iowa relntiiig to druinagc, and iuicler certnin 
statutes of ‘~CliliCSbQe rclating to levees, are liinitcd to  property 
bcnetitcd, niid when it is clear t l i u t  the assessments nrc so liniitecl, 
tlie aniorints paid tliercunder arc riot deductible us tiises. Tlie itbovu 
Etntements 111-0 subject to  tlio esccption tliut in so iur us ahsesstii~lits 
aguiiist lociil benelitu aru innela for the ptirpose of iritiiirteiiaiice or 
rcpuir or for Ilic purpose of rricctiiig interest clinrgQs with respect to 
biicli boncfits, they arc deductible. In sucli cases tllu burtlen is 011 tlle 
taxpayer to sliow the allocation of tho aillolints assessed to thc tliffer- 
ent piirposcs. If the allocation cnii riot hc mudc, none of tllc nnlountq 
60 paid is decluctiblc. 

Airr. 154. Federal estate and State inheritance taxes.--2icdcrul e-t:ito 
tnscs, pnid or iiccructl tluriirg tlic tiixallc yew, nrc nn rillo~v~iblo 
deduction froiii tltc grow iricome of tlie cstiite in coti1ptiIig tlie net 
incoiiio tlicrcof subject to tar. The i\liolo alrlolint of sltcll ttislls, 
irrcspectiro of wlien paicl, is dcenicd to litire ACC~U~II 011 the cluc clutc! 
thereof, nniiiely, 0110 ycnr nftcr tlic drccdeiit’s tlcutll (sce stytion 
305 (a)  of tlic Itevenlie Act of  l ! ~ ) ,  l i t i d ,  if tlie accounts of tho 
esttitc iire kept 011 an uccruul biisifr, i s  detluctible frotii gt*oss inc*omu 
of tho tnsnblc year in wliicli siicli clue tliito fulls. I f  the ttccotllits 
arc kept on tho biisis of c d i  receipts untl tlisburselnents, dediiction 
may be tokcii froiii gross iiicooie of tlic hixablc year 01’ yettrs in wllic+ 
the ptlyilic1it or p;:itieiils iiiuy li i iw h e n  iiiatle. 

l%tntc, siiccessioii, lcpcy, or iiilicritance titscs, mtposetl by nily 
Stntc, Territory, or posaessioii of tlic United Statcs, or foreign 
couiitry, arc! detluctib!e by (lie cstnlc, wlicther by tlic l a ~ s  of tho 
jurisdiction exacting tliein, t h y  tire i~ttl~osrtl upon tltc riglit or 
privilege to traiisiiiit or upon the riglit or privilcgo of tlic Iicir, 

§ 23 (c) 
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devisee, legatee, or distrilutee to rcceivo or to succeed to tho property 
of the decedent passing to him. 

The accrual dutes oisuch tuscs sliull Le tlic duo date tlicrcof escept 
as otherwise provided by tho lirw of tlie jurisdiction imposing thcm. 
Whero deduction is claimed of uiiy such taws, the amount thereof 
and the nniiie of tho Stutc, Territory, or posscssion of tho United 
States, or foreign-country by which they h a w  been iniposed shnll 
b~ stuted iii the return. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In coinyutiug iict iiicorue tl:orc sliull bc ullowed us dcductloiis:] 
(d) Taxer of shareholder paid by 0orporation.-Tlie dcductiori for 

luxes ullowcd by subsection (c) slinll IJC allo~vcd to u corporatloli in 
thc cnsc of ttixcs iiuposcd upon n sliurcholder of tlic corporntlon upon 
111s interest ns eiiorelioldcr wl11c.h nrc puid by the corporation without 
rcimburscmcnt from the dinreholder, but in such cnses no deducttun 
tiliall bc nllowed tlic ltlinrcholdcr for the nmouut of such tnxcs. 

’ 

ART. 161. Tax on bank or other stock.-Banku or other corporations 
paying taxes assessed ngainst their shareholders on account of their 
ownership of the shares of stock issued by such corporations with- 
out rcimbursciiient from such sliureliolders may deduct the aiiiount 
of tuxes so paid. The Act specifically provides, however, t l i u t  in 
sucli cases the sliardiolders may not deduct tho amount of the tases. 
The amount SO paid shoulcl not bo inclucled the income of tho 
shareholder. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In coinguting uct- incoine tlierc slinll bc nllonved ns detluctions :I 
(e) Losses by indivIduals.-Subj,fct l o  tlic liniitntlons provided in 

subscctioq (r) of this scctlon, in the CUW of an ilidividual, lossrs sus- 
tolned during the tnxublc ycor nnd nut tooiiilicilsiited for by inmrrince 
or olhcrwisc- 

(1) if incurrcd In Lrndc or busiuess; ur 
(2) If incurred in nny trnneoclion ciitcrcd lulu for profit, though 

not connected with the trade or busincss; or 
(3) of property not connccted with lhc trnile or busiiicss, if the 

loss arises from fires, storms, slilpwreck. or other casualty, or 
Dolu theft. No loss shall be allowd as u dcduction under tlrls 
pariigropL if nt the t h c  of lhe nlliig of thc rcturu such loss hns 
becn cluimcd ns a dcduction for estate tax purpscs in tho cstute 
tox return. 

(f) Lower by corporations.-Subject to 1110 limltutlons provlilcd in 
subsection (r) of this section, in the case of n corporation, losses 
sustain& during the taxable yenr and not compcnsuted for by insur- 
nnce pr otlierwise. 

(g) Basis for determining loss.--lhc bosh fur dctermiuing tlie 
nmount of deductloll for losscs sustuincd, to be allowed uuder sub- 
eectbn (e) or ( f ) ,  Rhnll be the ndjnstcd bnsis provided In section 

l 
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11% (b) for llctwiiliiiiig the giih or loss fnnii tlie sale or otlier (11s- 

(h) Loss on wash soles of stock or securities.-For t1:strliowwncv of 
loss dctilrction lu t l ~ e  c i t w  of @:ilea of tilock or ncc!urlllcs ~rbcrc  ~ ~ l l l i l n  
thirty clnp i)c.fur~! or ii:tcr :lie Aatc of tlic xnla tlic t:iq)ilJY!I' ilns 

(I) Net lossea.-'l'l~e ~ p i ~ c i i i l  deduction fiir iiet IONRW of a iirlor scar, 

h r .  I i l .  Lossee.--S!tbject to tlie riinitntioiis on losses iroiii sdcs 
or cscliuiigcs of stockis and bonds+rovided in scction 23 ( r )  and 
nrticlc 272, losscs sustaiiicd by individunls duriiig tlic t.iisnblc year 
nnd iiot conipensuted for by insumnce or ot!icrwise arc fully clc- 
ductibh, csccpt by nonrcsirlent nliens (SCC section 813 n i d  nrticlc 
1051), if- 

pOSitkHl Of l>rol)o'ty. 

ucclulrwl sllllntllntlu;ly Iticlrtlcul prtywrty, Bee neclioil 118. 

to tlic ertcnt pr~ivitictl in sectIiu1 117. 

(a )  Incurred in u tuspnyer's hradu or biisiiiess, or 
(3) Iiiciirred in iiiiy transnct.ioii entered into for prolit. 

Losses in respect of 1)rq)crty iiot conncctcd with 11 tnspnyer's trsdc 
or busiiiess sust:iincrl by iiidividuals during tlie tiisnblc ymr; arisiiig 
from firm, stomis, sliipwreck, or otlier casunlt.y, or theft, niid iiot 
coiiipciisiitod for by iiisuriiiice or otlierwisu nrc also h!ly cletltictiblc, 
escept by iionrcsideiit nlieiis (see section 213 iiiid nrticlc IO31), :ind 
except tliiit 110 siicli loss is ilctluctible i f  nt the tiiiic of the filing of 
tlic rctnrii of iiicoiiic such loss has bcwi clniiiictl ns a t1rdiic:tiori h i .  

est1it.c t:ts piirposcs in tliu esttite tau rctnrii. 
Subject to tlic liiiiitntions on losses from stiles or csclinngcs of 

stocks aiicl bonds provided in section 23 (r) niicl article 2i2 ,  losscs 
sustiiincd by corporations diiriiig tlic tusnble ycnr niid not coiiilwn- 
siiicd for by iiisurnnce or. otlwrwisc nrc also f ully dccluct ible. 

1,osscs iiiust ~siinlly be cvideiicoil by closcd tind coinplctcil traiisiic- 
tions. Tlie biisis for detcriiiiiiing the ntiioimt of t lie deduction for 
~ossrs is tlie saue ns is provided in 'wction 118 for cieteriniiiing the 
gniii or loss from tlie sulc or otlier disposition of prolmty. (See 
articles 591-GOG.) Proper. adjustniciit mush bc iiiadc iii c:icli cnse 
for ariy expcnditurc, receipt, loss, or ollier iteiii properly cliiirgc~iiblc to 
cn1;ital account, uiid for depreciat.ion, obsolcscsiicc, uiiiortixution, ;)r 
depletion. . (See section 113 (b) niid articles GO5 niid GOG.) Moreovt~, 
tlie nmount of the loss iiiust be reduced by tlic ninoiiiit of aiiy iiisur- 
an.ce or otlicr coiiipcnsat;on received, d by tlic sdvage value, i f  
any, of the property. A loss occasioned by dar.inge to an nutomobile 
maiiituined for plensurc, where such damagc results froin tlic fnult,p 
driving of .the taxpayer cr otlicr person operating tlie niitomobilc, 
but is not due to the willful act.01- willful negSgeiicc of tho tus- 
payer, is a deductible !OSS in tlie coinputnt~ioii of iict incoiiie. \\-liere 
dan;oge to a taxpayer's nutomobile rwnlts froni tlia faulty driving 

Art, 171 9 23 (e)-(il 
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of the operator of nn nutomobile with which the automobile of thc 
Inspayer collides, the loss occasioned to the taxpayer by such damaga 
is liltewisc deductible. No loss is realized by the transfer of property 
by gift  or by denth. But see section 44 (d) and article 8M. 

A loss on the sale of residential property purchased or constructed 
by the taxpayer for use ns liis personal residence and so used by him 
up to the tinie of the snle is not dcductible. Where, however, prop- 
erty so purchased or constructed is prior to its sale rented or other- 
wise appropriated to income-producing purposes and is used for such 
purposes up to the time of its sale, a loss from the sale of the prop- 
erty, computed as provided in section 111 and article 561, is an nllow- 
able deduction in an nmount not to exceed the excess of the value of 
the property at  the time it mas appropriated to  incoiiie-producing 
purposcs (with proper adjustment for depreciation) over tlie nniount 
realized from the sale. However, in case tho property was so np- 
proprintod prior to Mnrch 1, 1013, tlie loss is an allowable dcducticm 
in an ninount not to exceed the excess of the value of tho properly 
at the tiine it was so appropriated or n t  March 1, 1013, wliiclicvcr is 
greater (with proper adjustment for depreciation), over the niiioiiiit 
realized froin the sale. 

Example: Residential property was purchnscd by n tnspnycr in 
1924 for use as llis personal residence a t  a cost of $25,000, of which 
$15,000 was allocable to the building. The property n n s  so used 
by the taxpayer until Janunry 1,1929. From that date to January 1, 
1932, when the property was sold, it wns rented by the lusphper. 
Tlq fair niorket value of tlie property at  the tiiiic i t  \\-as rented on 
January 1, 1929, WIS $22,000. The buildiag lind an cstiiiiatcd lifu 
of 20 yenrs when the property mas purchased by tlic tiispayer in 
1924. The property was sold on Jnnuary 1, 1932, for $lG,000. The 
loss from the sale allowable ns n deduction i's $3,750, coiiipiitcil as 
follows : 
Cost of property in 1924 __-_______-_-_-_I_____________________ 95, OOO 
Less deprecintion allowed (nut less tlian omount allowable) in respect 

of the building (depreciation for 3 yenrs at 6 per ccut bnscd ou 
$lO,OOO, cost of building)------ ----- - ---__-_- ---- -------_----__-__ 2.230 

0 . D  i w  -, 
Sellliig prlce of property ___----______-________ _______I________ lG, OOO 

Loss computed as provided In section 111 and article 501-----_---- 0, i r i  

Value of property nt time it was rented on January 1, lfK!Q_----- 22,oOo 
Lem propcr ndjustmest for dclmecintion-- ______l_l________ 2,233 

19,750 

Art. 171 
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48 Ih'COAIE TAX 1lEUULATIOSS 

Selling price of prolicc'ty __-_______----__--- - _-------- - -__--- ------- $16,000 
Portion of $G,750 loss which is dductiblc __________________________ 3,750 

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

See section 101 and articles 801-505 ns to capital losses. See sec- 
tion 1L7 and articles 651-655 as to deduction for net losses of a prior 
year. See section 118 and article 661 as to disallowance of loss 
deduction in tlie case of sales of stock or securities wlierc within 
a period beginning 30 days before the date of the sale and ending 
a0 days after such data the taxpayer has acquired substantially 
identical property. 

ART. 172. Voluntary removal of buildings.--loss due to the volun- 
tary removal or dciriolition of old buildings, the scrapping of old 
machinery, equipment, etc., incident to renewals and replacenlents 
will be deductible from gross income. When a taxpayer buys reid 
estate upon which is located a building, which he proceeds to raze 
with a view to erecting thereon another building, it will be con- 
Bidered that the taxpayer has sustained no deductible loss by reason 
of the demolition of the old building, and no deductible expense on 
account of the cost of such removal, the value-of the real estate, 
exclusive of old improvements, being presumably equal to tho pur- 
chase price of the land and building plus the cost of reniovini the 
useless building. 

Am. 173. Loss of useful value.-When, through some change in 
business conditions, the usefulness in the business of some or all of 
tlie capital assets is suddenly terminated, so that the taxpayer dis- 
continues tlie business or discards such assets permanently from use 
in such business, he iiiuy clniin us  a loss for tho year in which he 
takes such action tho difference betneen the basis (ndjusted as pro- 
vided in section 113 (b) and articles GO5 nnd 606) and the salviigo 
value of the property. This exception to the rille requiring a sale or 
other disposition of propcrty 'In order to establish a loss requires 
proof of some unforesecn came by reason of which the property lius 
been preinuturely discarded. ns, fpr example, wherc an iiicrease in 
the cost or change in the manufacture of any product makes it neces- 
sary to abandon such manofacture, to which special machinery is 
exclusively devoted, or where new legislation directly or indirectly 
iiinkes tlie conhued profitable use of tlic property impossible. This 
exception docs not extend to a case where the useful life of yropcrty 
terminates solely as R result of those gradual processes for which 
depreciation allowances are authorized. It does not apply to inveil- 
tories or to otlier than capital assets. The esception applies to 
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ki ld ings  only when they are permanently abandoned or perma- 
nently devoted to, n radically different use, and to machinery only 
when its use as such is permanently abandoned. Any loss to be 
deductible under 4$is exception must b3 fully explained in the return 
of income. 

AnT. 154. Shrinkage in value of stocks.-A person posessing stock 
of a corporation can not deduct from gross income any awount 
clninicd as a loss merely on accoilnt of shrinlrngc .in d u e  of such 
stock tliroiigh flnctuntion of the market or otherwise. The loss 
nllon-ublc in siich cases is that actually suffered when the stock is 
disposed of. If stock of a corporntion bcconies wortlilcss, its cost or 
other basis as determincd and adjusted under section 111 is dcdort- 
ible by the owner in tlie tnsable yenr in: whicli the stoclt bCCi l1119  

worthless, proridetl a satisfactory showing is made of its wortlilcss- 
ness. Where banks or otlier corporations which are subject to siiper- 
visioii by Federal authorities (or by State nutliorities iiinintnilling 
substantidly. equivalent stanc?wds) in obedience' to the specific or- 
ders or general policy of such supervisory oficcrs charge off sto& 
as \rortliless or write it clown to  a noniinal vaIue, s w h  stock sltrll, 
in the absence of afirninlive evidence clearly cstablisliilig tile con- 
trary, be presiuiied for income tax piirposes 'to be n-ortliless. For 
dealers in securities, sec article 106. For limitations 011 decluctious 
for losses fronl sales or cxclinnges of storlrs and Imltls gerierelIy, sco 
article 272. 

ART. 175. Losses of famers.-I,osses iiicurrerl in the opriition of 
fnrms as business enterprises are deductible frcm gross income. If 
farm products nre lield for fnrorilble mnrltets. no clecliit*tion on nc- 
count of shrinltnge in weigiit or physical vtilrlc or by reasoli of 
deterioration in storage sliall be allo\ved, esccpt as sirvli shri1il;ngc 
iiiny be reflected in nn inventory if iiscd l o  tletcrmine profits. Tile 
totnl loss by frost, storm, flood. or fire of n p!'ospwtive crop is 1lot a 
deductible loss in computing net income. A fiirilicr eiignged in rais- 
ing and selling stock, cattle, sheep, Iiorscs, ete., is not cnti!lecl to 
claim as a loss tlie vnlue of oniiiiqls that perish lroiii nmolig tll& 
animnls that were raised on the fnrm, csccpt as  siicll loss is rcflcctctl 
in an inventory if wed. If live stock hns bci& piirdinsed after Fcb? 
ruary 28, 1913, for hny purpose, nncl nftern-nrils dies frotll clisp3sp, 
exposure, or injnry, or is killed by order of tlic niitlioritics of a State 
or the United States, the actual purchase price of siicll stock, Icss.nnp 
depreciation nllowable ns a deduction in rcspect of such pcrislic(I 
live stock, inny be deducted as a loss if the loss is not coiiipeasnte(I for 
by insurance or otherwise. The actual cost of otlier property (iyitil 
proper adjiistm6iit for depreciation) njucll is destroyed by ordcr of 

I 
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the authorities of n State or of the United States, inay in like man- 
ner be clainied as a loss. If  reiiiiburwnient is ninde by 11 Slate or 
the United States in whole or in part on nccorlnt of stock killed or 
other propcrty destroyed in respect of wliicli a loss was claimed for 
a prior year, the ainount received slinll be reported ns income for 
the year in which reiraburseiiient is made. The cost of any feed, 
pasturage, or cnre which has been deducted as an  expeiisc of operu- 
tion shall not be included as part of tlie cost of tho stork for the 
purpose of ascertaining tho ainouiit of a deductible loss. If gross 
income is ascertained by inventories, no deduction can bu Inndo for 
live stock or products lost dnring , tlio year, \vhelher parchnscd for 
r e d o  or produced on the farm, as such losses will be reflected in 
the inventory by reducing tlie amount of live stock 016 products 011 
hand at the close of tlie year. I f  an individual owns and operutes A 
farm, in addition to being engaged in apother trade, business, or 
calling, and sustains a loss from such operation of the farin, then 
the amount of loss snstnined may be deducted froin gross iiiconio 
received from all sources, provided tlie farm is not opcrahd for 
ivxreation or pleasure. As to losses claimed ns deductions €or esttitu 
tax purposes, see article 171. See also articles 87, 131, nnd 210. 

ART. 170. Bale of capital stock and capital assete.-A corportt- 
tion sustains no deductiblo loss from the sale of its capitnl stock. 
.(&See articlo 06.) Any loss sustained by n corporation upon tlio snlo 
of its capital assets, computed as provided in sections 111-113 and 
articles 601-606, subject to the limitations provided in section 23 (r) 
and articlo 532 as to losscs fiwni sales or exchanges of stocks and 
bonds and subject to the limitations provided in section 118 and 
article 661 aa to the purchase and sale of stock or securities, is de- 
ductible. As to the sale and retirement by n corporation of its 
bonds, see articb 68. 

[SEC. 23. DEDUCTIONS F k O d  GROSS INCOME.] 
[Iu Fomputlng net lncome there shall bo allowed as  dediicllons : 1 
(1) Bad debts.-Debt8 ascertained to be worthless rud charged alY 

within tlie taxable year (or, ln the diacretlon of the Commlssloller, ,n,, 
reawnable additlon to a reserve for bad debts): m d  when satisfied 
thRt a debt la recoverable only in part, the Commissioner may allow 
rwh debt, In an amount not ln excese of the part chnrged off wlthip 
the taxable year, a8 a deduction. 

h. 191. Bad debts.-Bad debts may be tieated in either of t w o  

(1) .By a deduction from income in respect of debts ascertained 

(9) By a deduction from income of an addition to a reserve for 

t&- 

to 

bad debts. 

worthless in whole or in part, or 

ArL 191 5 23 G I  
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Taxpayers vere given an option for 1921 to select either of the 

methods mentioned for treating such debts. (See nrticle 151, Regii- 
latioiis 62.) The method used in the return for 1021 iiiust be used 
in returns for subsequent yenrs and in returns under the Revenuo 
Act of 1932 unless perinission is granted by the Commissioner to 
change to tho other method. A taxpayer filing a first return of 
income inny select either of the two methods subject to npproval 
by tho Coiiiinissioner upon exnminntion of the return. I f  tho method 
selected is npproved, i t  niust be followed in returns for subsequent 
years, except a s  permission inay be granted by the Coniinissioner to 
cliango to another method. Application for permission to change 
the method of treating bud debts shall be made at  Ienst 30 days prior 
to the close of tlie taxable yenr for whicli tlie clihnge is to be effective. 
(See also nrticle 105.) 

Where a11 the surrounding and attending circumstances indicate 
that H debt is worthless, either wholly or in part, the ninount which 
is worthless and charged off or written down to a nominal amount 
on the books of the taxpayer shall be allowed ns a deduction in 
computing net inconie. There should acconipnny the return a state- 
ment showing tlie propriety of any dediictioii claimed for bad debtz. 
No deduction shall be allon-ed for the part of a debt nscertnined 
to be worthless nnd clinrged off prior to Jnnuary 1, 1021, unless and 
until the debt is ascertained to be totally worthless and is finally 
chargod off or is written down to a nominal amount, or the 1Qss is 
dcterminecl in sonic other miinner by a closed and coiiipleted transac- 
tion. Before n tnspnger inay cliarge off and deduct a debt in part, 
lie must ascertnin and be able to deinonstrbte, with a reasonable de- 
gree of certainty, tlie amount thereof which is uncollectible. Any 
nniorint snbscquently received on account of a bad debt or on account 
of a part of such debt previously charged off and allowed ns a 
deduction for inconie tas  piirposes, must be included fn gross income 
for the taxable yenr in wliich received. I n  determining whether a 
debt is wortliless in whole or in part tlie Commissioner mill consider 
all pertinent evidence, including the d u e  of the collateral, if nny, 
securing the debt nntl the fiiiancinl condition of the debtor. Partial 
deductions will be allowed with respect to specific debts only. 

Where the sirrromiding circumstances indicate that a debt is 
woitliless and uncollectible and that legul action to enforce payment 
would in nll probability not result i the sntisfaction of execution on 

wortlilessncss of the debt for the purpose of deduction. Bnnkrnptcy 
is gencrnlly nn iiidicntion of the worthlessness of at least 4 part of an 
unsecored and unpreferred debt. Actual deterniinntian of are- 
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a judgmnt, a showing of these facts If mill be sufficient evidence of the 
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new in bankruptcy cases is sometimes possible before and a t  other 
times only when a settlement in bankrujtcy shall have been had. 
Where a taxpayer ascertained a debt to  be worthless and charged it 
off in one year, the mere fact that bankruptcy proceedings instituted 
against the debtor are terminated in a later year, confirming the 
conclusion that the debt is worthless, will not authorize shifting the 
deduction to such later year. I f  a taxpayer coinputes his income 
upon the basis of valuing his notes or accounts receivable a t  their fair 
market value when received, which may be less than their face value, 
the amount deductible for bad debts in any case is limited to such 
original valuation. 

Where banks or other corporations which are subject to supervision 
by Federal authorities (or by State authorities maintaining substan- 
tially equivalent standards) in obedience to the specific orders, or in 
accordance with the general policy of such supervisory officers, charge 
off debts in whole or in part, such debts shall, in the absence of 
affirmative evidence clearly establisliing the contrary, be presumed, 
for income tax purposes, to be worthless or recoverable only in part, 
as tho case may be. 

ART. 192. Example8 of bad debts.-Worthless debts arising from 
unpaid wages, salaries, rents, and similar items of taxnble income will 
not be allowed as a deduction unless the income such items represent 
has been included in the return of income for the year in which the 
dduction as a bad debt is sought to be made or in a previous year. 
only the difference between the amount received in distribution of the 
assets of a bankrupt and the amount of the claim may be deducted as 
8 bad debt. The difference between the amount received by a creditor 
of a decedent in distribution of the assets of the decedent's estate nnd 
the amount of his claim may be considered a worthless debt. A pur- 
chaser of accounts receivable which can not be collected and are con- 
sequently charged off the books as bad debts is entitled to deduct 
them, the amount of deduction to be based upon the price he paid for 
them and not upon their face value. 
Am. 193. Uncollectible deficiency upon sale of mortgaged or pledged 

property.-Where mortgaged or pledged property is lawfully sold 
(whether to the creditor or another purchaser) for less than the 
amount of the debt, and the mortgagee or pledgee ascertains that the 
poition of the indebtedness remaining unsatisfied after such sale is 
wholly or partially uncollectible, and charges it off, he may deduct 
such amount (to the extent that  it constitutes capitnl or represents 
pn item the income from which has been returned by him) as a bad 
debt for the taxable year in which it is ascertained to be wholly or 
partially worthless and chnrged off. I n  addition, where the creditor 

Art. 193 5 23 (j) 
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buys in the mortgnged or plcilged property, loss or p i n  is retilized 
nicnsured by the diffcrencc between tlie amount of tliose obligations 
of the debtor which are upplied to the piircliase or bid price of the 
property (to the extent that such obligations constitute capitnl or 
represent an item the income froiii u-hidl has been returnecl by him) 
nnd the fuir ninrlret ynlub of tlie property. The fair iiinrket value of 
tlic property slinll be $resiimccl to be the aniouiit for wliich it is bid 
in by tlie t a s p q e r  in the absence of clear and convinoing proof to 
!lie contmry. If the creditor subsequently sells the property so 
ncquired, the basis for detcrinining gain or loss is the fuir niarlret 
vnloe of the property nt the dute of acquisition. 

Accrued interest niny be included ns part  of the deduction only 
wlicn it, hns previoiisly been returned ns incoine. 

A m .  194. Worthleas bonds and rimilar obligations.-l\'llere bonds 
piirclinsed before nl:ircli 1, 1013, depreciated in rnluc 1x4 wcbeii tho 
(late of purcliuse uncl tlint dntr, and were in n h t e r  yew nscertninctl 
to be ivortlilcss niid chnrgcd off, the owner is entitled to n dcdurtioii 
in tlint ycur equal to tlie cost of the bonds. Doiitls 1)iircli;isetI since 
February 48, 1013, when asccrtained to be wortlilcss? i i ing be trentcti 
as bad dclts to the ciniount. nctually paid for tliciii. l%oiitls of 1111 in- 
solvent corporntion secur\ed onlg by a mortgnge fro111 wliicli on fore- 
closure' nothing is renlized for tbe bondholders are rcprded ns usccr- 
tained to be wrtliless iiot luter tlinn the yrnr of the forcclosurc sslc, 
nnd no cIeduc!ion for a bat1 debt is ~ l l o ~ v ~ b k  in coliiputing a bonJ- 
lioldcr's incoiiie for a sitbwqiirnt. yenr. A tlediwtion for n bud debt 
b3scd upon the value of the dcbt on March 1, 1013, is :~llo\vnble o i ~ l y  
wlien srirk valiie is cst:iblislictl to the sntisfnction of the Coniiiiis- 
sioner. 

A taxpayer (otlicr tlinn 11 tlenlcr in Fccuritics) posseaoiiig drLts 
evidenced by bonds or other siniilnr obligations cuii not deduct from 
gross iiicoiiic any ninoiint nici.ely on nworult of markiet fluctuntion. 
Where n t:irpnycr nscertains, hoirevcr, that diic, for iiiatalicc, to the 
finnnciul condition of the debtor, or coiidit ions other t l inn liinrltet 
fliictuatjon, he will rrrorer iipop iiiaturity iioiie or only a p i r t  of 
tIio debt cvidcnccd by the bonds or other siiiiiler obliptioiis and 
so dcmonstrntcs to tlie sntisfnctioii of the Coiiiiiiissioncr, lie iii:iy 
dcdiict in computing net inconie the iincollectible part of tlic debt 
evidenced fij the bonds or otlicr similar obligations. 

ART. 105. Reserve for bad debts.-Tnxpaycrs who have established 
tlie reserve method of trentiiig bad dcbts mid iiinintnined proprr 
reserve occoiiilts for bad: debts, or alid, in nccorclnnrc with ni.ticle 
191, or iipon securin~.~.permissioli from tlic Coniniissioncr, adopt the 
reserve method of krbating bad debts, iiiny dr1Ior.t from gross incolhe 
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a reasonable addition to a reserve for bad debts in lieu of a deduction 
for specific bad debt items. 

What constitutes a rensonable addition to a reserve for bad debts 
must be determined in the light of the facts, aiid will vary as be- 
tween classes of businesv and with conditions of business prosperity. 
A tnxpayer using the reserve method should make a statement in 
his return showing the volume of his charge sales (or other business 
transactions) for tlic year and the perceiituge of the reserve to such 
amount, tlie totul aniount of notes and accoiints receivable a t  tlie 
beginning and closu of tlie taxable year, and tlie aniount of tlio 
debts wliich have bccn awertaiilcil to be wholly or partially wortli- 
lcss and cliargcd against tlic reserve account during the tnxable yenr. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In coinlnitliig iiet income therc shall ba allowed ns detlucllons :I 
(k)  Depreciation.-A rensoiinble nllo~vnnce for the exhanslloQ, wenr 

nnd tear of property used in the trade or busluese, lncludlng n rensoii- 
al)lc nllonniicc for obsolcsccncc. 111 thc ciise of property held by one 
person for llfc with remnlndcr l o  another person, the deductlon shall 
be computcd ns if thc life tciiniit were the absolute o\vner of the prop- 
erty nnd ~hnl l  be sllowecl to the life tenant. In the cnse of property 
held lir trust tlic nllownblo deduction bhnll be agporlioncd between the 
iiicoine bencficlnrles and lhe trustee In nccordnncc with the pertlneiit 
provlsioiia of the iiistruinciit crcntlng the trust, or, In the nbsenc-e of 
sueli provlbloiir, 011 thc basls o! tlie triist lncomc nllocublc to cnch. 

A i ~ i ~ ~ * .  201. Depreciation.--li reusonable allowarm for the exhuustion, 
wear and teui, and obsolescence of property used in the trade or 
business niuy be deducted froin gross income. For convenience such 
an ullowance will usually be referred to as depreciution, excluding 
from the toriii any idea of n iiicre reduction in market vnluo not 
resulting froiii erhiiustion, wear and tear, or obsolescence. The 
proper allowunce for such depreciation of any property used in the 
trade or buiiiiess is that ninount which should be set wide for tlie 
taxable year in nccordnnce with a rensonubly consistent plan (not 
necessarily at  a uniform rate), wliercby the aggregate of the amounts 
so s e t d d e ,  plus tlic salvage value, will, a t  the end of the useful life 
of the property in the business, equal tlic basis of the property deter- 
mined in accordance with section 113 and articles 591406. Due 
regard must nlso be given to expenditures for current uplteep. I n  
the cnse of property held by one person-for life with remainder to 
another person, the deduction for depreciation sliall be computed as 
if the life tdnant were the absolute owner of the property so that lie 
will be entitled to tlie deduction during liis life, and thereafter tlio 
deduction, if any, will be allowed to the remainderinan. I n  the cnse 
of property held in trust, the allowable deduction is to be nppoi-tioiied 
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between the inconie beneficiaries and the trustee in accordance with 
the pertinent provisions of the mill, deed, or other instrument creat- 
ing tlic trust, or, in the absence of such provisions, on the basis of tlie 
trust income which is rtllocable to the trustee and the beneficiaries, 
respectively. For example, if the trust instrument provides thut the 
incoine of the trust computed without regnrd to depreciation shall 
be distributed to a named beneficiary, such beneficiary will be entitled 
to the depreciation allowance to the exclusion of tlie trustee, d i i h  
if the instruiiient provides that the t rk tee  in determining the dis- 
tributable income shall first malce due allowance for keeping tlie triist 
corpus intnct by retaining a rensonable amount of the current incoino 
for that  purpose, the allowable deduction will be granted in full to 
the trustee. 

ART. 202. Depreoiable property.-The necessity €or a depreciation 
nllowance arises from the fact that  certain property used in tlie busi- 
ness gradually approaches a point where its usefolness is cshausted. 
The allowance should be confined to property of this nature. I n  the 
case of tangible property, it applies to that which is subject to wear 
and tenr, to decay or decline from natural causes, to exhaustion, and 
to obsolescence due to tlie normal progress of the art, as where inn- 
chinery or other property must be replaced by a new invention, or 
due to  the inadequacy of the property to the growing needs of tho 
business. It does not apply to inventories or to stock in trade, 
nor to land apart from the improvements or physical development 
added to it. It does not apply to bodies of minerals wliich through 
tlie process of removal suffer depletion, other provisions for this 
being made in the Act. (See sections 03(1) and 114 and articles 
221-218 and 611.) Property kept in repair niny, nevertheless, b 
the subject of a depreciation allowance. (See article 124.) 'l'he 
deduction of an allowance for deprociution is limited to property 
used in the taxpayer's trade or buhess .  No such allowance may be 
mndo in respect of automobiles or other vehicles used solely for 
pleasure, a building wed by the taxpayer solely as liis residence, 
nor in respect of furniture or furnishings therein, personal effects, 
or clothing; but properties and costumes used exclusively in a busi- 
ness, such as n theatrical business, niay be the subject of a deprecia- 
tion allownnce. 

ART. 303. Depreciation of intangible property.-Intangibles, the uso 
of which in the trade or business is definitely limited in duration, 
may be the subject of a depreciation allowance. Exnmples are pat- 
ents and copyrights, licenses, and franchises. Intangibles, the use 
of which in tho business or trade is not so limited, will not usually 
be a proper subject of such an allo~wnce. I f ,  however, an intangible 

! 

1 
1 
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asset acquired through capital outlny is known froin experience to 
be of value in the business for only a limited period, the length of 
which can be estimnted froin cspeiience with rensonnblc certainty, 
E U C ~  intangible awet mny be the subject of a depreciation allowance, 
provided the facts are fully sl~own in tlie return or prior thereto to 
the satisfaction of the Commissioner. No deduction for ileprcciu- 
tion, including obsolescence, is allowdde in respect of good will. 

ART. 204. Capital sum recoverable through depreciation al1owancen.- 
The capital sum to be l’eplaced by depreciation allowances is the 
cost or other basis of the property in respect of which the allow- 
ance is made. (See sections 113(a) and 114 and articles 5D1-G013 606, 
and ell.) To this amouiit should be added from time to time the 
cost of improvements, additions, and betterments, and from it should 
be deducted from time to time tlie amount of any definite loss or dam- 
age sustained by the property through casualty, as distinyished froin 
the gradual exhaustion of its utility which is the basis of the deprc- 
ciation allowance. (See section 113(b) and articles 605 and 606.) 
I n  the case of tlie acquisition on or after hlurch 1, 1913, of a combina- 
tion of depreciable and nondepreciable property for a liinip price, 
as, for example, buildings and land, the capital s u m  to be re- 
placed is limited to an aniount which benrs \lie saine proportion 
to the lump price as die value of the depreciable property at  the time t 

1 of acquisition bears to the value of the entire property at that time. 
Where the lessee of real property erects buildings, or ninkes per- 
nianent improvernellts which become pait of the realty and incoine 
has been returned by the lessor as a result thereof, as provided 
in article 63, the capital m n  to be replaced by depreciation allow- 
ances is held to be the same as tliougli no such buildillgs had been 
erected or such improvements ninde. In  the case of property wlilch 
has been the subject of deductions for amortization under scctions 
214 (a) (9) and 231 (a) (8) of the Revenue Acts of 101s and 1921, 
depreciation deductions will be computed after the clobe of the amor- 
tization period upon the cost or other basis of such property after the 
olnortizution allomancc has been deducted. No depreciatioll deduc- 
tion d l  be nllo;vd in the case of property mhich.has h e n  amortized 
to its scrap valire and is no longer in use. (See article 182 of Kegu- 
lations 45-311d ~ 2 . )  
ART. 205. Mebhod of computing depreciation allowance.-The capital 

suin to be replaced should be chagcd off over the useful life of the 
l)roperty, either in equal annual instnllnlents or in accordnncc with 
any other reccgnized trade practice, such as an apportionment of the 
capital sum over units of production. Whatever plan or.nietliod of 
apportionment is adopted must be reasonable nnd must have due 

Art.. 205 $23 (k) f 
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regard to operating conditions during the taxable period. While 
the burden of proof must rest upon the taxpayer to sustain the 
deduction taken by him, such deductions win not be disallowed unless 
shown by clear and convincing evidence to be unreasonable. The 
reasonableness of any claim for depreciation shall be determined 
upon the conditions known to exist at  the end of the period for 
which the return ismade. I f  it develops that the useful life of the 
property will be longer or.sliorter than the useful life as originnlly 
estimated under all the then known facts, the portion of the cost 
or other basis of the property not already provided for through 
depreciation allowable determined in accordance with the useful life 
of the property as originally estimated, should be spread over the 
remaining useful life of the property as reestiiiiated in the light of 
tlie subsequent facts, and depreciation deductions taken accordingly. 
Where the cost or other basis of the property has been recovered 
through depreciation allowances, no further deduction for deprecia- 
tion shall be allowed. 

ART. 206. 0baolescence.-With respect to physics1 property the 
whole or any portion of which is clearly shown by the taspayer as 
being affected by economic conditions that will result in its being 
abandoned at  a future date prior to the end of its normal useful life, 
so that depreciation deductions alone are insufficient to return tho 
cost or other bnsis a t  the end of its economic term of usefulness, t )  

reasonable deduction €or obsolescence, in addition to depreciation, 
may be allowed in accordance with the facts obtaining with respect 
to each item of property concerning which a claim for obsolescence 
is made. No deduction for obsolescence will be permitted merely 
because, in the opinion of a taxpayer, the property niay becume 
obsolete at some later date. This allowance will be confined to smh 
portion of the property on which obsolescence is definitely shown to 
be sustained and can not be held applicable to an entire property 
unless all portions thereof are affected by the conditions to which 
obsolescence is found to be due. 

ART. 207. Depreciation of patent or copyright.iIn computing P de- 
preciation allowance in the case of a patent or copyright, the capital 
sum to be replaced is the cost or other basis of the patent or copy- 
right. The allowance should be computed by an apportionnicnt of 
the cost or other basis of the patent or copyright over tho life of the 
patent or copyright since its grant, or since its acquisition by the 
taxpayer, or since March 1,1913, as the case may be. I f  the patent 
or copyright was acquired from the Government, its cost consists 
of the various Government fees, cost of drawings, experiments1 
models, attorneys’ fees, development or experimental expenses, etc., 

Art. 207 
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actually paid. Depreciation of a patent can be taken on the basis 
of the fair  mark& value as of March 1, 1913, only when affirmative 
and satisfactory evidence of such value is offered. Such evidence 
should whenever practicable be submitted with the return. I f  tlie 
patent beconres obsolete prior to its cspiration, such proportion of 
the amount on which its deprecintion niay be based as the number 
of years of its remaining life bears to  the whole number of years 
intervening between the basic date and the date when i t  legally es- 
pires limy be deducted, if permission so to do is specifically secured 
from the Cornmissioner. Owing to the difficulty of nllocating to a 
particular year the obsolescence of a patent, such permission will be 
grnntcd only if affirmative and satisfactory evidence that the patent 
bccnme obsolete in tlic year for which the return is innde is submitted 
to the Commissioner. The fact that depreciation has not been taltcii 
in prior years does not entitle the taxpayer to deduct in any taxable 
year a greater amount for deprecintion than mould otherwise be 
allowblc. 

ART. 208. Depreciation of drawings and models.-Where a tiixpnyer 
has inciirred expenditures in his business for designs, drawings, pat- 
terns, models,,or work of an experimcntal nature calculated to result 
in improrernent of his facilities or his product, if the period of use- 
fulness of any such asset may be estimated from experience with 
rcasonnble accuracy, it may be the subject of depreciation allowances 
spread over such estimatcd period of usefulness. The facts must 
be fully shown in the return or  prior thereto to the satisfaction of 
tlic Commissioner. Exccpt for such depreciation allowances no 
deduction shall be made by the taxpayer against any sum so set up as 
an assct except on tlic sale or other disposition of such asset at  n IOSY 
or on proof of a total loss thereof. 
h~. 200. Records of depreciable property.-In order that the veri- 

fication of depreciation allowances claimed by the taxpayer may be 
facilitntecl, depreciation should be recorded on the tnxpayerb books, 
the amount nieasuring a reasonable allowance for depreciation either 
being deducted directly from the book value of the assets or prefer- 
ably being credited to a depreciation reserve account, which should 
be reflected in the annual balance sheet. For the snme reason the 
allowances should be computed and recordcd witii express reference 
to specific items, units, or groups of property, each item or unit being 
considered separately or specifically included in a group with others 
to which the same factors apply. Also, the taxpayer’s books should 
show the basis of the depreciable property and any adjustments 
thereto, and, in cases where the basis of the property is other than 
cost, or value on March 1, 1913, or value a t  date of acquisition (cs, 
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for example, if the property was acquired by gift or transfer in trusb 
after December 81, 1920, or through a reorganization or a tax-free 
exchange (see particularly section 113 (a)  and articles 501-604)), 
tho books should show tlie data used in ascertnining such haeis and 
the adjustments thereto. 

ART. 210. Depreciation in the w e  of tarmem.-A reasonable allow- 
ance for depreciation may be claimed on farm buildings (other than 
a dwelling occupied by the owner), farm machinery, and other phys- 
ical property. A reasonable allowance fo i  depreciation mny also 
be claimed on live stock acquired for work, breeding, or dairy pur- 
poses, unless they are included in an inventory used to determine 
profits in accordance with article 57. Such depreciation should be 
based on the cost or other basis and the estimated 1% of the live 
stoclc. I f  such live stoclc be included in an inventory no dopreciation 
thereof will be allowed, as tho corresponding reduction in their value 
mill be reflected in the inventory. (See nlso articles 131 rnd 175.) 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[hi cornl)utlng net incoiiie tlicre shall be allowed a s  deductions :I 
(1) Depletion.-In the case of mines, 011 and gos wells, other natiircil 

deposits, oild tlmber, a reasonable allowanCe for depletion and for 
deprcclntion of improveruc~its, nccordlnp to the peculiar condllloiis 
in each case; such reasonable allowa~ice In nil  cases to be luittiu 
under rules and regulatlons to be prescrihd by the Commi~sloiicr, 
with the approval of the Secretary. In any case In whlch It Is ascer- 
talned as a result of opcratlons or of development work that the recov- 
erahle units are greater or less than the prlor estimate thercof, 
then sucli prior estimate (but not the bnsls for depletion) shall be 
revlfjed and the allowance under tlils subsectlon for subsequent taxable 
yenrs shall be based upon such rcvlscde~tlmatc. I n  the case of leases 
the deductions shall be equltnbly apportloned between tlie lessor ant1 
lessee. In  the case of propcrty held by onc prrsoli for life n l th  
remalrider to nnothcr person, the deduction shall be computed as If 
the life tennnt were the nbsolute owner of the property nut1 shill1 be 
allowed to the Hfe tennnt. I n  the cose of property held in trust tlio 
alltnvable deduction shall be nliportloiied between the lnc@me bcne- 
flclnries oiid th,e trustee in accordance with tbe pertlnent pror1sIoiis 
of tho instrument crcntlng the trust, or. In the obscnce of such pro- 
vlslon~, 011 the bnsls of the trust iiiconie nllocable to each. (For per- 
ccntnge depletlon, sco section 114(b) (3) nnd (4).) 
(m) Dnrls for depreciation and depletion.--1’he basla upon whicfnle- 

pletlon, exhaustloo. went* aiid tcar. and obsolevccnce are to be nllowed 
in respect of any property shnll be as provided In sectlun 114. 

ART. 221. Depletion of mines, oil and gas wells, other natural deposits, 
and timber; depreciation of improvements.-Section 23 (1) provides 
that there shall be allon-ed as a deduction in computing net income 
in the case of mines, oil nnd gas wells, other natural deposits, and 

Art. 221 
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timber, a reasonable allowance for depletion and for depreciation of 
improvements. Section 114 pwscribes the bases upon which deprecia- 
tion and depletion are to be allowed. 

Under this provision of the Act tho owner of an interest in niin- 
era1 deposits, minerdl properties,. or timber, whether freehold or 
leasehold, is allowed annual depletion and deprecilrtion deductions 
which, in the aggregate, will return to him the cost or other basis of 
such property as provided in section 113, plus, in eitlier case, subse- 
quent aIlowable capital additions (seo articles 235 and 236) with the 
following exceptions and qualifications : 

(1) I n  the cnse of con1 niines, metal niiiies, sulphur mines or de- 
lwits,  and oil and gas wells tlie aggregate annual allowable decluc- 
tions may, because of percentage depletion, illtinlately exceed the 
cost or other basis; 

(2) I n  the case of coal niines, metal mines, and sulphur niiiies or 
deposits tho aggregate annual allowable deductions may never be 
as great as the cost or other ba+, if an election of the percentage 
depletion method is made in the return for 1933; and 

(3) I n  tlie case of iiiines other than metal, coal, or sulphur m i n e  
the aggregate annual allowable deductions iiiay esceecl the cost or 
other basis because of tlie discovery provision. 

Operating owners, lepoi-s, and lessees, whether corporations or 
individuals, are entitlecl to deduct an allowance for depletion and 
depreciation, but a shareholder in a mining or oil or gas corporation 
is not allowed such tlcductions with rer;pect to the property of tlie 
corporation. But see articlo G2G. 

The principles governing +he upportioament of depreciation in 
the case of property held by one person for life with remainder to 
another person and in the cnse of property held in trust are also 
applicable to depletion. (See article 201.) 

When used in these articles (221-248) covering dopletion and’ de- 
preciation- 

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

( 6 )  A “ mineral property ” is tlie mineral deposit, the developnient 
and plant necessary for its extraction, and so much of tho surface of 
tlie land only as is necessary for purposes 0; mineral extraction. The 
value of a niincral property is the combined value of its component 
parts. 

(c) A “inineral deposit ” refers to mine:als only, such as the ores 
on!y in the case of a mine, to the oil only in the case of an oil well, 
nnd to the gas only in the case of a gas Hell, and to the oil and gas 
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in the case of a well producing both oil and gas. The cost of a 
mineral deposit is that proportion of the total cost of the mineral 
property which tho value of the deposit bears to the value of the 
property a t  the time of its purchase. 

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

(e) “ Operating profit ” is tlie net amount received from the sale 
of minerals before depletion and depreciation are deducted. It is 
distinct from net income, as defined in section 21, and from the net 
income from the propci.ty as defined in paragraph ( A )  of this 
article. 

OENERAL PIlOFISIONS 

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

(3) and (4) and articles 221 to 248, inclusive, means the amount 
for which the taxpiiyer sells (a) the crude mineral product of the 
property or (b) the product derived therefrom, not to exceed in 
the case of (a) the representative market or field price (as of tlie 
date of sale) of crude mineral product of like kind and grade be- 
fore transportation from the immediate vicinity of the mine or well, 

’ or in the case of (b) tlie rcprcsentative markct or field prico (as of 
the date of sale) of a product of the kind and grade from which 
tho product sold was derived, before the application of any processes 
(to which the crude mineral product may have bwii subjected after 
eIner,ning from the mine or well) with the exception of those listed 
below, arid before trnnsportatioll froni the placo where tlie last of 
tho processes listed below was applied. IVIiere there is no such 
rcpresentativc market or ficlcl price (as of tlie datc of sale), then 
there SllHll be used in lieu thereof the representative market or field 
price of tho first markttable prodtact resultitig frotn any process or 
processes riiinus tlia costs (including transportation costs) of tho 
procescs 110~ listed belovr. Tlic processes excepted arc as follows : 

(1) hi the case of coal-cleanning, brcaking, sizing, and load- 
i1lg at the niiiic for bhipnletlt; 

(2) In the case of soll)l iur-p~.t~il)i~~~ to vats, cooling, break- 
ing, and loading a t  tlic mine for shipment; 

(3) I n  tlle case of iron ore and ores wliicli are cwtomarily 
sold in tllc forin of the critdo iriiiiwil i~i.oillii:t--sortiri~ or con- 
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centrating to bring to shipping gradc, and loading at  tlie mino 
for shipment; and 

(4) I n  the cnso of lend, zinc, copper, gold, or silver ores ~ i i d  
orcs wliich are not custoniarily sold in the furm of the crude 
mineral product-crushing, concentrating (by gravity or flota- 
tion), and other processes to tho extent to wliich they do not 
beneficiate the product in greater degree (in relation to the 
crude mineral product on tlio one hand and the refined product 
on tlie other) than crushing nnd concentrating (by gravity or 
flotation). 

I n  all CRSOS there bliall bo excluded in determining the “gross in- 
conic from tho property ” an amount equal to any rents or royalties 
which vcrc paid or incurred by the taxpayer in respect of the prop- 
erty and aro not othcraiso excluded from the “gross income from 
the property.” Where royaltics in the form of bonus pnyiiiciits or 
adrnnced royalties (sco article 230) have been paid in respect of 
the property in tho taxnblo year or in prior years, the amount cs- 
dud4,from gross incomo from the property ” for the taxnble year 
on account of such p n p c n t s  slrall bo an nnioiint equal to that part of 
EUch paymenta which is nllocnble to tho products sold during tho 
ttirable year. 

( h )  ‘‘ Net income of tlic taxpayer (computed without nllownnco 
for depletion) from tho property,” as used in section 114 (b) (e), 
-(3), and (4) and nrticlcs 221 to 248, inclusit-e, meana tho “gross in- 
come from the property ” ns defined in paragraph (9) less tlie nllom- 
alrlo dcductions attributable to thc mineral property upon which the 
depletion is claimed and tlic allo\rable deductions attribiitnblc to tho 
processes listed in paragi-apli (9) in so far as they relate to tho 
product of such property, iiicluding overhead arid operating expeiiscs, 
devcloprncnt costs properly charged to expense, depreciation, taxes, 
losses siistainctl, etc., but excludiiig any allowance for depletion. 
Deductions not directly attributable l o  particular properties or proc- 
csses slid1 be ftiirly allocated. To Wustrate: In  rases where the tax- 
pnycr engages in activilics in addition to mineral extraction and to 
die p;.ocesses listed in pnrngrnpli ( 9 ) )  deductions for clcprcciation, 
tuxes, genernl cxpenscs, and orerhend, whicli cnn not be dircctly at- 
tributed to any specific activity, sliall 1)c fairly tipportioned bjt\vccn 
(1)  the niiriiwil extraction and the processes listed in paragraph ( 9 )  
nnd (2) the adtlitionul activities, fakiiig illto account thc ratio irliicli 
the opernting expenses directly attributable to the mineral cstractioil 
nnd the processes listcd i n  paragraph ( y )  be&-  to tlic operating 
cxpenses directly attributable to the additional activities. \\‘Theru 
more than one niineral property is iiivolvcd, the deductions appor- 
tioned to the mineral extraction and the proccssev listed in paragraph 
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( y )  slinll, in turn, be fairly npportioned to tlic scvcral properties, 
taking into accoiint their relntivc protliiction. 

(i) “ Crude iniiiernl product,” us iised in paragraplls ( 9 )  a~rtl ( I & )  
of this article, means the proihict in the form iii wliic.11 i t  eiiirrgcs 
from the niinc or well. 

( j )  “ The property,” as used in sectiou 114 (b) (!!), (;), uiid (4) 
and articles 221 to 239, inclusive, iiieniis the intemt o ~ n c d  by the 
taxpnyer, freehold or lenseholtl, in niiy iniiicriil property. ‘ ~ I I c  tax- 
payer’s interest in cncli separate iiiineral property is  u srpirtitc 

property ” ; hit, where two or inore niinerd properties uru in- 
cluded in a single triict or pnrcel of ltiiid, the taxpnycr‘s interest iii 
such niineral properties inliy be considered to be n sin& ’* property,” 
provided such trentnirnt is colihistcntig follomcd. 

ART. 222. Computation of depletion of mines, oil ani gas wells, and 
other natural deposits without reference to discovery value or percentage 
depletion.-Tlic bnsis upon ivlticli tleplrtiori, other thnn disco\ cry clc- 
plction or pcrcentngo depletion, is to bc itllo\ved iii rcq)rct of iiiiy 
property is the bnsis provided in sectioii 113 (a) ,  adjiistcd ns pro- 
vided in section 113 ( I ) )  for the piirposo of dctcrmiaing tlie p i n  or 
loss upon tlic sale or otliei* disposition of such propwty. Scc iirticlcs 
501411. Wlicii tho amount of the Imis 11s ndjustetl tipplicnble to 
tho niincrnl deposit hns bwii cleteriiiineil for tliu tiisublc year, tliu 
(lopletion for thiit  yen"^ shall be coinputed by dividing h i t  nmoiiiit 
by tho nuinbcr of iinits of iiiiirernl remaining as of tlic turablc ycur, 
and by niiiltipljiiig tlie depletion unit, so cleteriiiiiiccl, by tlic iiuiiiber 
of units of niincrnl sold within tlie tnsublc yenr. In tho selectioii 
of n unit of mineral for depletion, prefereiice ~lirill be given to tlic 
principal or custoriiary unit or units p i t1  for in tlrc protliicts sold, 
such as tons of orc, Lnrrels of oil, or thoiisnntls of rtibic Eect of 
natural gas. 
As used in this nrticlc tlic plirase, ‘‘ iiuiiiber of iuiits bold witliiii 

tlie taxable year,” in the caso of n taxpayer reporting income on tlic 
cash receipts slid dibbuwcments basis, includes units for wliich pny- 
mciits werc received within thc tiisable year although produced 
and/or sold prior t o  the tasnblo year, niid excludes units sold b1lt 
not paid for in tlic tannble ycar. Tlle phrnse docs not iiicludo units 
wit11 respect to which dcplction deductions w r c  ulloived or nlloivable 
prior to tho taxable gear. 

‘‘ The number of units of mineral reniniiiing ns of tlic tnsal)lc 
year ” is the number of u~iits of niineral rciiirining at  the end of tho 
year to bo rocovercd from the property (inclnrling uiiits recororetl 
but not sold) plus tlic “ nuniber of units sold witliiii tlie tnrable 
ycar ’’ as clcfiiied in this article. 

U 
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In determining the nriioiiiit o f  the bnsis ns adjiistcd applicable 
to tlic niincriil tlcposit t l i c w  slinll I i a  esc:lrrtletl ( a )  uinoiiiits reprc- 
scriting tliu cwst or  riiliic of tlir l i i i i t l  for ~niri)~ises other than ininerul 
prochiction, ( I t )  the aiiioiiiit rct:ovcriible through tlepreciution and 
tlirougli dediictioiis otlier tliiin dq)li4ioii, and ( c )  the resitlrinl vnlue 
of otlicr property tit tlie ciitl of operiitioiis, but there sliull be in- 
cludctl, in tlie case of oil nntl p i s  I V C ~ S ,  those ainoiints of crupitulized 
drilling m i l  tlerelol~riicwt costs wli id i ,  as pmvitled in art iclc tL:l(i, nre 
recorwil~le throiigli tlcpletion. 

In the cusc of a iiiitiirnl gns well wliere the nniiuul prohctioii is 
riot iiirtcretl i i n t l  is not rii~)ublc of king cstimntctl with rensonnblo 
ncciirury, tlii. ttispnyer iiiny coriipiitci the tlrliletioii ullownnce (with- 
oiit i * c * f c w i i w  to prwiituge drpltrtioii) iii resprct of siicli property for 
tlic tiistililr ywr by iiiiiltiplying the ncljuoted Lusis of tlie property by 
n frrwtion, tlie niiiiiwntor of wliich is eqiiul to the dcclinc io closecl 
or rode liressiirc~ tliiriiig t l i e  t i i su t i l e  yerir. urid the cltwoiiiinutor of 
wliicli is cqi i i i l  to  t l i e  c*slie(*tetl tot:il tlecliiica i n  closecl or rock p w ” e  
Croiii t I i i 1  tiisrilJlr yciir to tliv w o n o i i i i v  liiiiit o f  proiliic-tioii. Tux- 
1 u i y ~ s  wiiilmtiiig c l q ) l r t  i o i i  Iiy t h i s  i l l c . t l i o d  ‘iiiust I c c q i  iicciirtite 
rec*ords of li(.iiotlic~nl 1iri~ssiii’t! ( l cb tw- i i i i i i i i t  ions. 

i \ ~ r ~ ’ .  223. Computation of depletion of mines (other than metal, coal, 
or suiphur mines) on the basis of discovery value.-Tlie busis upon 
which tlcljleiioii is to Ltt c i i I i i l ) i t t ( y l  i l l  t i i t !  ciist! of liiiiics (other tl inrl 
iiietiil, coul, or S I I J - ~ ~ I U ~  iiiiiirs) discovered I)y tlie tiispuyer nftcr 
I~cbriiury W ,  1‘31.7, is t l io  f:iir iii:ii*lwt v:iliie of tlic prolwrty at tho 
tlritc of discorcry or wi th in  :I0 tltiys thcwiiftc-r, if mcli Iiiiiies 

\vcL’(! not at:qiiirctl 115 t l i r  re>iilt of  1)iir~*liiisc! of a proven tract or leuyc, 
lint1 i f  tlic fair iii:ir!wt r d i i c  o f  t l i c  Iirqicrty is iiiiiteriully clislrropor- 
tionutc to cost. For tlir iiiotliotl of tlrtrriiiiiiiriji tvlietlier IL discovery 
has ~ J C C n  niii(lr, src urtic!c 23.4. For t lit! iiictliotl of tlctrriiiiliing tiio 
fnir Iiinrltct vtiliic, s(!c nrticle W. ‘rlic vcilue milst be cqiiit;iLIy 
npl)ortionctl bctivecn tlio Icssor a1111 the Icssc!c. 

With rcspcct to any propcriy for which t1i:wvcry vuliie is tLo 
t:iqmyer*s basis for tlepletiori, tho t l q i l c t  ion for any taxuble ycnr 
din11 be coiiiputcd by (1) atitling to t l i e  ciislwery vrrliie of tlic! niincr:il 
deposit i n  tlic prolierty tiny siibsccliiwit ~i l lo~vi iblc  c-npitiil iicltlitions 
mude by the tuxpayer, (2) siibtructiiig tlic! nggregate of clcpletioi~ 
dcdiictions with respect to the property wliicli woiiltl prc!vioii:ily IIIIVC 
been ullo\vable to tlic trispiiycr without the alq)lic.iition of iiliy l i c t  
incoiiie liniitntion, (3) tliviiling thc rcwininclrr by the niiiiibcr of 
units of iiiiiicrul rcwuiiiing its of tlte t i i s i iLi l s  ywr,  slit1 (4)  Irii i lt i-  

plying the tlcpletion unit, t h i s  tletrriiiinetl, by tile n i i i i i l ~ c ~ r  of iiiiits of 
ininerul sold within tlie tiixiible yeiir. 
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The depletion allowance Lased on discovery ruluc under this 
article shall not exceed 60 per centuni of the net inconic of tho tas- 
payer (computed without allowanco for depletion) froiii the prop- 
erty upon which the discovery was made, except that  in no cuse shall 
the depletion be less than it would be if computed without rcfercncc 
to discovery value. For definition of “ net income of tlic taxpnycr 
(computed without allowance for depletion) froin tho property,” sco 
article 221 (h). 

This article does not npply to metal mines, coal mines, siilphur 
mines or deposits, nor to oil or gas wells. 

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

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

ART. 224. Computation of depletion baaed on a percentage of income 
in the case of oil and gM wells.-Under section 114 (b)  (3) ,  in tho 
case of oil and pas wells, a taxpayer may deduct for depletion an 
amount equal to 2iV2 per cent of the gross income from the property 
during the taxable year, but such deduction shall not exceed 50 per 
cent of the net income of the taxpayer (computed without nllownnco 
for depletion) from the property. (For definitions of ugross in- 
come from the property ” hnd “ net income of the taxpayer (coni- 
puted. without allowance for depletion) from the property,” seo 
article 221 ( 9 )  and (h).) I n  no case shall tlio deduction computed 
under this paragraph bo less than it would be if computed lipon tlio 
cost or other basis of the property provided in section 113 and 
articlcs 501-60C. 

ART. 2‘25. Computation of depletion based on a perceutage of income 
in the case of coal mines, metal mines, and sulphur mines or deposits.- 
Under section 114 (b) (4) a taspayer may deduct for depletion .in 
amount equal to 5 per cent of the gross income froin the propcrty 
during the taxable year in tlie case of con1 mines, nn amount cqrral 
to 15 per cent of the gross incomo from the property during tho 
taxuble year in the case of iiictal niines, and an aniount equal to 

Art. 225 0 23 (l)-(m) 
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23 per cciit of tlic gross incoiiic froiii the properly during the tnxnblo 
yenr in tlic c n ~ c  of siilpliiir iiiines or deposits, but such deduction 
slinll not in any cfi.cc pxcccd fO per wilt of tlw net incoiiic of tho 
tnxpnycr (computed without i i l l o w i i i i r e  for dcpletion) from the prop- 
erty. (For tlefiriitioiis of " grii5? iiironir froin thr Iwopcrty " nncl 
" riet incoiiic of tlie tii.up:ijw (twiiipiitvtl witlioiit :illtiwtinrc for tlcplc- 
tion) from tliii I)ropwt,y," wc :iiticlr 221 (y) nntl ( A ) . )  For tho 
tnsnb!c gciii*s 1 ' 3 : ~  :inti 19:)s tlic tltvliict ion ciiiiil)iitc~tl iintlcr this 
articlc slitill not be lc:-s tlien it worild tic if c:oiiiiititetl upon the cost 
or other basis 1)rovitlctl in bcctioii 113 i i ~ i t l  urtidcs 591-GOG. 

I n  tlic rctiirii for the tnxnl)It! y c ~ r  1!)3:3 tlic t n s p y w  inus(. statu 
as to c a d i  111 opwty ulictlicr Iic cl~t*ts to I i n \ e  t1w tlrplction iillownncc 
for r:tc~li Iii-oprty for 1!)J1 tinil h i i t w w l i i i g  tiisiibli~ ycurs c-oiiipiitctl 
with or withoiit rcfrrciicr to pwwiit;igc tlcplctioii. I n  tlic c:isp. of 
any propcrty in rcspec*t Of i i l i i d i  it wtiirn ih first iiinile by the tns- 
payer in  a yrrir siibscqiiciit to 1933, tlir tnxpuycr niust stntc as to 
cucli property \I lictlier lie dccts to Iinvc tlic clcplation ullowunce for 
succcctling tnsnblc ycws coiiipiitctl with or witliout re fer (wc to 
pcrcentngc tleplrtion. An election once cscrcisrtl under section 114 
(b) (4) ant1 this article cnn not (Iicreiiftrr bc c-liiingcd by tlie tns- 
payer, and the tleplction nllownnc~c iii reqxct of cnrh such property 
will for all succcecling tuxuble yrnrs bc coinpiittvl in nccordnncc with 
the election so made. If tlie tuspuycr fails to make such stuteiiient 
in tlie retiirn in wliicli the election sholilcl be so indicated, tlie de- 
pletion allo\v~in~~c for tlie y w r  for which an dcetion must be first 
cscrcisecl nntl for all succrctling tiisiiblc yenra will be coiiiputed 
without rrfercnce to pcrceiitnge tlcyil(tion. No riglit of clection 
exists, Iio\vowi*, i n  tlie iiw of I m i p r t y  :icquiretl by tlic taxpayer nftc:. 
Dcconiber 31, 1033, ( 1 )  i f  tlic IJasis o f  the propcrty in tlic 1i:inds of 
tlic tnspnyer is iletcriiiiiitvl iiriilrr w t i o n  113 ( a )  by reference to tlic 
bnsis in the linnds of tlic truiisfcror, tlonor, or gruntor, o r  (2) if tho 
biisis of tlic property is dctrriniiid iiiitlrr sediori 113 (u) by rcfer- 
cnce to the bnsis of other p r o p r t y  l)rwioiisly lielcl by tlic taxpayer. 
In such cases the tleplctioii nllowunrc in r r s p ~ c t ~  of tlic prol)c"tg will 
be compiitcd witli or witlioiit rrfrrciicc to licrceiitnge tlcplction, in 
cuscs falling iinder (1) awortliiig to tlic iiirtliocl of computiition 
which woiilcl have berii appliciiblc if  the trniibferor, cloiior, or grniitor 
had continocd to hold tlic 1wopcrty, or id cases fulling iintlcr (2 )  
nccording to the metliotl of coiiipiitntioii' which would hero been 
appliciible in rrspect of tlic property lirevidii+y Iicld if tlic tnxpayer 
hnd continued to liolcl siicli propei'ty. 

ART. 2%. Determination of cost of deposits,--In any ( w e  in wliicll a 
depletion or clepreciutioti tlcductioii i:, ( oiiiputecl on thc bnsis of tho 
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cost or price ut wliicli riiy i i i i i i t b ,  iiiiiiopil clqiosit: iuiiiertrl riglit, or 
leuseliolti was :icqtiired, tlir owner or Icssec will LN: roqiiircil to show 
thnt the cost 01' pricc at wl l i c* lr  tlic prOlivrty \\'its Iiotiglit WIIS fised 
for the piirposc of a bon:r ficlc 1)iirdi:ise niitl s:ilv! Iy wliivli tliu 
propcrty pnssetl in  flirt ns ~vell :IS i i i  fo iw to 1111 owiiw o(lier tl iau 
the ventlor. No fictitious or iiitlntctl cwt o r  pr iw will bc l)crwittc{l 
to form tlic basis of any c.nlc.iil:ition of 11 tlqdelioii or ilc1Jrci*ititiw 
tlediiction, and i n  tleterniinirig wlidlic-r or iiot the Iiricc or wst, i i t  

whicli any purchuso or sirlo wns inailo ri~prvsvntitl tlic iii:tii:il rii:irIcc+, 

vnlrie of the propcrty sold, iliic wiglit \\ill  be giviiii to tlir rclntioii- 
ship or connection csititiug h r t w w  t lw  IWWOII d l i n g  tlic 1)roperty 
t i l i d  the biiycr thereof. 

AIW. 2'17. Determinatioii of fair market value of niiiieral properties 
including oil and gas properties.-(a) 1Vlic:rc tlic l'iiii- iiiur1it:t vi1111c of 
the property a t  11 specified tlato is to bc ilctcrirriiictl for tlic piirpoZc 
of ascortuiniiig the btisis for deplctioii iind tleprcciiitioii tIdiictioiis, 
siicli vnliic I i i i ist  hi! clctcrniincil, siibject to :iiqirov;il or revisioii 
the CoiiirniRsitJiii'r, by tliu o ~ i e r  of (lie piq)cr ty  i i i  t l iu  IigIit of t Irc 
conditions nnd circiinisttincw kiiti ivii  a t  tIi:i't (liitu, rvgiiriIIcss of 1utc.r 
discoveries or clcvclo1)iiiciits in tho liropcrty or sii1)scqiient iiiilirnvc- 
inciits in Iiiethods of extraction and treatiiwiit of tho iniiici-ill jlrlJtl- 
uct. Tlio value sough6 elioiild be t.licit c!st:ibli.slicd ussiuuiog ;t tritil3ft-r 

lietween n. williirg seller and 11 willing biij'cr :is of tlint 1jiirtii;iiIaIr 
dute. 'l'he Coniiiiissioiicr v i l l  giro duc wiglit and corisiilcrutioii 
to any and all fiictors unil cvidencu hnving 81 bciwiiig on t l iu  mi*k( . t  
value, such as cmt, wtuiil sitlcs :ind transfers of si i i i ihi  r l)riiliertiv~, 
iiiarltet V U ~ I I H  of stock or slinrcs, roy:iltics r i i t l  rimtals, ixliio l i s t a t 1  
by tlic owiw for piirposu of tlic ca1iit:il stcic4c Ins, valiitil.iiiii for 
locul or State tnsution, piirtiicrsliip ;iccoiiiitiiiss, rccor&~ of 1itig;i- 
tioii in which tlic vnliic of tlic priipcrty wns in  qiiiasi,iuii, t l io i i i i i t i u i i t  

at wliicli tlie propsty iuny lirrvc bccii iiiwiituried i l l  lwlhltC cciiirt, 
uiid, in tho ubseiico of batter cvitlciice, disilitcrcdcd alipr:iisiils lly 

approved incthoils. Vuhiations by niitilgtic nppr&il Iiii:tliotl$, siiclb 
us thu present w l i i e  incthod, nru iiot eiititlecl to grcitt \wiglit, ( I )  
if the vuluo of ti Iiiinerd dqiosit ciin be deteriiiinctl upoii tlic Ixisi3 
of cost or rep1ucc:iiicnt vuluu, (2) if th6 knowleilgu of Llio Iircseiii'o 
of tho miiicral l ius  iiot yrcatly ci:liniiccil tho value of tlio iiiiiicriil 
property, (3) if tilo rcinoviil of tlie niiiicrul docs not Iiintcrially 
rediico tlie I ~ I C  o f  tlio property lroin which it is t i i h i ,  or ( -L )  i f  
the profits urisiiig froui the cxploitation of tho Iiiiiicrnl ilcp'sit ui'u 
wliolly or in grcat p i r t  duo to tho iiiniiiif;ictiiriiig or i i i i i ~ l i ~ t i ~ ~ g  
ubility of tlic t;isIiiiyer or to cxtriiisio CUI IY~S o t h r  tliiiii tlic posses- 
sion of the niincixl itself. \Tlicrc tlie fair iiitlrltrt vuliie ini1st be 

Art.  237 $ 23 (l)-(.iii) 
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asccrtninrd ns of a ccrtnin (late, niialytic appraisal methods mill 
not be used if the fuir iiiiirkc4 \iiliie ciiii reusonably be ileter~iiincd by 
m y  otlicr iiietliotl. 

(I) 'Yo tlcttwiiiiie tlic f i r  liiilrli(!t vulue of II rnineral property 
by the p s e l i t  \ a l i w  1ii0tIi1~11, !l it* wsi*llti:il fil(:tors iiiiist be detcr1iiincd 
for cncli tl(yo4t i i ic - l i l ( l td  i n  t l ic  I)i*ol)ri.ty. Tlic fuctors csselitiul in 
the c:isc of 1111 i i i h w l  tleposits urc (1) tlie totul opcrnting profit, 
(2) the rutc at  cliicli this prolit wi l l  1)e ol)tiiinctl, nncl (3) tho rate 
o f  intcrest coiiiriic!isiirutc with t l w  risk for t!ic pnrticuhr deposit. 
h i  ( ~ n x  of oil uiitl gas 1)ropertit.s tlic! u t l t l i t ~ i o n d  fncbtors are (A)  tho 
totul qiinntitp of oil i i i idior giis in trriiis of tlic 1)riiicipal or custo- 
iiinry i i i i i t  (or iiiiits) p i i t 1  for in the protliict ninrlteted, (U) the 
quantity of oil iiritl/or p i s  cspwtetl t o  be recovered during eacli 
operiiting pcricd: (C!) tlic a ~ c r : ! p  (ltii1lity or grade of the oil and/or 
gas rcservcs, (D) the espcctrtl perwiitcige of rccovery in ench proces 
or oper:ition ncccssury for tliu prepurtttion 'of tlie oil and gas for 
ni:irltet, (14:) the ~)rob:iblc o p m t i n g  li fc of the deposit in years, 
(F) the unit tlevelop~iient cost, tlint is, cost of dcvelopnient esclusive 
of depreciutioii and tleplrtion, ant1 ( G )  tlic unit opmiting cost, that 
is, cost of prodiiction csdiisivc of dr1)rwirttion t i i d  depletion. In 
order to estinirite the total operutiiig 1)rotit for milies it is necessnry 
to tlctcrniiiic tlic qiiniitity, qiialit,y, i d  i.c:coverul)lu iiiineral content 
of tlic developed, 1""Jiiblr, nil11 1)rospx-t ivr ow reserves in all cases. 
F o r  mines with ti prior olwriit,iiig r e c ~ t l  tliu " sprencl of profit " per 
unit of roPoverublc i i i i i i c i d ,  or the p!rceritiigc of iiet profit to 
gross procceds from iiiiiierul prodiictioii is tIYu otIicr factor requircd 
in estiinates of the totnl cspcctcd profit. Vor iiiiiics with no 'prior 
opcrnting ivcor(1 tlic iiiturc snlcs pricie uni1 'fiiturc proiluction cost 
per unit of iiiiiierul iiiiist be t4iiiutecl in artlcr to detcrntine the 
'' sprenil of profit " pw unit of rccortwhlc iuiiicrnl. 

( c )  \\'lien tlic deposit lias bccii siiffic.icntlg developed the vnlu- 
ntion factors spucificil i n  p:iriigrupIi (I) iiiriy be determined froni 
past opcrnting experience!. In tlic application of f:ictors derived 
from past experience fidl allowancc slioiild Lu iiiude for probable 
fi;turo ruriations in t!ie rutc of csliiiustion, qii:ility or grnde of 
the iiiincrtil, 1)crcwt:igc of rc*covery, cost of ilc!eclopiiiciit, production, 
iiltcrcst ratc, :iiicI selling p i c c  of tlic! lwodiict iiinrlicted during tho 
esl)cctttctl operatiiig lift of tlic iiiiiicroI (itaposit. nliilcrnl deposits 
for wliirli tlicse factors iiiay Jiot be tlctenniiicd with reasonable 
ncclirucy froiii pnst oprrnting csparicncc niay nlso, with the approval 
of tile ConiIiiis.;;ionrr, be rallied by tlic prcsciit vuliie mrbliod j but the 
f:Ictors milst br tlei1iicr.l froni coiiciirrriit cvidvnce, such ns die general 
type of the deposit, thc characteristics of thc district in which it 

Art. 227 123 (J)-(m) 

occurs, tlic hnbit of tlkc iiiincrnl deposits in tiiu property ithclf, 
tlio iiitciisity of ni,incrnlixation, tlic oil-gas rittio, tlie rate a t  whieli 
ndditionnl iiiinernl' lins been disclosctl by esploitation, tlic stilgc of 
the operating life of the property, untl uriy otlicr cviticiicc! tcii(1iiig to 
cstnblisli n rcrsoiiublc cstiiiintc of tlic rcqiiirt!tl fuctors. 

( d )  Mineral deposits of iliffcraiit grntlcs, locations, und ~ " ~ ) U I J I U  
dates of extraction in a i i i i n w l  propirty slioiiltl be wliicd scpwitclj. 
Tho mincral content of n dcposit sbnll hc deteriiiiiietl in nccortlsncc 
with nrticlc 229. I n  estiiiiating tlic avc~iigc! p w l a  of tlie dovc.lolwI 
niid prospectivu inincrd, nccwiiiit slioiilcl be tnlrrii of IwobtibIe in- 
cruuses or decrcnses ns iiidicatctl b y  (lie opcratiiig history. 'l'liu rntc 
of cshnustion of u iiiinernl duposit sliould Lc dcteriiiiiicd with tluc 
regnrd to thc liiiiitations imposed by plant capacity, by tlic cliarnctcr 
of tlie deposit, by tho ability to nrnrkct tlic aiiiicrul product, Iiy lubor 
conditions, nnd by tlie operating prograin in forcc or rcnsonobly to ba 
expected for fiitiire operations. Tho oprnt ing life of n iiiiiieriil 
deposit is that iiuinber of years necessary for the csliuiistioii of both 
tlie developed and prospective iiiiiicral coiitcnt u t  tlic rate deteriiiiiird 
as nbovc. Tlic opcrnting life of oil und gas wclls is influeiiccd by the 
natural dcclino in prcssure ant1 flow, and also by voliinttwy or cn- 
forcod curtailniciit of production. Tlic operating coht iiicludcs 1111 
current expense of producing, prepuring, nnd niarltcting the iiiinerul 
product sold (due considerution bciny given to tuses) escliisive of 
nllowuble capital additions as defined in nrticlcs 235 and 230 ant1 
deductions for clctpreciution nnd depletion, biit inclucliiig cost of re- 
pairs. For definitions of '' devclopiiicnt espcnses '' and opcrnting 
expenses " in the case of oil and gus wells, see niticlu 230. This cost 
of repairs is not to be confused with tlic depreciutioli rlcdiiclioii by 
wliich thc cost or vulue of plniit and oqiiipnwiit is returned to.tlir! tnx- 
payer frec froni tau. I n  gencral, no ehtiiiintcs of these factors will bc 
approved by tlic Coiiimissioncr wliic4i arc iiot supportc(l by the opcr- 
kiting experience of tlie property or wliich are derived from cliffcrcnt 
and arbitrarily selccted periods. 

(e) Tlie nuniber of units of iiiiricriil recoverable i r i  liiarketablc 
forni niultiplied by tliu cstiliiutrcl oporittiny profit per unit gives tho 
total espcctcd operuting profit. Tlic raliic of cncli niiiiernl deposit 
is tIleI1 the tot:il cspcctcd opcrutiiig prolit €rom that deposit rcduccd 
to a present value us of the dntc as of wliich tlic vnluation is inntle u t  
tllo rute of intcrc!at coiiinieIisiiratc with tlic risk €or tlic operating life, 
and furtlicr rcdiicctl by tho vnliic lit tliut il,utc of tlic dcprccinblo 
assets ant1 of the c-upitul atltlitions, if  nny, necwsnry to reulizc the 
potits. 'rlie c~cyrpc' of risk is gencrnlly lowest in 'cases wliere tho 
fuctors of valiintiori we  ftilly siippoi*tcvl by t h  operating record of the 

Art. 227 § 23 (l)-(m) 
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miiieral property prior to tlic date as of which the valuation is made; 
rclntively higher risks attach to appraisals upon any other basis. 

( f )  For the piirpose of the equitable apportionment of depletion 
_, between lessor and lessee provided by section 23 (l), when the value 

of nny leased iiiincral 1)roperty milst be ascertained as of any specific 
dato for the dcteriiiiniition of tlio basis for depletion, the values of 
tho equities of lessor and lcsscc niny be determined separately, but, 
wlicn ilcteriiiined as of the same date, shall together nevcr exceed the 
vidue a t  tlirit date of tlic iiiiiieral property in fee simple. 

AIW. 228. Revaluation of mineral deposits not allowed.-No revalua- 
tion of a property whose vnliie as of nny specific date has been deter- 
inincd aiid approved m:ll be made or allowed during tlie continuance 
of the ownership iuidcr which tho value ivus so detarmined and ap- 
proved, except in tlic cnsc of a subsequcnt discovery of nonmetallic 
iiiinerals, other tlinn cod, sulphur, oil, or gas, as defined in article 
231, or of inisreprcscntation or fraud or gross error as to any facts 
known on die date as of wliich the valuation was made. Revalua- 
tion on account of misrcprcscntation or fraud or such gross error 
will be nindc only with tho written approval of tho Commissioner. 
The vnliie sliould, however, be corrected whcn a virtunl change of 
ownership of part of tlie property results as tho outcome of litign- 
tion. The value should be rcdistributecl- 

(a)  When a revision of the number of remaining recoverable units 
of mineral in the property has been niado in accordanco with section 
23 (1) and article 229, and 

(b) I n  case of the sale of a part of tho property, betmeen tho 
pnrt sold and the part retained. 

Am-. 220. Determination of mineral contents of mines and of oil or 
gas wells.-Where it is necessary to estimate yr determine with respect 
to any property as of any specific data the total recoverable units 
(tons, pounds, ounces, barrels, thousands of cubic fect, or other 
inensure) of mineral products reasonably known, or on good eviderlce 
bclicved, to have existed in the ground us of that dato, the estimato 
or dctcrmination must be made according to tlie method current in 
the industry and in tlie light of the most accurate nnd reliable infor- 
mation obtainablo. I n  the selection of u unit of estimate, preference 
sliall be given to the principul unit (or units) paid for in the product 
inarlietcd. The estiiiiate of the recoverable units of the mineral 
products in the property for the purposes of valoation and depletion 
shall iiiclude as to both qiiantity and grndc-- 

(a)  The ores and minerals “ in sight,” “ blocltod out,” “ devcl- 
oped,” or “ assured,” in Clie usual or convcritional meaning of these 
terms with respect to tlic typo of tlie deposit, and 

I 

I 
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( b f i t  Probable ” or “ prospective ” ores and niiacrals (in the cor- 
responding sense), that is, ores and inincrals thut are believed to 
exist oft the basis of good evidciice altlioiigh not actually known to 
occur on the basis of existing dcrelopiiient ; but “ probable ” or 
“ p r ( ~ p e c t i v e ”  ores and minerals may be estimated (1) as to 
quantity, only in case they are esteiisions of known deposits or are 
new bodies or masses whose existence is indicated by geological or 
other evidence to a high degree of probability, and (2) as to grade, 
only as accords with the best indications availablo as to richness. 

I f  the number of recoverable units of mineral in the property lime 
boen previously estimatcd for the prior year or years, aiid if there 
has been no known change in the facts upon which the prior cstininte 
mas basod, the number of recoverablo units of iniiicivl in the prop- 

‘erty as of the end of the taxable year will be the number reniaining 
from tho prior estimate, but whcn it is ascertained either by the tax- 
payer or the Comniiusioner as the result of operations or dcvelop- 
ment work that tho recoverable mineral units arc inuterially greater 
or lees than the prior estimato thereof, then such prior estiiiiatc sliall 
be revised and tlie annuul depletion ullo\\~ancc with rcspcct to the 
property for subsequent taxable years will be busccl ul)o~i tho rcvisetl 
estimate. Such revised estimnte will not, however, nffcct tho basis 
for dcpletion. 

ART. 230. Depletion-Adjustments of accounts based on bonus or ad- 
vanced royalty.-((a) Wliero a lessor receives a bonqs in addition to 
royalties, thcrc shall be allowed as n dcpletion deduction in respec% 
of the bonus iin nmoiint equal to that proportion of the basis for 
depletion ns provided in scctioii 114 (b) (1) or (2) which the airiolint 
of tlio bonus bears to tlio sum of tlio boiiiis and tlic royalties cspccted 
to be rcccivod. Such allownlice slinll be dcducted froni tlre lcasor’s- 
basis for deplctioil, and the reniniiidcr is rocovcrallc tliroagli tlcple- 
tion dccluctioiis on tlie bnsis of royaltics tlicrciiftcr ~*eceivccl. 

(L) Where tlie owner lins lcawd a niiiicriil property for n torin of 
years with a rcquirenient in the lcase tlint tlic IL. ’swo I h1 id1  ertriict 
and pay for, nnnuullg, a specified iirl1nbt.r of tons, or otlicr r p c d  
uiiits of nicusiirenient, of such inincrul, or sliall pay, tuiiioally, a 
specified sum of money wliich slinll bo applied iii pri~nicnt of tho 
purchase price or royalty per unit of such minernl wlicncvcr the mine 
shall thereafter be .extracted and rciiiovcd froiii the lcnscd prciniscs, 
an aniount equal to that part of the bnsis for deplction allocablc to 
tlio number of units so paid for in advance of cxtraction will consti- 
tuto an allowble deduction from the gross iiicoiiie of tlic ycnr in 
which such payiiiont or piiymcnts shall be riiadc; but no deduction 
for dcpletion by tho lessor slinll be clniined or allowed in any subse- 
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quent ycnr on account of  tlic t~xtrac.tioii or iwiovnl in such yenr of 
say niincral so paid for in  iid\.;intsc iuitl  for wliicli deduction has once 
been innrlc. 

( c )  I f  for uiiy rensoii uiiy siicli i r i i t i w i l  lriise espires or tcrn~i~iatcs 
or is nbtindo~icd before the iiiimyiil wIiic*li  lias I)reii ])aid for in nd- 
vii1lce hiis bee11 extrcicM i i i i t l  rciiiovcvl, the lc~sor  slitill ntljtist Iiis 
cnpitul nccoiilit by restoring tlicrcto tl!c tlrplction dcdiic*tioils matlc 
in prior ~ I ' S  0 1 1  iiccoiiiit of royiilticls oii Iliiurrul pail1 for Lilt not 
r(~iiiovet1, and n C ~ O I ~ I ~ C S ~ ~ O I I ~ ~ ~ ~ I ~  c i i i io i r i i t  liliist be rctiimctl 11s i~lco~iic 
for the yenr i n  wliirli tlie lcnhc exl)ii*tbs, t e~~i r i i r~~tcs ,  or is nba~itloned. 

(d) 111 liei i  of tlrc trcntii!twt 1)rovitltbtl for i i i  the itbove prc igroph~ 
the lcw,or of oil tiiitl yiis W C ~ I I S  iiiiiy tukv  11s ii t1q)letioli dctliic*tioli in 
rcspect of iiiiy bonus or ad\.itri(sctl rogiilty froiii tlie 1)rol)erty for tlie 
tnxable year 27% per cent of tlic ailioiilit tliereof; and the lessors of 
siillhur Iiiincs, iiictiil iiiiiies, lint1 cod  iiiiiws iiiity taltc as a tlcplction 
dctluction in rrspct of niiy bonus or ntlvuucctl royalty fro111 tlio 
propi~rty for tlic tiixiiblc yt'iirs 1932 tiiitl 1!).33 or for the taxable year 
after 103:1 for whicli lie first iiinkes rctiirir in respect of the property 
(nntl for subscqiiciit t:isiil)lc yrnrs iii ~ i i w  1\11 clcctioii to liuve dcplc- 
tion coiiipiited 0 1 1  ii prt*eiitiigc basis l i i ih beijii csc~rcised in tlie proper 
rcturn) 23 1)cr w i t ,  1.5 prr t w t ,  and 5 1)cr cwt,  respectively, of tlie 
aiiiount tlicrcof ; Liit the tlecluction slr~rll w t  in I I I I ~  cuse cscccd 50 
per cciit of the net i n c ~ o i n c !  of tlic tiixpiiycr (coiiiptitcd \vitliout 
allowance for del)letioli) froiil tliu 1)1w[J('L'ty. 

ART. ?:I 1. Depletion and depreciation accounts on booka.--Every tax- 
puycr clniiiiing uiid lriitkilig II clctluc(ioli fur  tlcpletion and dcprecia- 
tiou of niirieriil ])riq)crty slid1 I i ~ p  acciirntg ucrounts ill wliicli sliall 
be rerortlcd the coht or otlicr busis provicletl by section 113 (a) ,  as 
tlic CIISP iriiiy be, of tliu i i i i i i twil  t1q)obit tind, of the plant nlld equip- 
ment, togctlrcr witlr siibsrqiicwt nllo~vitble qapitul additions to each 
accoiint and n l l  of the other ~~tljiistineiits pr+idrd b~ sectioll 113 (b) 
and articles GOB und GOO. 

When tlic plan or nietliod of deplctiolr a113 deprccintion nucoiiriting 
adopted by the tnspayor lins oiice been np1)roved by tlio Coiiimis- 
sioiicr, it can not be cliangcvl by tlic! tnxpayc~r witlrout tile conselit of 
the Coniiiiissioncr. These accounts ~ 1 1 ~ 1 1  tlicrcafter be credited nn- 
nually wit11 the timounts of the depletion and depreciation coniputed 
in accordance with articles 222, 223, 234, or 225; or tlie amounts of 
tlie depletion and depreciation so computed shall be credited to de- 
pletion and dcpreciation reserve accounts, to the end that when the 
sum of the credits for depletion and depreciation equnls the cost or 
other bnsis of tlio property, plus siibsrquent allowable cupital addi- 
tions, no f urtlier deductions for depletion and deprecintion with 
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respect to the property shall be allowed, except such depletion dcdm- 
tions as may thereafter be allownble under section 114 (b) (2),  (3),  
or (4) and article 223,224, or 225. 

Every taxpayer to whom section 114 (b) (2) and article 253 are 
applicable shnll keep similur accounts with respect to discovery value. 

BRT. 232. Statement to be attached to return when valuation, deple- 
tion, or depreciation of mineral property is claimed.-((a) Except as 
provided in article 233, there sliall be attached to tlie return of every 
taxpayer asserting a value for niiy niinernl property ns of a specific 
date or claiming a deduction for depletion or depreciation a statc- 
ment setting forth with respect to each mineral property (inrliicling 
oil and gas property) : 

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

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

and date of expiration of the lease; 
(4) The cost of the property, stating the ninoilnt pnid to each 

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

is necessary to establish the basis ns provided by section 113(a) ; 
(6) The value of the property on thnt date with n statenlent of 

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

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

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

(9) The number of units sold and tlie number of units for which 
payment was received during the year for which the return is made 
(in the case of newly developed oil and gas properties it is deairable 
that this information be furnished by months) ; 
, (10) The gross nmount received from the sale of mineral; 

(11) The amount of depreciation for the taxable year and the 
amount of depletion for the taxable year coinputed without reference 
'to percentage depletion or discovery value ; 

Art. 232 -$23 (l)-(m) 
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(12) Tlic nniouiits of depletion nnd/or depreciation, stated sep- 
iiriitcly, which for each and every prior year (A) were allowdd, 
( U )  were nllo\vnblc, niid (C) would liavo h e n  ullowublc without 
wfcrcncc to percentage cleplction or discorcry value ; and 

(13) Any iithcr dutli ivliich will bc lielpful in dttterniining tlio 
rciisonnbleness of the vnliiution asserted or of the deduction chimed. 

(I) TO tlic rctiirn of every tiispnpr claiming a deduction for 
clcplction in respect of (1) property in wl1icli he oa~ i s  a fractional 
intcrest only, or (1) n Iciiseholil, or (3) property subject to Icaso, 
tlicrc slid1 ulno bc uttaclred a ~tiiteriicat setting forth tho fraction 
of tlic gross protliiction to which the tasplnyer is entitled, the name 
and adtlrcss and thc prcciso nntiirc of the holding of each person 
intcrrstcd in the proprrtj, iinil, in tlie (ruse of a lessor, whether 
tlie lcusc iiivolvcd was still in effect at 'the close of the taxable 
year, and, if  not, wlicn it wiis terliiiniited niicl for whnt reason, and 
wlietlier tho lessor rcpossessetl tlic lmpcrty. Any taspttycr who is 
the iissigiior of 11 lciisc with rcywct to uiiy property, or the holder 
of uii  ititcrest piirportiiig to bu u11 overriding royulty interest, or 
of niiy interest otlicr tliiin tIint of n ~rssqr (JC an operating le-,' 
wid wlio cluim drplction with respect to such poperty or interest, 
diull state tlic cxiict naturc of tlic interest licltl and shall furnish 
a certified copy of tlic instriiiiicnt or iustrtitiicnts by wl,ich it wus 
iicqiii red. 

(c) In tlitt cuse of oil i i n d  giis propiwtihs the utateulent nttnclied 
to the return sliii11 coiitnin, ill ntltlition to t l io forcgoing, the follow- 
ing iiiforriiation for cncli property : 

(1) l'hc Iiiiiiibcr of UCI'L'S of 1)rodiicirlg Oil and/or gas land and, 
if additional ncrciige is claillicd to bc provcn, tlio anioitnt of such 
iicreiigc nod tlic rciisons for believing it to be proven: 

(2) Tho iiuli~bcr of ivells prodirzing iit tile l,t:gina~ng atid end of 
tho tusnblc y c v ;  

(9) The dtite of completion of \veils finished during the taxable 
seiir ; - (4 )  Tlic dnte (Jf  iibiintloniiiciit of 1111 wclls iibiindoned during tllo 
tnsnblc yen ; 

( 5 )  X property miip sliowing tlic location of tire property arid 
of the producing and ubirndoiied wells; dry holca, and proven oil 
nnd gnu lands (tlic tiiup slioiild sliow depth, initinl production, and 
clntc of coiiipltbtion of cuc*Ii 1 ~ 1 1 ,  to thc extent tliat such data nro 
arailublc) ; 

(0) Tlic iiiinibcr of puy rjiiiidu iind uviwigc thicknes.. of cncli pay 
sand or zone on tho property;. 
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( 5 )  The avernge depth to tlie top of cucli of tlw diffclrat p y  
sands; 

(8) Aiinual production oi tlic tract or of the individunl wcNs, 
if the latter information is nvuiliiblc, from the beginning of its 
productivity to thc end of tlic tusable ycar, the i\rcruge nuiiibx of 
wells prod!sing during each yenr, and tliu initial daily production 
of each w-ell (the extcnt to \vliich oil or gas is nsed for fuel on tho 
property should bc stated with reasonable accuracy) ; 

(0) All available data rcgnrding cliaiigc in operating conditions, 
such ns unit operntion, proration, flooding, us0 of air-gas lift, VIIC- 

uum, shooting, etc., which have a direct effcct on thc production of 
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the property; and 
(10) Available aeologicnl information having a probable Lcnririg I -  ,- I 

on the. oil and gas content; information with respect to ctlge-water, 
water drive, bottom hole pressures, oil-gas ratio, porosity of r c m -  
voir rock, pewciituge of recovery, cspccted drrtu of ccssatioii ( i f  

iiatural Aow, dccline in estimnted potentiul, and clini*uctcristicu biai- 
ilnr to characteristics of other knomw fields. 

(d) All of the foregoing information must b furirislied iiiiilcr 
oath, slliould be suminnrized, and niuy Lo incliidcd in a singlc n f i -  
davit. 

(c) Any of the informntion rcquii-ed by this articlc wliicli line 
been previously filed by the tnxpnyer nead not bo filcd again but 
tho statcment attached to the rcturn iiiust indicatc clcnrly wlicn nncl 
in what form the information was lmviously filed. Wlien a tax- 
payer has filed adequate maps with the Coauiiissioncr ho niay Lh) 
relieved of filing further maps of tho saiiio properties, proviclcd ull 
additional information necessary for keeping the maps up to dnte 
is filed each year. This includes records of dry holcs, as wcll as 
producing wells, together with lop, depth nnd tliickncss of suiiils, 
location of new wells, etc. 

ART. 233. (it: merit to be attached to return when depletion i n  claimed 
on peroentage basii.-(u) There slid1 bo nttnclied to tho rctiirn of 
evory taxpayer who clniins depletion of oil and gas wells wider scc- 
tion 114 (b) (3) and niticle 224, or depletion of con1 Inincs, nietiil 
mines, or sulphur mincs or deposits under section 114 (b) (4) and 
article 225, a statement containing tlio following infQrmation with 
respect to every property for which percentnp depletion is al- 
lowable : 

(I) All data necessary for the dotcrrnination of the "gross in- 
come from-the property" as dcfined in paragraph (8 )  of nrticle 
221, including the amounts paid to lessors ns rents or royalties 
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tlic :iiiioiiiits p i i d  to lioltlcrs of other iiiterehts in the IiiineraI 
pro~)wty, i i i i t l  tlic p r i ~  1wr unit nt wliicdi royalties \\.ere picl ;  

(?) All  i i ~ l ~ l i t i o a r i l  ( la la  ncc*rswry for the deterinhation of tlic 
“ n i t  iiicoiw of tlir tiispiiycr (compiitc~l withoi~t allowance for 
tlepletion) froni tlic pi*oI)ei-ty ” :I$ clefiiircl in pnrngrnpli ( h )  of 
nrticlc 221; and 

(3) l‘he infornintioii i-eqiiii-etl by pwngrnplis ((0 (I) ,  ( 0 )  (2), 
( a )  (3), nntl (I) of article 232. Tlic other informntion reqiiiretl 
by nrticlc 232 slinll nlso bc furnislretl if necessary in determining 
the gniii or loss froni the snlc or otlier disposition of the property 
during the tnxnblc year, i f  n nct loss is to be curriecl forwrrd to the 
s~icceccling tnxablc jenr, or i f  11 vnluatioli of tlrc propert-y is necessary 
for niiy purpose. ‘l’lie tnxpnyer innJ’ find it clesirable to fiirnish srlcll 
other information i n  all caws. 

( b )  All of tlic foregoing inforinntion must be fririiisliecl under 
ontli, slioitld bo siimiiiarixetl, and inny lie iiirliicletl in n siiigie am- 
davit. 

 hit^. 234. Discovery of mines other thr).n coal, metal, or sulphnr 
mines.-(a) To entitle R tuspayer to a valilntion of his property, for 
tlie purpose of deplction nllowences. by renson of the discovery of II 

niino (other tlinn n cod, inctal, or s i i l p h i i ~ *  niiiie) or niincrnls (other 
tlinn oil or gas, cod, siilphur, inetril. or inetnllic ores), it mirst 
appenr tlint the mine or mincrnls were not acquired as tlie result of 
the piirclinae of a prown trcict or Iense; also. the discolvery mllst be 
mntle by the tnxpaycr nfter Febriinry.28. 1913, und nimt result in 
tlic fnir mnrlcet vnlue of the property bccoining disproportionate to 
tlio cost. The fnir ii1nrlrc.t vnliic o f  tlie 1)rolwrty will be deemed to 
hnrc beconic disproportionntc to tlic cost \\hen tho i i e~ \  ly diecoy- 
ercd minerals arc of such qmntity nnd of snch qnnlity 11s to ttfforil R 

rensonnble expcctntion of rctiirii to tlic tuxpayel. of a i l  alnourit tiin- 
terinlly in esccss of the cnpitnl esl)eirdetl in ni:ikiiig sl~cll tliscovery 
plus tlie cost of f u t m  derelopmcnt, equipnient, n n t l  rx1iIoitntion. 

( b )  A miiie or mincrnls of a Itiiitl not exw1)ted by tliis urticlu 
niny bc said to be discovered wlien ( 1  ) t1ici.c is f o i l l i d  n iiiitiiral 
deposit of mincrnl, or (2)  tlicrc is dis(*Iowd 1)s tlrilliny or esploru- 
tion contluctetl nbovc or below giwiiii(1 :I iiliiier1\1 tlcposit riot prcvi- 
ously 1tnon.n to esist nnt l  $0 iniprabwlic tlint i t  liud iiot h e l l ,  ii11(1 

coiild not Iinvc Ireri, incliitletl in nnp Iwevions vnlaution for tllc 
piirpose of depletion, ant1 which in citlrcr rnse exists ill qiirilitity 
and grndcs snficicnt to jiistifjr coiiiiiicrc.i:il cs1)loittrtioir. 

(c) In dcterniiiiiiig wlic!thcr :\ cliswvrry tyititliiig t!ie tlispnycr 
to n ap1u:ition lins Iwen nintlr, the ~’oiiiliiissio~ier will  tukc into 

Art,. 23 i 

OEIERAL PllOVISIONS 77 

account tlie peculiar conditions of each case ; but no discovcry, for 
tile purposes of dcpletion, cnn be allowcd as to minerals which con- 
stitute nierely uninterrnptcd cutensions of continuing coinincrcial 
veiiis or deposits already lii~own to esist, which haw bccn or should 
have been included in ‘‘ probable ” or “ prospcctiw ” liiincral, or 
which were in any other way compidicnded in a prior ruluntion, 
nor can a discovery, for purposes of depletion, be nllmvccl as of o 
date subsequent to that when, in fact, discovery ivns cvidcnt, nlicn 
delay by the taxpayer in making claim thcrcfor lins resulted or 
will result in escessiro ullonnnccs for depletion. 

( d )  Discoveries include niinerals in coninierciul (puntities con- 
tained within a vein or deposit discorered in an esisting miue or 
mining tract by the laspayer after February 28, 1913, but siicli 
vein or deposit must not be nierely the uninterrupted extension of 
a continuing commercial vein or deposit nlrcady known to exist, 
and the newly discovered minerals nwst be of sufficient vuluc and 
quantity that they could be sepnrutcly iniircd uiitl iiiurltetcil n t  a 

(e) The value of property clainicd as tho result of a discovery 
must bo the fair market value, as defined in article 227, based on 
what is evident within 30 days nftcr the comniercially vnluuble 
character and extent of the discovered deposits of mineral have 
with reasonable cortainty been establislied, detrnnincd, or provcd. 

Am. 235. Allowable capital additions in case of mines.-(n) All er- 
penditures in excess of net receipts froin niincrnls sold shall b 
charged to  capital account recoverable through depletipn while the 
mine is in the dcvelopment stage. Tlie mine will bc considered to 
have passed froiii a development to a prodiicing stutus when the 
major portion of the mineral production is obtained f roiii workiiigj 
other than those opened for the purposc of dcvelopmcnt, or when 
the principal activity of tlic mino lxiconies the production o€ devel- 
oped ore rather tliun the development of additional ores for niiniog. 
(6) Expenditures for plant and equipnient nnd for replacements, 

not including expenditures for maintenance nnd for ordinnry und 
necessary repairs, shall ordinarily be clrarged to cupital tycount re- 
coverablc tlirough depreciation. Expcnditiircs for equipment (in- 
cluding its iiistallation and housing) und €or replnceincnts thereof, 
which are necessary to maintain the normal ,output solely becanso 
of the recession of the workirig faces of the mine, and wliiclr (1) do 
not increase the value of the mine, or (2) do not decrease the cost of 
production of mineral units, or (3) do not represent ail ninount 
expended in restoring property or in malting good -the exhaustion 

profit. 
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( 6 )  Recovery of optionnl itenis, if cnpitnlizccd. 
(1) Itenis irturiinbk? *throiigIi clcpletion : If in csrri*isin,n there 

options, or either of theiii, tlie tnspnyer charges siicli c:q)ciitliturcs 
us fnll within the options to capital acconnt, t la  wiiciiiits so ctipitnl- 
ized iu SO fur ns they nre not reprcscbnted by pli~sirnl prop*tF. nro 
irturnnblu tliroiigli cliqMion. For the 1)i:rpows of this urtii*lc 
tlie eslwntIituirs for cleliriiig groiid, driii~inp. rod-1iinIiing. siir- 
i-eying, geologiclil work, esmvntioii, >rnding. niitl .the drilling, 
slicnrtiiig iiiid clenniiig of \veils, are consiclcrcd not to L? relmwwted 
by pliysicnl property, niitl when clinrgeti to cnpitsl nccwmt arc 
rctririinblo tlwoiigh i1cI)letioii. 

(2) Iteiiis -returnnblc tlimiiglr drl)rtviution : If i n  escrc.isiiig tlicFe' 
optioiw, the taxpi~pr  charges siicli espcntlitures as fiill wi thin tlic 
options to crpit!il nccoiint, tlic ainouiiti so cnpitulized, i s  so fur iis 

f l y  arc represented by pliysicnl property, nre rctiirniiblc tliroiigli 
cIeprec.'i'nt ioii. sue11 expcnt1ittlrt.Y nre ninoiiiitn pniti tor w u p ~ a .  fitel, 
I'opniig, Iiniiling, suiq$ies, etc., used in tlis iiistullution of cii4iig unt l  
cqiiiprc.iit nnd in tlie constridon on the proprty of dcrridw anti 
(,flier physical striictiires. 

(3) In tlie case of capitulizcd intuiigible drilling and dcwlopnient 
costs incurred under a cont.rncf, s::cli costs din11 bc al!oc.rtcd lwtwerii 
tlic foregoing clnses of itenis for the piir~~(~.ws of tletcriiiiniiig tho 
depletion nnd clcpwciation ullownnces. 

(c) Nonojdionnl itenis distingiiislicd. 
I (1) (J@d items: Tlic option with rcspwt to int:uigiblc tltilliiig 
aiid dcvrlopment costs in gencriil doc3 not upply to ekpenclitiirrs 
by wliicli the taxpayer acquires tniigiblc pivprrty orilinnrily ron- 
uidered na having n salvage, vuhic. Esaiiiplcs of siirli itenis arc (lie 
costs- of tIic .ctct,iial ntatcridu in tho& structures wliicli iirc m i -  . lrtructeil in tlic \vclls nnd ,on tlie propwty, nnd tlir cost of drilling 
tools, p i p ,  caging, tubing, tiinks, engines, boilers,, iiiiicliiiirs. etc. 
The optioiis ilo not npply to nny tvipenilittiru for \viige!c.. fiiel, 
ivpniw, hnulinp, supplies, etc., iii connir.tion with cqiiipniihnt, fiicili- 
ties, or striictiiivs, iiot inciilciit to or iici.cw!ry fi.w tlic ?rilliiip o f  
wells, sach I L ~  strrict1ilu.s for storing or trc.:itiiig i,i1 or, pir. Tiiiw 

(2) I1:sp~n~e itenie : Espciiditarrs- which nirist be clitirgivl off ii? 

tywiisc, r~:wrtllcss of  tlw options providivl by this nrtirle, 11rc tho.% 
for Iiibor, fiirl, rvpiiirs, Iiaiiliiip, siipplies, ctc., in comiectioii with 
tlic opcrntion of' tlie \vi4s iiiicl of otlii-r fiicilitics on the property 
for the pro(1riction. o f  oil or gns. (2encrai1 ovcrlieiitl cx~~cnse, tnsw, 
nnd deprccistioii of drilling inqiiipnicnt, N ~ - C  not considered ns 
cnpitnl itcnis, e ~ e n  wlicn incurred daring the clrvclopnielit of the 
p1vpert y. 

nrc cnpitiil itiws nnd nre returniil~le tlirougli clepreci* .I t' !on. 

- Art.236 § 23 (l)-(m) 
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( d )  This article does iiot grant a new option or election. Any 
tarpager who madc nil elcction or clcctions undcr article 2-13 of 
Regulations 74 or under article 223 of Hegulations 69 is, by such 
olectioii 01 elortions, bound with respect to all optioiial expenditures 
whether made beforo January 1, l%2, or after December 31, 1931, 
in connection with oil and gas wolls. Any taxpayer who has never 
made cxpenditures for drilling oil or gas wells prior to the taxable 
year 1932 must muko an election as to intangible drilling and devcl- 
opment costs in general in the return for the first taxable year in 
which the taxpayer inakes such expenqitures, and a taxpayer who 
has never made expenditurcs for a nonproductive well prior to the 
taxable year 1932 must make an election as to the cost of such wells in 
tlie roturn for the first taxable year in which the taxpayer completes 
such a well. Any electioii so made is binding for all subsequent 
years. A taxpayer is considered to linve made an election in accord- 
a n a  with the manner in which the respective types of optional 
items are treated (1) in his return for the first taxable year ending 
after December 31, 1924, in which optional expenditures of the 
respactive types arc or were ninde, or (2) in  an amended return filed 
between Juno 18, 1927, and Dccemhr 18, 1927, in accordance with 
Treasury Decision 4025,. Any taxpayer who has mnde expenditum 
for optional drilling and davelapinent costs must attnch to his return 
for tho yeur 1932 and each year thereafter a clear statement of his 
election under each of the options, together with a statement of the 
time at  which, and tho manner in wtiich, such election was made. 

ART. 237. Depreoiation in the cme of minec.-((a) Tlie Act provides 
that dcductions for depreciation of iniprovements " according to the 
peculiar conditions in each cose " moy bo taken by 0 taxpayer own- 
ing or leasing mining propcrty. This is deemad to include CI- 

haustion and woar and tear of the property i w d  in mining of 
deposits, including a rcosonable allowanco for obsolescenca. (See 
articles 201-210.) . 

( 6 )  It shall be optional with tlio taspayer, subject to the approval 
of the Commissioner, (1) wlietliur tlio cost or other basis of the 
plant and equipment plus allowable cnpital additions but minus 
astimated salvage value shall bo recovered at  a rate establishod by 
current exhaustion of mineral, or (2) whether the cost or other 
basis of the plant and equipment plus allowable capital additions 
but minus cstiniated salvage value shall be recoverod by reasonable 
charges for depreciation (see article 201) o t  a rate detorinincd by 
the physical life or the economic life of such plant and equipment, 
or, according to the peculiar conditions of the cobe, by a inetliod 
eatisfactory to the Commissioner. 
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(c) The cstiiiiuted pliysicd life of n plnllt or iinit thereof (in. 

cluding buildings, mochinery, apparatus, roids, milroads, and othcr 
equipment nnd iniprovenients whose lxincipnl use is in connection 
with the iniiiing or treatnient or otlicr ncccssnry linridling of iiiinernl 
protlucts) inn? be defined as tlic estiniatecl tinic siicli plant, or unit, 
whcn given proper cnrc and rcpiiir, can be continued in us0 despito 
physical dcfcriora tion, dccay, wcnr, nncl tear. 

( d )  Tlio cstiinated econoniic lifc of n plnnt or unit thereof is 
tho estimntcd time during rrliich tho plant or unit may be utilize11 
cffc'ctively and cconomicnllg for its intended purposs and iiioy Lo 
limited by tho lifo of the propcrty or of that portion of the niincrnl 
deposits which it serves but can never esceed tlio physical l i fa  

(e) Any differcnce &ween tho snlvago value of plant nnd equip- 
incnt and tho basis provided in section 113(n) adjusted ns provide11 
in section 113(b) rcinaining p t  tlie termination of mining operations 
shall be returned as profit or loss in tlio year in which i t  is renlized. 

( f )  n'othing in tlieso rcgulntions shall bo interprctcd as meaning 
(I) that tlie cost or otlicr basis of a mining plant and cquipaiell~ 
mny be reduccd by deprcciation deductions to a sum below tho vnliie 
of tho sti lngc when the property sliall h a w  bccomo obolcto or bhall 
havo brcn ebandoncd for the purposc of niining, or (2) thnt proper 
detliictioiis for deprcciation on account of obsolescclico nnd &cny 
6linll not be niade diiring periods nhcn tho miiio is idlo 01' is pro. 
ducing a t  R rnte bclom its normal cnpacity. I n  cstiniatilig tl:u 
snlvnge raliic of the cquipnicnt a t  tlic end of its cstimntcd ccoiioiilic 
lifc duo considcrtltion mtry be given to its spccinlized diurncter niitl 
tho cost of disniounting and dismnntling nnd transporting it to 
nin rlcst. 
(9) Nothing in tlicsc regulntions shall bo interprctcd to lwriiiit 

expenditures charged to cxpcnse in any tasnblc year or 11ny p r t  of 
the valnc of lnnd for purposes otlicr than niining to bo rccovcrctl 
throiigli depletion or deprcciation. 
ART. 238. Depreciation of improvements in the case of oil and gal 

wells.-DotIi owncrs ttnd lessccs opcrating oil and/ar gns 1;ropertir3 
will, in ntltlition to nncl apart from tlie cletluctiorl nllownblc for dc- 
pletion ns Iierci~ibefo~u.pro~ided, l o  pcrmittcd to deduct R rcnsonablr 
allownnrc for dclwcciiition of plipsical propcrty, such as machinery, 
tools, cquilmcnt, pipes, ctc., SO filr ns not in conflict wit11 tlie optioii 
excrciscd by tlic tnspnycr iiiidcr nrticlo 136. Tho ainollnt decluctibl,, 
on this nccount sliiill h such nn ninoiint based upon its cost or otlier 
basis eqtiitnbly distributed over its useful lifo ns will bring silcll 
property to its truc salrngo valuo whcn no longer useful for tho 
purpose for n+idi siich property was acqnircd. Accordingly, ~vlicro 
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ber of tinits remaining nvnilnble in tlie nccount. Tlic nmoiint of the 
dediiction fo r  tleplction in any tnxnble year with respcct to  a given 
tiiiiber ncroiiiit shnll be the product of the niriiiber of iinits of tiiiiber 
ciit from the given nccoiiiit diiriiig the .jenr miiltiplied by the deple- 
tion unit of tlic tiiiiber for tlie given accoiint for the year. Those 
tiispayers \ v h  Ireep tlirir ncmiiits on a' iiioiitlily bnsis iiiay, n t  their 
option, lwq)  tlicir tlrpletioii nccoiints oii n. iiiontlily bnsis, in wliich 
cnsc tlic niiioiuit tletliictible on nwount of depletion for n given iiionth 
will be dctrriiiincd i i i  the Iiiniiiirr outlined above for n given year. 
Tlie totnl i i i i ioiiIlt  of tlie llediiction for clrpletion in any taxable gear 
slinll Lc the siiiii of tlic niiioiiiits tletliictible for tlie reverul tiiiiber 
account$. F o r  tlrsrriptioii of tiiiibrr uccoiiiits, we nrticles 247 rind 
248. 

TIIC (lrplction of tiiiilwr tnlrrs plncc n t  tlie tiiiie tlie ti1iiLt.r is f e l~e t~ .  
Siiice, lio\~ever, it  is not ortliiiiirily ~~riic1icnble to  tlctcriiiine the 
qiirintity of tiiiilwr iaiiliedintely nfter felling, depletion for  piirposcs 
of nccount.ing will  be trmtetl ns taking plnce a t  the tiiiie wlieii, ih 
the process of rsploitntioii, tlie qiirintity of t i u i h r  is first tlpfinitely 
deteriii i lied. 

ART. 242. Revaluation of timber not allowed.-Xo rt!v:iliilition of a 
timber property wliow vnliic ns of riiiy spccific dntc lins bern cleter- 
niincd unil npprovctl will be iiincle or nllowetl tliiring tlie coiitiiiiinnre 
of the owirraliip iiiitler wliicli the viiliic WRS so cletcriniiird nnct ap- 
proved? t!srq)t iii  the m e  of Iiiisrel)resrirtatittn or fraiitl or gross 
error ns to  iiiiy fnrts Iciioivii on tlie clntr i ix of iv1iic.h the wlii a t ' ion 
wns nicitlr. Ilrniliiiition 011 nccount of Iiiisrei)reseiitritioii or frnud 
or siicli y r i w  error will br iiiiiclt- oiily wit11 the \vrittcii npprovei of' 
the Coniiriissiolicr. 'l'lie depletion wiit slioiilcl be c.liriiigerl \\.lien a 
revision of tliib i.riiiriiiiiiig iiiiiiilwr of  tillits of rccovei.uttle tiiiihr in 
tlic I)roltwty I i n s  I~ I~(w i irri i le  i i i  iicwr~liiii(*e wit11 iirtirlr 2-10. 

AnT. 243. Depreciation of improvements in the caae of timber.--l'llo 
cost or other busis of tllwlopliicmt iiot rcpr(wntcd by p1iy&ril prop- 
erty having ni l  iilvciitorg v:iIiic slinll bc rccovc~riiLlc tliroiigli tlrpre- 
eicitioii. It slinll 11s optioiiol with t lw tnspaycr, subject to  the np- 
j~rovnl  of the Coi i i i i i i : .  .*10iier- ' 

( 0 )  \YIii*tli~i* t l i v  cost OP otlicr bitsis of tlic 1)rol)tBrtF riibjlbct to 
dclwt4irticiir 4i:ill I;:% rccovwrtl iit a rnte r~tnli l ir lrr~l by cerrpilt 

( b )  \YhtIii*r t l i r  rort, IW otlrrr Imis al i i i l l  1 ~ 1  rcwivriwl by nl)pro- 
printc c . l i ~ i i y s  for tltq)rt4iit ion c.iilwliitc.tl by t l i v  i i ~ i 1 1 1 1  i.1111.s fop 

cIiy)rwiii t i i  111 I r i a  ai(wi.iI i i i  jr t i  1 t I t i *  1 wi*i I I i t i  I' ( 0 1  m i l  i t h i s  o f  t IIV t {IS-  
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eslliiiist i o i i  of st iiiiil)iigtl. Or 

p i ~ ~ r ' s  CIIW by i i  i1i~tlild s i i t i * i i i ~ t o r ~  tu tlitt ~i , i~ii i i ir~il)i i ,~r.  

Art. 213 8 p3 (1)-(m) 
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In  no case may charges for depreciation be based on n rate which 
will extinguish the cost 0 1 9  other basis of the property prior to the 
termination of its useful life. Nothing in these regulations shall 
be interpreted to mean thnt the value of a timber plunt and equip- 
ment may be reduced by .depreciatioii deductions to a sun1 below 
the value of the snlvage when the plunt and equipment bliall hare 
become obsolete or worn out or shnll have been abandoned, or thnt 
any part of tho vnlue of cut-over land niny be recoverable throiigh 
depreciation. 
ART. 244. Information to be furnished by taxpayer claiming depletion 

of timber.-To the income tax return of the taxpayer chiming a 
deduction for depletion or depreciation or both there shall be at- 
tached a map and statement (Form T-Tihber) for the taxable year 
covered by the income tax return. Forni T-Timber requires tho 
following : 
(a) Map showing t.iinbt.r nnd land Qcquired, timber cut, and 

timber and land sold; 
(6) Description of, cost of, and terms of purchase or lense of, 

timber and land acquired; 
( 0 )  Proof of profit or loss from sale of cnpital asscts; 
(d) Description of timber with respect to which clniiii for loss, 

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

( 9 )  Cliniiges in physical property accounts as the result of nddi- 

(h)  ‘Operation data with respect to raw nnd finished innteritll 

( i )  Unit production costs; and 
(i) Any other data which will be lielpful in determining tlie 

reasonableness of tlic depletion and/or depreciation clcductions 
chimed in the return. 

Similar information is required for certain years prior to the 1019 
tnrnble yenr from those taxpayers who Iinve not already furnished it. 
The specific nature of the information required for the earlier years 
is given in detnil in Icorm T-GenernI forest industries questionnaire 
for the years prior to 1019. 

Am. 215. Determination of fair market value of timber.-Where the 
fair market vnlue of the property at n sl’ecified date is the basis for 
depletion and depcint ion dediictions, siic.11 valiie bhull Lo dcter- 
mined, subject to approvul or revision by the Commissioner upon 
audit, by the owner of the property in  the light of the most reliable 

if any, is made; 

sale, cutting, reestimate, or loss ; 

tions+o or deductions fronl cnpitul nnd deprecintion ; 

iinndled and inventoried ; 

Art. 246 3 23 (l)-(m) 
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and accurate informtion nvnilnble with rcfercucc to the condition 
of the p r o p r t y  as it existed a t  that (lute, regardless of nll subso- 
quent changes, such ns chnngcs in surrounding circiimstnnccs, in 
iiiethods of esploitution, in degree of utilizntion, ctc. Tlio valuo 
sought will bo tho selling pricc, assuming a transfer between a 
willing scllcr and a willing layer as of thc particiilar clatc. Such 
hctors  as tlic following will be givcii duo considerution : 

(a) Chnracter and qirnlity of the tiniber as determined by species, 
nge, size, condition, etc.; 

( 6 )  The quantity of tinibcr per acre, tho total quantity under 
consideration, nnd tlie location of the tinibcr in question with rcfer- 
ence to other timber; 

( c )  Accessibility of the timber (location with rcfereiice to distance 
from n coininon carrier, the topography and other features of the 
gruuiid upon which the timber stnnds and over allich it must be 
trnnsportcd in process of exploitntion, tho probable cdst of esploitn- 
tioii, nnd tho clinintc and tlie stnte of  industrial clevelopinent of tlie 
locality) ; nnd 

(d) Tile frciglit rutcs by coinnioii cnrrier .to irnportnnt aiurkcts. 
The tinibcr in enc$ particular case will be vulued on.its own nicrits 

und not on tho basis of gciirrnl nvcrnges for regions; lio\vever, tlio 
value pliicctl r i p ”  it, teliing illto consideration sucli factors as those 
inentioiied nbovc, will Lo consistcnt with tlint of tlio other tiinbcr 
in tho rcgion. Tlic Coiiiinissioner will give quo  weig!it uiid considern- 
tioii to niiy niiil all fncts nnd evitlcnco having n bmriiig on tho nmrlict 
value, sucli as cost, nctuul sales nncl transfers of similar propcrtics, 
tlic nin,rgin bctwccn tho colt of prodwtion niid tlio price italizetl 
for tiiiibcr products, nturlict vnliie of stock or chnres, roppltics niid 
rentnls,.vulue Gscd by tlic owiicr for tho puiyose of tlio capitnl stock 
tax, vuluntion for locnl or Stuto tnsntioti, pnrtnorsliip accountings, ’ 

records of litigntioii in which tlie value o f  tlic property lias been in- 
‘volvpcl, tlie aiiiouiit n t  mliicli tlio property mny llam h c n  inveiitoricd 
and/or appruiscd in probnto or siinilur procccditys, disiutercstd 
appriiisals l)y upproved iiie~LlioCls, niid otlicr factors. I‘or JepIction 
piwposcs tlio fuir iniirlict vuliia n t  a specified :Into sIluIl iiot iidiiilo 
any part of tlic value of the lsnd. 

For the purpose of tlio equitable npportionment of doplction 
hetween lessor and lcsses provided by sectiou 23 (!), when the vulue 
of any lensed propcity Iiiust be ascertainctl as of nny specific dide for 
the deterniinntioii of tlie busis for depletion, the mlucs of the equities 
of lessor a i i i I  lessee m y  bo tIrterx;iined eclmatcly, but.,  en deter- 
mitied as of tlie satlie tlnte, slid1 together iicvcr cscecd tlio rulue at  
thnt date of tlie property -in fcc simple. 

Art. 245 0 23 (l)-(rnl 
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Am. 240. Determination of quantity of timber.--Each tuxpayer 
&iming or expecting to claim a dcduction for depletion is required 
to estimate n-ith respect to each sepiinrte timber account the total 
M i t e  (feet board measure, log scule, cords, or other units) of timber 
reaeonably known, or on good evidence believed, to linve esisted on 
the ground on March 1, 1013, or on tlie date of acquisition of tlic 
property, as the case niay be. This estiinntc shall state as nearly as 
possible tho nunibcr of units which would linve bccii found present 
by n careful estimate inrde on tlie specilted dntc with tlie object of 
determining 100 per cent of tlio quantitq of timber n-liich the areu 
would havc produced on tlint dnte if all of the nierclinntuble timber 
had been cut and utilized in nccorcluiicc with the stniidnrds of utiliza- 
tion prevailing in tliat rcgion a t  tlrnt tiale. If subsequently during 
the ownership of the tnxpuyor ninItiiig tile return, as the result of 
the gromtli of tlie timber, of chniiges in dtandards of utilization, of 
losses not otherwisc accounted for, of aboiidonnient of tiiiibcr, or of 
operations or development work, it is ascertniiictl eitlicr by tho tax- 
pnyer or the Coiiiinibsioiier that tliere reniniii 011 tho ground, nvail- 
able for utilization, niore or less units of timber thnn rcninin in tliu 
tiniber account or nccounts 011 the basis of the original estiinntc, then 
tlie original estimate (but not tlie basis for depletion) shull be revised 
and tho unnunl depletion allowance with respect to the propcrty for 
subsequent taxable years shall be based 1111oii tlic rey-iscbd estiiiiatc. 
. ART. 247. Aggregating timber and land for purposes of valuation and 
roconnting.-Witli n view to logical and reusonublu vuluation of tim- 
ber, the taxpayer shrll include his timber in one or inom acconiits. 
I n  general, each sucli account sliall include ull of tho taxpnyer’s 
timber which is located in oiie “blocli,” n bloclr being t i n  opcrution 
unit which includes all of the taxpuyer’s timber wliicli woulcl logi- 
cally go to a singlo given point of manufucture. In those CIISCS i n  
which dio point of manufucture is at  a considcrnblu clibtance, or in  
wliicli the logs or otlier products will probubly be sold in a log or 
otlier Inarlcet, tlio block tiiny be a logging iiiiit which iiicliides all of 
the taxpay8r.s timber which \vould logicidly be removed .by a singlc 
logging development. I n  exceptional cnses, provided there are good 
and substaiitial iwsons, and subject to approval or revisioii by the 
Commissioner 011 andit, tlis taxpayer inwy divide tlic tiiiiber in a 
given bloclc into two or inore accounts, e. g.. timber owiied on Icebru- 
ary 28, 1913, and that piircliasetl sulseqoently may be Itept in sepu- 
ratc.accountg, or timber owiied on Februiiry 28, 1913, n i i d  t l i c b  (iiiil)er 
purchased since that date in heverul distinct truiiwc~tiotis iiiiiy b? 
kept in several distinct accounts, or individunl tree pecic.5 or gimps 
of tree species iiiay be carried in tlistiiict R~’~’0lllit~. q w i a l  tiiiibcr 

Art. 247 9 23 O)-(m) 
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products may be carried in distinct accounts, or blocks mny I>e di- 
vided into two or more accounts based on the character of the t imlm 
and/or its accessibility, or scattered tincts mny be included in scpa- 
rate nccounts. When such n division is made, a proper portion of 
the total raliie or cost, as the case may be, shall be allocated to each 
nccount. 

The timber accounts mentioned in the preceding paragroph shall 
not include any part of tlie vnlue or cost, as the case may be, of the 
land. I n  a manner similar to that prescribed in the foregoing part 
of this article the land in a given “ block ’’ may be carried in a single 
land accouiit or may be divided into two or more accounts on the 
bnsis of its character and/or accessibility. When such a division is 
made, n proper portion of the total value or cost, as the case may 
be, shall be allocated to each account. 

The total value or total cost, as the case may be, of land and timber 
rrhnll bo equitably allocated to the timber and land accounts, rcspec- 
tively. 

of the taxpayer shall be definitely described as to their locntion on 
tho ground either by maps or by legal descriptions. 

For good and substantial reasons to be npproved by the Commis- 
sioner, or ns requircd by the Commissioner, the timber or the land 
accounts may be readjusted by dividing individual accounts, by com- 
bining two or more accounts, or by dividing and recombining 
accounts. 

Am. 248. Timber depletion and depreciation acconntr on books.- 
Every taxpayer chiming or expecting to claim a deduction for de- 
pletion and/or depreciation of timber property (including plnnts, 
improvements, and equipment uscd in connection therewith) shall 
keep nccurate ledger accounts in which shall be rccordcd tho cost or 
other basis provided by section l la (a ) ,  n: the cnse may be, of the 
property, and tlie plonts, improvements, nnd eqnipment, together 
with subsequent allowable cnpital additions to eachhccount and nll 
of the other adjnstmenta provided by section 113(b) and nrticlea 605 
and 606. 

I n  such accounts there slinll be set up separately the qunntity of 
timber, the qunrtity of land, and the quantity of other resources, if 
any, and a proper part of the totnl cost or rnliie shnll be allocated 
to each. These accounts shall be credited with 
the amount of the depreciation and depletion deductions computed 
in accordance with article 240 ench year, or t!ie smount of the de- 
preciation and depletion shall be credited to deprecintion and deple- 

Each of the several land and timber accounts carried on the books. 

(See article 247.) 
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tion rcservc accouds, to tlic end thnt wheii the siiiii of the credits for 
tlcpreciutioii and depletion cqiiuls tlie cost or other basis of the prop- 
erty, plus subsequent nllownblc ctipittd ntlditions, go further cleduc- 
tion for delweciution ai l t i  dcpletion will be uIIowe(I. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
1111 cunipiitin~ iict income there blii i l l  be ullowed 11s dei1uciloiia:j 
(n) Charitable and other oontribntlon8.--Ie the ( w e  of nil iudlr'ldual, 

co~~trlbiilioua OL' glI't6 irriitlc w i i l i l ~ i  tlic t i i r t i lh  yc;ir to or for tlic 
use of :  

(1) the L X t d  p i t ea ,  riiiy Stiitc. Territory, or m y  polltlcnl sull- 
dlrisioii ttic~reof, or tlie 1)lwtrlct of C'oluiiibln, for c-rcitisivelg pulitic 
pIlrposeY ; 

( 2 )  II corporation, or trust, or clmni i i i i ty  chcet, rullll, or fouridn- 
tloii. orptinleed iund oprrtited cxcluniwly for re1lglou.q. chiirltribie, 

of cruelty to clilldreii or anlinela. nl, purt of the net enriiliign of 
which h i r e s  to the kiiefit of nny privutc sliurelioltler or fiidlvldiiiil : 

(3)  the p)wdi i l  fu i ic l  for vcciitloiitil rebnhllltutloil nutluwlzetl 
by clcctloii 12 of I l r e  \Vorl(l Wtir 1'ctcr:liis' Act, 1024 ; 

( 4 )  posts or orgriiiiuiitlonu of war  wtiwwa, or nurlllarg units 
or eocietlea of niiy siich Imts or orpiiiiiziiiIoiiR. If tqi(:ti porrta, 
or;miilzntloiis, nultr. or socit,ties are orgiiiilzc~d I n  the Uiiltcil St:rtt-e , 

or riiy of its ~ i o ~ . q t ~ a 4 1 m ,  i i i i t l  If 110 piirt LC their iirt I ~ I I I ~ I I I ~  
liiurra to ths benrflt of uriy prlvute xhrre!ioldcr or liidlrldunl: or 

(5)  n friitiwinl ~t~c!e ty ,  order, or nwsocifltioii, optvntliig uiider 
tlie lodge ~ y s l ( ~ i i i ,  bnl oiily If rricli coiitrll~utloiis ~ ; r  gifts nri! LO be 
nscd i~rcluslvely for ri~li~loiw, clitirlt:~l)lc, wieiitItL.. Iltwary, or 
educntloniil piirpostw, or f~ir the Iirevriitlon of crucltg to elilldreri 

to nil unionut wliicli 111 ell tlie iibove iww rou~liii~tcl doe8 iict eswed 
13 per ceiiiiiiu c i f  the taxpuycr's i ie l  liicoine u s  ci)ml)utc!il mltliout the 
1)encflt of tlils rnli?it~rtloii. Such co~itrlbiitloiis or gifts flinll I)e nllow- 
nblc ns il*dectlniis oiilg I f  verified aiitlrr riiles ~ i i i d  vegoliitloils pre. 
scrlkd hy tlir Coniliilrslwer. wltli I be nlrpruvnl of the Becretrirg. 
(For uiillrnltcil dcduc4lon If cor~trlnulio~is I I I I ~  girts CXCCC~I DO prr 
cerituiii of the i iet  i i i w i i i v .  rcc Eec*tiori 120.) 

8clelltlfiC. ~ I t C ~ I l V ) ' ,  01' \ ? t l U c l l ~ ~ O l l ~ l  ]Jllr1ltJhl?S~ Ul' fOl' tile ~ ~ r C V ~ ! l l t ~ O I l  

Or l l U ~ l l i ~ l ~ ~  ; 

ART. 261. Contributions or gifts by individuals.-Contributions or 
gifts made nitliiii the tnxiible year by i i n  iiitlividnal are tleductiblc 
to an aggregate nnioiint not in escess o t  15 per cent of tlic tiixpayer'a 
net incoriic (iiicliirling such pttynients), if ni:ide to or for the use of: 
, (a) The Uiiitetl States, tlie District of Coloinbiu, or any S a t e  or 

Territory or political subdivision Ihweof, for excliisicely publio 
p11rpmSm ; 
(6) .\ corportition, or trust, or coiiiiiiiiiiity ciiest, fund, or fowl- 

dation, organized and operated exclusively for religi.oiis, c:hnritablc, 
scientific, literary, 01 cclucationnl piirposes, or for the prevention of 
cruelty to childroi t ~ r  aiiininls, but only if ng pait of the net earnings 

.. 
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inures to the benefit, of nny privnte slinreholder or individunl (see 
nrticle 527) ; 

(c) The spciiil fiincl for vocrtioiial reliabilitation nuthorised by 
mtioii  12 of the World Wur V e t c r d  Act, 1024; 

( d )  Posts or or&nliizatiow of ivtw veteruns, or auxiliary units or 
societies of any such posts or orgunieations, if such po..ts, orgnniza- 
tioiis, anits, or societies are organized in the United States or niiy of 
its possessio~~s, nnd if no pnrt of their net earnings iniircs to the 
benefit of any private shareholder or indiviclunl ; or 

( e )  A frateriinl society, order, or association, operating under tho 
lodgc system, but only if such contributions or giits are to be used 
cvclusively for religious, clinritrble, scientific, liternry, or educa- 
tionnl piirposes, or for the preventioir of criielty to children or 
niiininls. 

If, during tlic taxable year nnd ench of tho 10 preceding tasnblo 
ycars, the ainoimt contributed in all the above cases conibined plus 
the iiiiiouiit of iiicoinc, war-profits, or excess-profits tnxes paid 
during sucli year iii respect of preceding tnxable years exceeds 90 
per cent of the taxpayer's net inconie for each such year, as coni- 
puted without the benefit of this nrticle, thc full nmount of such 
contributions and gifts made within the tnxnblc yenr is deductible. 
(See section 120.) 

In connection with chinis for deductions under this nrticle, there 
shall be stnted on rcturns of income tlic iinnio nnrl ncldress of each 
orgnnixution to which n gift was nude nnd'tlie npproximnte date 
nnd tile ciiiouiit. of the gift in mcIi case. Where the- gift  is other 
tliiin iiioiiey, t,lw basis for cnlculiitiou of the aiiiount thereof sliull be 
the fair ninrlrct value of tho property at  the time of tlie gift. His 
1;roportionntc share of contribiltions made by a partnership may be 
claiiiicd as n clcduction in the personnl return of n partner to nn 
niiioiiiit which, when nclded to the niiiount of contribiltions made by 
the pnrtner inclividuully nnd clnimed as a deduction, is not in excess 
of 15 per cent of the partner's net inconie computed without the bene- 
fit of the clecliiction for mitributions. As to deduction of contribu- 
tions by pnrtnersliips, see section 183 and article 901. I n  the caso 
of a nonyesident nlien individual or n citizen of the United States 
entitled to tlie benefits of section 251, see sections 213(c) and 451 and 
articles 1051 nnd 1133. This article does not npply to  gifts by 
estates and trusts (see section 1G2 and article SG2) ,  nor does it npply 
to corporations. 

Aim. 202. Donations by corporatiom.-Corporiltions nre not entitled 
to deduct froin gross ii!come contributions or gifts wliicli individuals 
may deduct iiiri(er section PS (n). Donations by n corporation for 

Art. 2G2 I 23. (n) 
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uddition (2) one-tenth of II rctironable iinroiiiit trunsferrccl or pnid 
to  the trust (luring the t;isiible y i i r  to cover in whole or in part the 
prescnt vuliie of tlic espet!tctl future puyiivrits in irspcct of prnsions 
granted to eaiplops rcltirrd prior to tlic tusullc yiw,  or so trnns- 
ferred or paid to plni*:: tlie trust on u soiintl fiiiiinc.inl basis, din11 
b uilowed as 11 iletluc.tion for t l i v  tnsii lh y i i r  n a i l  for ciic.li of tlie 
ninc succeeding tnsnble yews. 

Rensonnble pn~riirnts riiadc by nn eiiiployor (hiring tlie tnsiille 
year directly to pensioners on uccoiint of 1)eiisionu in respect of 
which no paynreiit lius becn iiratle to ti pension trust diall be ellowed 
us a deduction froni gross inroiiic for sii(*Ii y i w  ns 1111 ordinary ant1 
1;eccssnry biisinrss csptwi*. 

I n  no case will uiiy iiiiioiiirt be allowed as n clecliictioa tinder this 
article which wus iillowrrblc us 11 tlctliictioil froin gross incoinc for 
uny prior year. Wlrerc II dduction froni gro:is income is cluitiied 
on account of pnyiirents to iiii einpIopres’ piwoioii trust, n copy of tlie 
pension plan (with iiinendiiwrtn, if H I I F )  untl of tlic uctiiurial com- 
putation upon which tlic clcdnrtion is bused, togetller with a detailed 
statement of tlie receipts and tlisbiirscnlents of the trust, s b r ~ l d  be. 
fikd with the return. 

The riglit to a tlcductiotr iuitlcr section !?:3(q) will b recogiiireil 
in cnscs where tlie pcnsion triist niny not bit prpctiiul, provided tlic 
trust is of such a cliuractcr us to evidence good fuitli on tlic part of 
the cniploycr actually to pay tlie iiiiiounts tiwstectl for anployees’ 
pension purposes. H<J\YWCI*, slic;iiltl any portion of the fmids of a 
perision trust revert to the possession? owncrsliip, or control of the 
emploFer by reason of tho ternlitintion of the triicrt or otliertvise, 
such anioiint (cscept to the estent tliut i t  rcyrcwntw a prgmcnt to 
the pcnsion trust iiracle by tlic eai1)loger i n  accorclanc-e with the 
pension plnn nnd puruiirnt to pnriigrupli ( ( 1 )  or (6) of this article, 
and not theretofore allowed as a detluction to tlic emplojcr) sl1nIl 
be returned as income by tlic eniplojc,* for tliF ttisublc yenr iii \vltiB 
it so reverts, unless prior to tlic closc of sych yair i t  sllull h re- 
trusteed for the benefit of employccx nnder ~)roviwionn sntisfuctory 
to the Commissioner, 

h pension trust maintained by iiffiliuteil cor )(,ratiulis for tllc escla- 
sive benefit of their employees is rvitliin the ~ o p ,  i of =(*tioils 2:) (q) 
nnd 165. 

Ezar?ple-Accwds ir t  rctlrwica of p,crtdon$ yjojrted: 111 1 9 8  tllc 
31 Company adopted n reasonnble pension i h n  ntid cstnblisIrcc1 a 
pcnsim trust which wis esenipt from t r x  iiii(1er fietion 183. 1)uring 
the gear and upon thc busis of an nctutiria\I coinptltntion the com- 

;I 

Art. 271 § 23 ( c l )  
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The nmount of $3G0,000 paid to pensioners is not allowablo as a 
deductioil for income tax purpmcs, sinco i t  was paid by the pension 
trust nnd not by the N Company. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[ In  roniputlng net iiiconie there sliull be allowed ns dcductfolis :] 
(r) Lliultotlon on stock losses.- 

(1) Losses froni MI~S or cxchiingm of stocks nnd bonds (as 
d c h n d  IU Eubsectlon ( t )  of tliis section!) whicii a re  not cnpitnl 
assets (a9  defined hi section 101) shall be (rllowcd orily to the esterit 
of the gnliis frcm sucli sales or erclinnges (lnclucli~ig gnliis wlilch 
may be derived by a taspnyer from the retirenieut of 111s owu 
obligii tlons). 

(2) Losses dl~ulloived as a cleductlon by pnrngrnpli ( I ) ,  com- 
puted wlthout regard to nny losses sustaliied durlnp tire preccdlng 
tasnble yenr, slirill, to  a n  amount not In  escese of tlie tnslmyer’s 
net income for tlie tnxnble year, be corislclered for the Iiurpnscs 
of thls title na losses siistnlncd iu the succ~edlng tnxable year froin 
sales or exclinngcs oC stocks or boiitlv wblch are not cul)ltnl nssets. 

‘(3) Thls subsectloii shall not api~ly  to a denler in eecurltles (as 
to stocks and bonds ncqulreb for resale to customers) In respect 
of transactioris In tlic ordinary course of hls busliiess, nor to n 
bank or trust coniiiniiy Iiicorporated uiicler tlie laws of the United 
States or of nny State or Torrltury, nor to1 persona cnrrylng on the 
bankliig buslness (wlicre the recelpt of deposlts constitutes a 
mnjor part of siich business) In respect’ of trnusnctlons in the 
ordinary coiirse oC such bank1:ig buslness. ’ 

(a) Same-Short S3leS.--FOr the purposes of thls tltlc, gnlns o r , l o s r s  
(A) from 8hor.t bnka of stocks and bonds, or ( B )  attrlbutable to  
prlvlleges or options to buy c: sell such stocks nnd bonds, or (C) from 
ralrs or crchnngcs oC siicli prlvllc~es or cli)tluns, shull be consldered 
ns gttlns or losses froiii siileo or exclinnpes IJC stocks or bonds ~rlil~li nre 
not cnpltal nssets. 

, t )  Dellnltlon of itocki and bonds.-As uscd In subscctlons ( r )  and 
(s ) ,  thc tcrm “tikicks nnd boiids” menus (I) shares of stock In nny 
corporatloii, 02 (2) rlglits to subscribe for or to recelve such elinres, 
or (3)  bonds. debentures, notes, or certiflcntcs or other cvldences of 
lndebtediicss, h u e d .  by uny corlmntlon (other tiinn a goverwuent or 
polltlcnl subdlvlslon tliercof) , wlth interest coupons or In reglstcred 
form, or (4 )  certlflcntes of proflt, 3r of iiiterea in prowrty or accuiuu- 
Iatlona, in nny Inrcstmmt trust o r  nlmilnr orgnnlzntion lioldirlg or  
dcallng In nng of tlie iiistrunicn’3 menttoned or descrlhcl In tlilu sub- 
section, rcgardless of whetlicr Qr not such lnrcstment trust or slr~illur 
orpnlzntloli confititutes a corporutlon witliln tlie nieanlrip of tlile Act 

ART. 2i2. Limitations on deductions for lotaes from sales nnd exchanges 
of stocks and bonde.--Seciion 23 (r) proriclcs thnt losses froiii sulcs 
or exchanges of stocks nnd bonds, as dcfincd in ooctioli 23 ( t ) ,  which 
are not capital nssctc as dcfinccl in scctian 101 (see article 501) uro 
deductible only to tlio extcnt of the gniris from such sales or es- 
changes (including p i n s  which may be derived by a taxpayer froiii 

, 
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t 

I 

the retireinciit of his own obligations). Unclcr scctioii 23 ( r ) ,  i f  
tho losscs from sn1c.s or  cschnngcs of ~ t o c l i ~  and bonds wliicli nro not 
cnpitnl nsscts escccd tlio p i n s  from such transnctions, siicli csccss 
niay be carricd forward nnd applied against the gains froiii siaiilnr 
tronsnctions iti tho succceding tnxable ycnr, providcd, first, tliiit 

thero is subtrncted from sucli oxccss the nniount of any losscs 
brouglit forward froni tho prccetling tnxablo year, nntl, sccond, tlint 
the rcninintlcr may not bo carried forward in nn amount oscccding 
the net inconio (as defincd in scction 21) of tlio taxpayer for tho tns- 
nLle ycnr. Scction P3 ( r )  doea not apply to n dcnlcr in sccuritics (ns 
to stocks nnd bontb ncqiiircd for rcsnlo to customers) in rcspcct of 
transactions in tho ordinary cowso of his business, nor to n bank or 
trust company incorporated’i~ndcr the laws of tho United Stntcs or of 
any s ta t0  or ‘hrritory, nor to pcrsoris cnrrying on tho banking busi- 
ness (whcro tlic reccipt of deposits constitiitcs n mojor part of such 
biisincss) in respect of transactions in the ordinary coiipso of siicli 
bnnlring busincss. The tcrm “dcnlcr in scciiritics” ns used in this 
nrticlo mcans R denlcr in sccuritics as &lined in nrticlo 105 (rcloting 
to iiiveiitorics by clcnlcrs in sccuritics). 

Rwinplc (I) : For the tnxnblo ycar 1032 tho net incornc of A (w111) 
\vns not n pcison dcscribccl in  scction 23 ( r )  (8 ) )  from snlnrics, divi- 
&mils, n i i t l  rcnts mns $;10,000. XI0 lind losscs nnd gaiirs froiii snles 
of stocks nnd bonds as follor\-s: 
1,nsricts froui sn1i.s oC rtoclir and bonds wlilch acre  not cnpltril nswls 

(cninpiirct1 wllliniit rcgard to any lusses sustnlncd durlng tho 
prmwlliig Insalilo ycnr) ______________________________________ $21100. OOi) 

(inins f r m  s n l w  nf stocks nntl bonds wlilch wcrc not cnpltnl assCln--_ lW.oC)o 

Ksccss n l  losses OWP m i i i s  _________________________________ IW, rick) 

‘l’hc nnioiint nllo\vnhlo ns n dcduction for tho tnxnble ycnr 1932 
for tlie losscs from tlic snlo of stocks ant1 bonds is l i n i i h l  to 
$100,000. ’l’lic cxccss of tho losscs over tho gains ($tOO,MK)) i* 
not dediictil)Ic, I)nt t l io  aniount of such excess not cxcccding thc iirt. 
income of A for tho tnxahlu~gcnr 11933 ($.iO,OOO) may k cni*ric.tI 
forwnrrl nnil npplicil against tho gnins from similar trnnsnct ioiis 
for the tnxnblo year 1033. 

I!’n*trmple (3) : For thc t n s n l h  year 103: the net income of A ( w l i o  
wns not a prson  rlcscrilbd in section 23 ( r )  (3)) from snlnriw, rliri- 
tlciirls, ~ i i t l  rvnts wss $lOO,OOO. 110 hnd Iosscs nnd p i n s  froin snlw 
of stocks ant1 Imiicls ns follows : 
1m.w lroni CIIICR nf stocks nnil Iioii~ls wl~lcli nVoro ant cnpltril nnuctu 

( c . c 1 i i i ~ c i 1 c 4  wi~liiiiit rrKiiril 10 nng Irisrc* ~iis;ti~lnc!d 1111r111g tho .irwc.il- 
1,ig tjiviiln;(b y ~ r )  .. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $IX, (Nu 

’ 
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Excess of tutnl losses over gnlris --__--_______________________ 125,000 

‘lh unrount allowable as a deduction for tlie taxable year 1983 for 
the losses from tlie sale of stocks and bonds is limited to $100,000. 
‘l’lie excess of the losses over tlie gains ($i125,000) is not deductible. 
Since tlie uiiiouiit of such CSC~SS ($125,090), less the losses carried 
forward froin the tnsnble year 1032 ($50,000), or $75,000, does not 
~ s c c e d  A’s net iiicoiiic for the, taxable year 1933 ($100,000), the en- 
tire !$75,oOO niiiy bc carried forward and :applied ngainst the p i n s  
from siiiiiliir trunsuctions for the tusable year 1934. 

1SxciniyTc ( 3 )  : For tlie taxable year 1934 the net incomo of A (who 
wis not 11 person dcscribctl in scction 23 (11) (3) )  from salaries, divi- 
cleiids, ant1 rents \vus $150,000. IIe liutl  l p e s  niid gains .from oulcs 
of stocks and boiids ns follows : 
I.osncs from  stile^ of stocks it1111 bolids w l i l d l  \ \we not cit(l1lul usseta 

(eoinliutecl wltl ioi i t  regard to any ~osucs austttljec1 (Iurliig LIW proccd- 
iiig titxiib~e y w r )  

IAiir:scs from slinilrir trunsnctlons currii*tl ~dr\r.urtlItiGtlie taxable yeur 

I 
I 

___________*___  $:G, OCW) 

llY3:1______-________--___-------_------_- -_-- 4 _____-______________ 75, OOO 

To1ul Iclsstw _-----__--------------------- 1 ------------____ *___ 110, oou 

I.:rc.css of total losscs ovcr piiiis _ _ _ _ _ _ _ _ _  )r _--_-_-_________c___ 10,oM) 

-- 
I 

C;it:nu from snlivj of stocks untl biiiidv wlilcli \ v~rc  uot ciiliitul nsacts- 100, 000 -- 

The amount iillomnblc as a detluction fof the tnxiible yenr 1034 for 
t l i u  lossi*s from tho snle of stoklts qnrl boprls is liiiiitctl to $100,000. 
‘J’Iiti csccss of tho losyes over the guins ($10,000) is not dcdiictib!e. 
After subtrncting from sucli csccss ($10,000) the arnouirt of tlic 
losses broiiglit forward from tlic precccling ycar ($75,000), tlicrc is 
no rciiiiiinrlcr to bc ciirricd forward nntl  upplied against tlie gnins 
froiii similnr transnctions for the t:isal)lo yciir 1035. 

Eiwi/ryZc ( 4 )  : For the tasable year 1933 tlie operating net incollie 
of tho 11 Corporation (which was not u. l’crson ilcscribcd in SCCtitJli 

23 (r) (3)) was $2t)0,000. ‘l’he corporation Iiud losscs ancI gains 
from sales of stcclts nnd bonds ns follows : 
Losrjcs from h i e s  of stocks ond bonds Whlclt were c i i ~ i ~ t i t ~  IISNC‘~S---- $100, OW 

3msca from stiles or stocks und bonds wliiclt were not cnliltni ntwcts 
(conipiited nltliout regard to any losses siistnluetl ditriitg the p r e  
cciillig ttixuble yeur) __________.._____________________________---- 23,000 

-- 
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Losses frcm sillliliil* triiiianctioira curried forwnrtl froin tlic Iiisiilde 

year 1n32 --------------------------------------------------...-- $5.. u(K) 

l h t i i l  I~IWW Croni mlcs of stocks tinti b~ittlu wlilcli \ ~ ~ r e  not 
ciipltiil iissetn .M, 000 

( : I I I I I S  r r m i  Rtilcs oe stocks niitl bonds dilrti were nnt cnpiial iissctn-- ~5,000 

TIN entire amount of the losses f-om tlic sales of stocks H I N ~  bonds 
which \vcre capital nssets ($100,000) is clecluctible. The entire 
amount of the losscs from the sale of stocks and bonds wliicli were 
not cnpitnl nssets ($50,000) is also deductible since such nmount does 
not csceecl the gain froin such transnctions ($i5,OOO). There is no 
escess of siich losses to be carried forward and applied agiiinst 
similar trnnsactions for the tasable yew 1‘334. 

For the purposes of Title I of the Act, gnins or losscs ( a )  froill 
short sales of stocks and bonds, or ( b )  attributable to privileges or 
options to buy or sell such stocks and boiids, or (c) from sales or ex- 
changes of such privileges or options, uro to bo cansitlcrcd RS gnins 
or losses from sales or exchanges of stocks nntl bonds which APC not 
cnpital assets. 
As used in this article the term “stocks atrd bonds ” Ineniis (I) 

shares of stock in nny corporation, or (2 )  rights to subscribe for OF 
to receive such ghnres, or (3) bonds, debentures, notes, or certificates 
or other evidences of indebtedness, issued by any corporation (other 
than a government cr  political eubdivision thereof), with interest 
coupons or in registered form, or (4)  certificates of profit, or of 
interest in pioperty or accumulations, in any investment trust or 
similar organization holding or clenling in any of tlio instruments 
mentioned or described in section 2;) ( t ) ,  regardless cif whcther or 
not such investnient trust or siniilar orgnnieation constitiitcs a 
Corporation within the menning of tho Act. 

See further suction 101 and articles 501-003 as to capital iirt giiiirs 
and capital net losses. 

SEC. 24. ITEMS NOT DEDUCTIBLE. 

ctisc be ui~invvrc~ 111 ‘respwl of- 
(a)  Oenernl rule.-In caiiiputlng nct Incoiiie no dcduclloli sliitll I I I  I I I I ~  

(1) Personal. Ilvlng. or fnmily crpiises; 
(2) m y  omount puld out fur ncw bi~lftll~rgs or for Inwuoiiciit 

IIiiprovrmcrita or bcttcrnirntn mntle t o  fncrcanc the rnl~to CJC niig 
properry or estuie; 

(3 )  Any nninuiit cxpcntlcd 11: rcstorl~ig propcrty or in iiinklng 
good tbe exhaustion tlicreof for \~Iilc11 an nllowanco Is or Ii:is been 
innde; or 
(4) premiuiiis paid on nny 11re i ~ i s i i r ~ ~ ~ c c  policy coverlug IIIC life 

of niiy omcer or cniplnyce, or of nliy pcrson fltiitnclnlly liitercatcd 
111 any trade or borliirrjs ciirrlcvi 011 Iiy Ute tuymyer. whcm ~ I I C  tnx- 
ptiyrr Is dlrccllr or Indlrcctly n I~cw4Ic.lnry uiitlt*r sacli lwlley. 

Art. 272 3 24 
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Ko d~tluction shall be allowrd in the ca5e of D l i f u  or teriiiinable 
intcrwt acquired by gift, bcqiiest, or inlierituiice, where the estate 
or trust is entitlcrl to a cletluction iindcr tlie Act but there is no 
reduction of tho incoine of tlio life or teriiiinuble interest. For 
esainple, an cstato or a trust in a certain State sells securities a t  a 
loss; if, under the 1111~s of t l i ~ t  State, the beneficitiry suffers no actual 
loss, then even though the estate or trust is permitted to’decluct such 
loss in nial<ing its retu~~ii, the beneficiary wliose income has not been 
diniinislicd thcrcby is not entitled to n clcduction on accoiuit of such 
lass, but iiiust inclutle in his return the full anioiint distributed or 
distributable. (See scction 1G2 and nrticlo 802.) However, in the 
case of property held by one person for life with remainder to 
another person nod in tibe case of property :held in trust, sce section 
23 (It) and article 201 ns to dcprecintion and section 23 (1) and 
article 221 as to depletion. 

SEC. 25. CREDITS OF INDIVIDUAL AGAINST NET INCOME. 

for the surtax. the folloWln6 CrPdltR ngnlrist the net Income: 
There rlinll be nllowed for the purpose of pie normnl tnx, but not 

(a) Dividend8.-The nmount received a s  dIvk!ei~ds- 
(I)  from a domestlc corporatlon which Is subject to tnxntlon 

under thls tltlc, or 
(2) frorn n lorelgn corporirllon when I t  1s nhown to the scitlsfnc- 

tlon of tlie Comnllssloncr thnt more t h u  50 per centum of the gross 
lncoine of auch fore1611 COrporRtlOn for the thrre-ycnr ~)erlod endlng 
nlth  tlie closo of its lnxnble rear preccdlne tho declnrntlon of such 
dlvldends (or for such pnrt of such perlod us the corporation htis 
been In exlstencc) nns deritcd from s o u p i  nltliln tho Unltcd 
States a s  dcterrnlactl undcr the prorlsloos of sectlon 110. 

Tlic crcdlt allowed by thls subsection shnll not 110 ollo\vcd In 
resycct of dlvlclenda rccclvcd from a corporatlon orgniilmacl uiidcr the 
Chlna Trndo Act, 19’33, or from a corporatlon irhlch nnder scctlon 
231 18 tnxnble only uu Its gross inconie rrorn solirces wltlrlo the Unlted 
Stntes by rcnaon of Its recelvlng f l  lurge percentnze of Its gross lncorrio 
from sourccs nlthln a possevslon of (lie Uultcd Slntes. 

(b) Interest on United States obllgatlona.-The nmount rcrclved us 
Intcrcst upon obllgntlons of the Uiiltcd S1iitc.s ublch Is Includcd In 
gross lnconie under rectlon 23. 

(c) Personal exemption.-In the cnse of a slngle person, n persotin1 
excniptlon of $l,OOO; or in the cnse of tho hcnd of a fnrnlly or n I I W -  

rled person llvlng rvlth. husband or wlfe. a Iwrsoucll exrinptloa of 
$2,500. A husbnnd mid wlfo llvlilg togcther sliull rctelvc but one 
pcrsonnl exeriiptlon. The nniouiit of buch pcrsou:il cxemytllin ~ 1 1 1 1 1 1  
be $4.600. If  such 11iisbntId nud nllo iiinlte srparnle rc.turiln, the 
yersonnl -xemptlon niny be tiikcn I)g rlllicr (ir dlvltled betircrn t I r c m .  

(d) Credit for dependenta.-$-100 Por eiicli person (otlier tlinri Iiiialiniid 

or wire) dependent upoil niid rcwi.i\liig 111s clilcl‘ sulqwrt frtuii the 
tnipnrer l P  euch depeiidcnt person la uiidcr clglitccbil yriirtl of age 
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or Is incnpable of wl f -~upl~or t  because uieiitully (ir p1iyric:illp defec- 
the. 

( a )  Change of rtatus.-IC the atutuo of the tuxgtiyer, I n  80 far a s  I t  
aflectx the yt.rrionnl exeniptloii or credlt for dependents. chiloges dur- 
Ing the tnxnble year. tlic personnl exemytlon aud credlt shall he nppop 
tloned, uuder rules aud regulntions prescribed by the Conimksloner 
with tlie approvnl of the Secretary, iu accordance with the niiluher of 
mouth8 before and aiter such Chimge. For the purpose of slyh appor- 
tionmeiit a fructloual pnrt of a month shall be dlsregnrded unless I t  
nluounts to more thaii half n luonlh In wlr1i.h cnrje I t  shnll be cousltlerLd 
118 n month. ‘ 

t1n.r. 291. Credits of individual against net income.-(a) For tlie pur- 
pose of computing the normal tax the taxpnyer’s net income as 
determined pursuant to sections 21-24 is first reduced by the sum of 
the allowable credits. These include dividends (as defined in section 
115 and article 621) received from a domestic corporation wliicli is 
subject to taxation under Title I of the Act (other than a corporn- 
tion entitled to tlie benefits of section 251, or other.thnn a corporr- 
tioii organized under the China Trade Act, 11M2), or from a foreign 
corporntion when it is shown to the satisfaction of the Coinmissioner 
that  niore than 80 per cent of the gross income of uucli foreign cor- 
poration for the &year period eliding with the close of i ts  tax- 
able yenr preceding tlie cleclaration of such dividends (or for siicli 
part of such period as the corporation has been in eristcncc) was 
derived from sources within tho United States ns determined uiider 
the provisions of section 110 (see articles 071484); interest not 
entirely cxempt from tax (and hence included in gross income) 
received upon obligations of the Unitcd Stntw; n persolin1 escmptioii; 
and a credit for dependents. Consequently, tlie normal tas  does not 
apply to the dividends just described nor to interest on any obliga- 
tions of the United States. (Seo section 22 (b) (4) and nrticles 87 
and 88.) For the purpose of computing tho snrtnx the taxpnyer’n 
net income is entitled to nono of these credits. 

( b )  A single person is eiititlcd to n personal exemptioii of $1,000 
nncl the head of a family or a married person living with husband 
or wife to $2,500, regardless of tlie nniouiit of the net income. A 
hiisband and wifw living togcther have but onc personal exemption, 
which is $2,600. If they inulie soparnte rctiirns, euch may clniin ono- 
half of the porsonal exemption, or such exemption mny, in accord-ace 
with an agreement entered into by them, b taken by either or 
divided between tlieni in any proportion. 
ART, 202. Penonal exemption of head of family.-A hend of a fnmily 

is an individiial who actually supports and mnintains in one house- 
hold one or inore individuals who nre closely coiinected with him by 

Art. 292 8 25 
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blood rclntionsliip, rc4iitioiisliip by riinrringc!, or hy adoption, and 
nliose riglit to cstwise flllidy c*oiitr*ol a i d  pi*ovide for tliesc dapend- 
ent individunls is based upon sonic morcil or legal obligation. In 
tho absence of contiiious nctuid rcsitlei1cc together, whcther or not 
u pcrson wit11 c l e p e n h t  rchtivcs is n Iientl of n fninily within the 
iiicnning of the Act must tlcpnd on tlic clitirricter of the sepnra- 
tion. If n fatlirr is abscnt on hsiness, or n child or other dcpenil- 
cnt is n\wy a t  sdiool or 0 1 1  11 visit, tlie ron~n~on lionie h i n g  still 
inaiiitnincd, tlic additionid cxenipt ion npplies. If, inorcover, through 
force of circ1inist:inccs n ptircnt is oldigctl to niaintnin his dependent 
cliildren with relutivcs or i n  n boarding lioiiso mliile he lives else- 
where, the ndditionnl eseniplioii iiiiiy still npply. If, however, with- 
out necessity tlie dcpcntlcnt continuously mnlres his honio elsewhere, 
his bcnefnctor is not thu head of n fiiniily, irrespectiva of tlie ques- 
tion of support. A reaideat nlieii with cliilclren abroad is not thcrcby 
cntit~ed to crctlit ns tlie IicntI of u friniily. '11s to tile amount of tile 
exemption, see iirticlr 291. 

ART. 2!):\. Personal exemption of married person.-In tlic cnse of a 
ninrriecl n i u n  or ninrricd n'oiii~n the joint csemption replnccs the 
individiinl rxrinption orily i f  tho iiinii lives with hie wife or the 
woman lives with lirr Iiusbiind. I n  thc nbscnco of continuoris actlinl 
resitlcncc together, \vhet.lier or not a i i inn or woman hns a wife or 
hiisbnnrl living with liini or lirr within tlie niennillg of the Act 
iniist depcnd on the clinrnctcr of the sc!pnrat@. I f  inerely occnsion. 
nlly und teinporurily n wife is away 0 1 1  a visit or a litIsbnn(1 is nway 
on biisinesx, the joint homo licing ninintitine,tl, the nclditiollnl eseinp- 
tion npp1ic.e. The iinavoitlublc nbstac.o of k wife or husband nt a 
sunntorium or. nsyliiin on nccouiit of illness does iiot l)reclude clniin- 
ing tho exemption. If, liosevcr, the hasblind voluiitarily nnd con- 
tiniiously inalccs liis hoiiic n t  ant! plure nnd tlic wife 11,ers a t  nnotber, 
tliey are not living togetlier w i ~ i i n  tho nieaiiing of the Act, irre- 
sl)cctivo of their porsonnl relations. A rcsident nlicn with a mifc 
residing nl)roiul is not riititlrcl to tlic joiiit escniption. 

ART. 294. Credit for dependents.-A tuspqpr ,  other than n 11011- 

resident nlicii who is not u resident of Cunudu or Mexico (see section 
214), receives I I  credit of $400 for ciicli person (other than liusbnnd 
or wife), whttlicr rclutccl to liim or not nnd wlietlier living \\.ith liilii 
or not, tlci~cntlent upoii and receiving his chief onyport from tile 
tnspnycr, provitlecl the depcndent is either ( a )  under 18, or ( b )  
incnpalle of self-slipport becniistt defective. , ' 

The credit is bused upon actual finnncinl clependency anrl not 
iiiere legiil tlcpenthcy. I t  niiiy accrue to n taxpayer who is not the 
head of II faiiiily. But u fatlier whose cilildren receive half or more 

Akt. 294 Art. 293 5 23 



104 INCOME TAX RSOULATlOX-8 

Ezan,pZc (3): A and B were mnrried and living together uiitil 
Novcniber 30, 1935, whcn 13, the wifc, died. They had no depend- 
ents. The executor or adniinistretor in making a return for B, may 
clnim n personal exemption of $1,220.1G; that is, '/a of 44 of $2:500, or  
$1,115.83, for the period from the beginning of the tusable year to 
the date of tlie decedent's clentli, plus 1'5 of $l,OOO, or $83.33, for tlie 
period from tlia date of the dcccclent's death to thc close of the 
taxable year. I f  A, the surviving spouse, iiialtes a rctiirn for 1938 
on tlia calendrr year basis, he iiiay claim a personal eseniption of 
$1,229.16; that is, $5 of #d of $2,500, or $1,145.83, plus tg of $1,000, 
or $83.33. However, the conibined personal euemptioli of A and 
B for thc period during which tliey were married and living to- 
gether, that is, ++ of $2,500, or $2,201.67, may by agreement be tulien 
either by A, or by B's esecutor or ndiiiiiiistrntor in beliulf of B, or 
divided between them in any proportion. 

Example (4) 2 A furiiislred the chief support of a child under 18 
ycan of age until the death of the cliild on June 20, 1032. I f  A files 
n return on the calendar year basis for 1932, he is eatitled, in addition 
to the personal exemption allowed under wction 25 (c), to a creilit 
for dependents in the amount of @OO; that is, 

Exuniple (6): A and B were niarried wid livilig together uiitil 
June 30, 1032, when A, tlie husband, died. Prior to the date of 
death, A wns the chief support of a child 10 years of age. B, the 
burviving spouse, was the chief support of the cliild during the re- 
maindoreof tlie year. If I) iiinkes n roturn for 1032 on the colendnr 
ycnr basis, she is entitled, in addition to @ persolin1 exemption, to 
a credit foi. dependents in tlie amount of $200; thnt is, & of am. 
The executor or administrator in malting a rcturn for A ie entitled, 
in addition to a personal esenlption, to a credit for dependents in 
the amount of $200; that is, h of $400. 

of $400. 

SEC. 26. CREDITS OF CORPORATION AGAINST NET INCOME. 
For the puipose only of the tax Inlposed Ijg sectlon 13 there shall I)e 

allowed as a credit ngaiust iict inconic tile n i n b u ~ ~ t  recelveci a s  iiltelest 
upon obllgntlons of tlic United Stntw ~ 1 1 1 ~ 1 ~  is Included 1u gross iiicolue 
undcr wctloii LZ. 

ART. 301. Credit allowed corporations.-A corporation is entitled to 
a credit against net income for the purpose of tlie tau imposed by 
section 13 of the amount received as interest upon obligation4 of tlie 
United States which is included in gross income under section 22. 
Accordingly a corporation is not required to pay'any incoine t a r  89 
interest received upon obligations of the United States. 
As to the allowance of credit against net incollie in the cam of 

foreign corporations, see srction 233. 

Art  301 0 26 
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SEC. 31. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

Tlie nmouut of Iiicomr, war-poflts, and exccnrc-l)ruflts tnxes lOlPoBed 
by forelgn coiintrlee or possesslous of the Unlted Stntes ehnll be 
allowed ns a credit ngnlnst the tnx, to the exteut prm'ldcd In 8ec- 
tfom 131. 

SEC. 32. TAXES WITHHELD AT SOURCE. 

be allowccl as a credlt ngalnst tlie tax. 

OF UNITED STATES. 

The amount of tnx wltbhcld nt the sonrw rirlc1t.r scvtlon 143 sllall 

SEC. 33. ERRONEOUS PAYMENTS. 
(a) Credit for orerpayments.-For eredl1 iigaliiat the tux of uVerpUS- 

ments of tuxea impobed by thls tltle for other taxnblc years. we Wcllon 
822. 

(a) Fiscal year ending in lBS%--For credlt rlgnlllst the tux Of 

aniounts of tas  puld for u flscal xeilr Iwglnnlug I n  It01 wid endlng 
in 1932, nee eectlon 132. 

SEC. 41. GENERAL RULE. 
The net income d u l l  be ruiiiyulcd upuii thc biisls of Llle trxyllser's 

aiinual acvountlng ~ W I C K I  (Bwnl year or caleiitlur Fear, ua the caw 
mtiy be) in aworduilc- wltli the method of UCCOUllthg rcbgulrrly em- 
ploxed In keeplng the books of such tarpiiyer; but If 110 rdch metliucl 
of accountlng Ilns beeii so employed. or If the nietbnd nnpliwd does 
not cleurly reflect the Inmme. the computntlirn rrllail be rnnde In accord- 
nuce wlth much method us In the oplulun of the Cuiiiuils*loncr d m  
clearly reflect (lie Incwme. If the taxpayer's aunual nccountllly 
prlod is other thuo a Bee111 year ns tlefiiied lu awtlon 48 or lf the 
taxpayer has no aonuul accountlng pe~kxl  or dotw uot k w p  I m k q  
the net lnrunle shall be computed on the kiwis of the c*nlc\iidrir ywr.  
(k'or uw of Inventorles, see aectioii !?2 (c) . )  

ART. 321. Computation of net income.-xet iiicoine niust be coin- 
pukd with respect to. a fised period. Usually thnt period is 12 
months and is lrnown as the taxablc Scar. Iteiils of incoiiie nncl of ex- 
penditures which as grofis income untl clcductioln nrc clemerts in the 
computation of net income need not be in the foriii of cash. It is 
sufficient thot such items, if otherwise properly included in the coni- 
putation, can bc valued in terms of money. 'rhe time RH of which 
any item of poss income or  any tlecluction is to be accounted for niust 
be determined in the light of the fuiidaiuentul rule thut tho coin- 

piitation shall be niaclc in mdi a iiiaiiiier 11s clearly rcflccts tlie tax-, 
payer's inromc. I f  the method of accounting regularly eiiiployed by 
liim in kecping his books clearly rcftccts his incouie, it is to h 
followed wit11 respect to the tiiiie 11s of which itenis of gross income 
and deductioiis nre to be uccoanted for. (See nrticles Nl-333.) If 

Arf. 321 
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tlic tnspnycr does not rcgiiliirly c~inl)loy a metliod of nccounting 
wliicli cleurly rcIflec*ts his iiicoiii(>, t l i r  coiiipiitation slinll bc ~iiadc in 
5iiCh ni:in~ier i ls in tlic! ~ p i ~ i i o i i  of tlic Co~iiiiiissioncr clearly reflects it. 

A ~ T .  322. Bases of computation.-,~p])ro~cd btandnrd methods of 
accounting will orclinnrily be rrgnrdetl us clciirly reflecting income. 
A niethocl o€ iiccoantilig will 1101, lio\vevcr, be regarded as clearly 
reflecting iiicoiiic iiiilcss all itciiis of gross incoiiic aiid nll cleduc- 
tions nrc trcatctl with i*eiisoiiuLlu consistcncy. Scc scction 48 
for dcfinitious of " paid or nccrucd " nud " paid or iiicurred." All 
itcins of g r o s  income slinli be iiidiiclcd in the gross inconic for 
tlie tiisuble p i r  in wliidi tliey rye rcceivrd by the tnspnyer, and 
deductions tiilic~i nccorilingly, tinless in order clenrly to reflect 
incoine siicli niiioiiiits nrc to be l)ropc~rly iiccounted for ns .of a dif- 
ferent period. For  instnnce, in 
any ciis.0 in wliicli it is iiecessnry to iiso nii  inventory, no nccounting 
in regrtrd to l)iirchiis~s untl siilrs will correctly reflect. inconic except 
nil accrual nietliod. A t:isl)nyer is tlee~ned to have received iteiiis of 
gross inconin v-liicli Iinve becii cirilitccl to dr set npnrt for liiiii with- 
out restriction. (See urLicles 30.2 :iiid 333.) On tlie otlier Ilnntl, al)- 
p h t i o n  in vnliic of 1m1wty is not eve11 n i i  nccriial of iricoiiir to a 
t a s p y c r  prior to tlio rcalizntion of siicli 4pprccintion tllroiigli snlo 
or coiivcrsion of tlie lwopcrty. IZiit see nrtjcle 105. 

(Scc wetioils 42, A:;, iinil 48.) 

Tlie triic inconic, conipiitctl iiritlcr tlie I Act of 1032 and, 
\~licrc the taxpayer lrccps b d i s  of 
nietliocl of nccoiintiiig rcgiliirly 

the net income of tho tn-upn~cr for piii-pows I of tnsntion), shnll in ull 
(provided the incthod so used is properly (tpplicnble in cleterniining 

cnses be cntcrcd in tlic rctuni. If for m y  r/?~~soii tlic basis of report- 
ing incoilla subject to tns is ch:ingctl, tlic trt?rpnger slid1 nttncli to his 
return n separate stntcnient sctting for t~ i  %or t~ ie  tnsiible ?car nn(1 
for the preceding ycur the cliisscs of itrills differently trlbnted under 
tlio two systciiis, specifying in Imticiilnr nil nmoiints diiplicnteil or 
cntircly oniittcd us the result of siicli cliange. 

A taspnyer who cliungeci tlie iiietliod of ,nccoonting crnployecl in 
Itceping liis boolis for tlic tiisnblu yew 1932 or tliercnftcr sbnII, 
liefore compntiag his incoiiw i i l m ~  siich niw lirctliotl for piirposcs of 
tnsution, sccurc tho consciit of (110 ~oinlrlissioncr. For tlie purposes 
of this nrticlc, a cliangc in tlic iiictliotl of twcountiag employcd in 
Itccping books nicnns nny cli.iiigc in the nccoiinting trc~nt~nent of itelns 
o E  iiiconic or ilecliictioris, siii*li n s  n cliangc fro111 cllsli receipts ~ind 
tlisbiirsciiicnts Iiietliotl to tlic n r c w a l  i irrt l iod ,  or vice wrsn ; II clinngu 
frivolving tlic bnsis of ~aliiation cwiplopl i n  tlie conipltntion of 
inveiitorics (scc nrticlcs 101-10s) ; ii clitiiigc fi-oln the cnsh or accrual 
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niethod to the long-tar111 contract method, or vice vrrsn; a challge in 
the long-term contriict method from the percentnge of completion 
basis to thc coliipleted contract bwis, or vice versa (see article 334) ; 
and n cliange involving tlie adoption of, or a c!iunge in the u5e of, 
any otlicr spccializkd basis of computing net income sucli ns the 
crop brsis (pee nrticles 57 nnd 131). Application for perniission 
to change the method of accounting employed and the basis upon 
which the return is macle, slinll be filed within 00 dnys after the be- 
ginning of tlie tasable yenr to be covered by tlie return, except 
tliat as to the tnxuble yenr 1932 sucli application may be filed not 
later than 30 clays prior to the close of the tasiible year. The 
Bpplication sliull bc accompanied by r statement specifying t h  
classes of items differently trealed under the two methods and 
speci lying all amounts which mould . be duplicated or entirely 
omitted as a result of the proposed change. Permission to change 
the method of accounting mill riot be granted unless and until the 
taxpayer and the Commissioner agree to the terms and conditions 
under which the change will be effected. 

Section 44 contains specinl provisions far reporting the profit 
derived froni the sale of property on the installmerit plan. (See 
articles 351-355.) 

The foregoing requirements relative to a chrnge of accounting 
method are not upplicable where a taxpayer desires to adopt the in- 
stallment basis of returning income, as provided in article 351, biit 
ere arplicable where a taxpayer desires to change from sucli basis 
to a straight accrual bnsis. I n  cases where permission to mukc such 
change is granced, the taxpayer will bB required to return as nddi- 
tioiinl income ior the taxable year in which the change is made all 
the profit not theretofore returned as income pertaining to tlie pay- 
ments due on instnlliiient sales contracts as of tlic close of the preced- 
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ing tnxnble yenr. 
AI~T. 3%. Methods of acconnting.-It is recognized that no uniform 

method of nccounting can bc prescribed for nll taxpayers, and the 
law contemplates tlint ench taxpayer shn11 adopt such forms nn3 
systeins of accounting as are in his judgulcnt best suited to his pur- 
pose. Each taspuyor is required by law to mulie a return of hie true 
income. Hc uiust, therefore, ~iiuintnin such accounting recorda us 
will enable him to do so. (See section 54 and article 411.) Among 
the esscntinls rre the following : 

(1) Tn all cases in which the production, purchase, or sale of mer- 
chandise of any kiiid is an income-producing factor, inventories of 
the merchandise on hand (including finished goods, work in, proces, 
m w  materials, and supplies) should be taken a t  tlie beginning and 

Art. 323 8 41 
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SEC. 42. PERIOD I N  WHICH ITEMS OF: GROSS INCOME IN-  
CLUDED. I 
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the taxable year in wliicli received, if the return is ~ w i c l w ~ e l  oil the 
receipts and disbursements basis. If a persoil sues in one yeur on B 

pecliniary claim or for property, and iiioney or property is recovered 
on a judgment therefor in a later year, iiicome is realized in that year, 
nssuming that the money or property would have been income in 
the earlier year if  then received. This is true of a recovery for pat- 
ent infringement. Bad debts or accounts charged off subsequent 
to Mnrch 1, 1913, because of the fact that they were determined to 
be worthless, which are subsequently recovered, whether or not by 
buit, constitute income for the year in which recovered, regardless 
of the date when the amounts were charged off. (See article 191.) 
Such items as claims for compensation under canceled Government 
contracts constitute income for the year in which they ore nllowed 
or their value is otherwise definitely deterinined. 

Am. 832. Inoome not redaoed to powenion.-Incpme which is ciwd- 
ited to the account of or set apart for a taxpayer and which may be 
drawn upon by him at any time is subject to tax for the year during 
which so credited or set apart, although not then actually reduced to 
possession. To constitute receipt in such a case the income must be 
credited or set apart to the taxpnyer without nny substantinl limita- 
tion or restriction as to the time or manner of payment or condition 
upon which payment is to be made, and must be made asuilnhlo to 
him so that it may be drawn at any time, md its receipt brought 
witliiu his own control and disposition. A book entry, if innde, 
should indicate an absolute transfer from one account 'to niiother. 
Where e corporation contingently credita its employees with bonus 
stock, but tho stock is not available to such employees until some 
fu!ure date, tho niere crediting on the books of the corporation doea 
not constitute receipt. 

ART. 333. Examplen of conrhotire reoeipt.-lVhen intcrebt coulmng 
have matured and are payable, but have not been cashed, such in- 
terest, though not collected when due and paynble, shall be included 
in gross income for the year during which tho coupons mature, unlesa 
i t  can be shown that there are no funds Available for payment of the 
interest during such year. The interest shall be included iii  groBs 
inconie even though the coupons are exchanged for other property 
instead of eventually being cashed. Defaulted coupons nre iiicome 
for the year in which paid. Dividends on corporate stock ure sub- 
ject to tax when unqualifiedly made subject to the demand of the 
shoreholder. As to the distributive shnre of the profits of a partner 
in a partnership, BM section 182 and article 902. Interest credited on 
savings bank deposits, even though the bank nominally has a rule, 
Wldom or never enforced, that it niay require 80 many days' notice 

, 

6 
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cnsh, he should in coniputiug the incolilc fro111 such sides subtract 
only the amount which will be required for the redemption of such 
part of the total issue of trndiug stniiips or prcniiulu coupons issued 
during the tnxnble ywr  as will eventually be presentcd for redmil>- 
tion. This umoilnt will be determined in tlie light of the experience 
of the taxpayer in his particular business and of other users of trad- 
ing stanips or preniiuin coupons engaged in similar busineses. The 
tnrpnyer shall file for each of the five preceding years, or such nuin- 
ber of these years as stnmps or coupons liuve bcen issued by hiin, a 
statement sliowing- 

GEXIWAL YEDVLSIOXB 

(Q) The total issue of stnmps during each year; 
(6). The total stamps redeemed in each year; and 
(c) The percentage for each year of the stamps redeemed to tho 

stamps issued in such year. 
A similar statenlent shall also be presented showily the experience 

of other users of stamps or coupons whose experience is relied upon 
by the taxpayer to determine the amount to be subtracted from the 
proceeds of sales. The Commissioner Fill examine the bnsis used in 
each return, and in any case in which the amount subtrictcd in re- 
spect of such staillps or coupons is found to be excessive an amended 
return or nmended returns will be required. 

SEC. 43. PEdIOD FOR WHICH DRDUCTIQNS AND CREDITS 

The deductlone and crddlts provided for In tlils title ehnll be taken 
for the tnxnble year in which “ paid or nccrucd ” or “ pald or incurred,” 
dependelit upon the niethod of nccouutilig uyoii the basis of whlch the 
net iiiconit is computed, uiilcss I n  order to clearly reflect the Income 
the dcductlous or crcdlts should b taken na of n differeut yerlod. 

TAKEN. 

ART. $41, ‘‘ Paid or inourred ” and ‘‘ paid or aCCNed.”-T1Ie terma 
‘‘ pnid or incurred ” and “ paid or accrued ” will be construed accord- 
ing to the inetliod of accounting upon the basis of which the net 
inconie is computed by the tasynyer. (See section 48 (c).) The 
deductions und credits provided for in Title I milst be taken for the 
tnriible year in which “ pnid or accrued ’’ or “paid or iiicurred,” 
unless in order clearly to reflect the income such deductions or credits 
should be tnlten ns of a different period. If a tnspnyer desires to 
cltiiiii n deilnction or n credit as of u period otlier tlinn the yeriocl in 
which it at is  “ pnid or nccrued ” or “ pnid or incurred,” lie s l i d  
attncli to his return a stnteiuent setting forth liis request for con- 
siderotion of the case by the Commissioner topctlwr with II complete 
stutcnicnt of the fucts upon which he relies, Howeser, in his incoine 
tax return he sliall tuke the deduction or credit only for the torablo 
period in wliich it wns actually “ynid or incurred,” or “pnid or 

Art. 341 Q 43 
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beftw \Vitliili~~~\yiih :ire ptwiiitttvl, is iiicwiiic tn the depositor when 
cretlitcd. . ~ I I  Ii1iioiirit wwliwd to .iliarclioltlrrs of 11 biiildiiig nnd 
loun nssoc4iiti~w. ivlitw m h  cwli t  I)IISP~ ti i t  l ioi i t  r thict ion to the 
sl~arelioltl~~r. Itns I I  tiisiihle !-tiit ti?: :IS inr*oiiicb for the ycrr of the credit. 
Wlicre tlit* i i i i i o i i i i t  OF wi*li i i c w i i i i i l i i t  ioiiy does not becoiiie nvliilnble 
to the diurelioltlci* i i i i t i l  tlic iiiiitiirity of II h ~ r e ,  the niiioiiiit of any 
slinrc in C S ~ C ‘ S ~  of (lie iiggrvglit(> :iiiioiint piid ia by tlio N1irirelioltler 
is incoiiie for the yr:\r o f  i l i r  riiutiii*ity of tlir h i r e .  

A w .  334. Long-term cont~acta.--l iiwiiie fr om loiig-tei*u1 vontrrcts 
iR tnxallc! for tlw period i i i  di ic l i  tlir inconm is tleteroiined, such 
deteriiiinatioii dojwidiiig U ~ I I  the iiuturc. urid tcriiis of the par- 
ticulnr contract. An iisecl herein tlir twin ‘‘ long-tern1 contracte ” 
means builtling, instullntion, or cotihtriiction coiltracts covering 11 

period in cswss of  oiiu year. l’ersoiiw ivliohe incoiiie is derived in 
wliolg or in p i r t  from soch contracts iiiiiy, its to sach iiiconir, 
prepare their returns upon the followilig butes : 

( 0 )  Gross income derived from such contracts iniiy be reportetl 
upon the busis of perceiitngc (!f conqdetio~i. In such cnm tliere 
hliould accoiiipnny the r$iirii certificutes of nrchitects or ellgineers 
sliowing the percentnge of coinpletion duriiig the taxable year of 
the entire work to be performed under tlic contriwt. There sliollld bo 
decliicted froin siicli gross income 1111 espoi1ktiturcs ride during the 
taxable yenr oil uccount of the coiitrnct, account being takcn of tlie 
material and supplies on hand u t  the beqinning and end of tho 
taxable poriotl for ube in coiinection with the work under tile con- 
truct but not yet so applied. If, upon coinpletion of n contract, 
i b  is found Ihnt  the tuxublo net illcome arising tlie~.eundcr llns not 
boon clearly rtdected for niiy ycmr or year#, the Coinmivsioller may 
pwiiiit or require an unieirdutl rt*turii. 

(I) (>row iiiconie may be reportctl in tlik tiirable yeiir in  which 
the contrnct is finiilly completed and acceptqd if the taxpayer elects 
as n consihteiit prnctice so to treat siieh income, provided silcll method 
clriirly reflects the net income. If this method is adopted there 
sliould be deducted from gross iiicomo nll ixpenclitures during the 
life of the Coiltract which llre properly allocdtetl thereto, tiiltilig into 
conr;idwiitioii any iii:ilerinl iiiid supplies chtwged to tlie ~ o r l c  undcl. 
tlie rontrtivt but rcinirining on hand a t  tho Billie of coinpletion. 

A tnxpiyw iiray chunge his Inrthod of ncqoiinting to ,accord \\.itIi 
pur~griiplis ( a )  nnd ( b )  of this article, only itftcr p-r1iiissioli is 
sccrlrctl Froin the Coiirniissioner n s  provitlrd i t 1  nrtic-le 3”. 
ANT. 3%. Subtraction for redemption of tradilig stamp?.--\Yl1c~l.e 11 

tiispiiy~r. for tho purp,se of prriiiir)tiI)g liis I)ip,itic>q. i h q i i r R  lvitli sIi1rA 
trntli tic: st nnips or priwii i ini c o i i p m  iwleiwa Iile i 11 iiierdi nntl iw or 

.art. 3% 
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accrued,” as the case may be. Upon the audit of the return, the 
Commissioner will decide whether the cis0 is within the exception 
provided by the Act, and the taxpayer will be advised as to tho 
period for which the deductior( or credit is properly allowable. 
ART. 842. When aharger deductible.-Ench year’s return, so fur BR 

practicable, both ns to gross incoriie and deductions therefroin, 
should be. complete in itself, and taxpayers are expected to mako 
every reasonable effort to ascertain tile facts necelisnry to make n 
oorrect return. Tho cxpciises, liabilities, or deficit of one year cnii 
not be used to reduce the income of a subsequent year. (But 3eo 
section 117 and articles 651455.) A taspayer has the right to 
deduct all nuthanzed allowances, and it follows that if he doea not 
within any year deduct certain of his expenses, lossas, interest, taxes, 
or other chnrges, he cnii not deduct them from the income of the next 
or any succeeding year. It is recognized, Iiowever, that particularly 
in a goiiig business of uiiy iiingnitude there are certain overlapping 
itenis both of inconis niitl dediiction, and so long as theso overlnpping 
items do not inaterinlly distort the incoiiie they may bc included in 
the year in which the taxpayer, punraniit Lo a consistent policy, take6 ‘ 
them into his accounts. Judgnients or other binding acljudicatio~ia, 
such as decisions of referees nnd boards of review under H-orknien’R 
cohpensation IawR, 011 account of daiiiages for patent infringerilelit, 
personal injuries, or other caiise, arc deductible from gross income 
when the claim is so adjudicntcd or paid, unlesa taken under other 
methods of accounting which cleurly reflect the correct deduction, less 
any amount of such.damsges as may have Leen compensated for bg 
insurance or otherwise. If subsequent to its occurrenco, however, n 
taxpayor first ascertniiis the ninount of a loss sustained cIu ring n priov 
taxable year which lias not been deducted from gross iiicofne) ho iiiity 

render an amended return for such preceding tasnble ycar includiiig 
such amount of loss in the dcJirctions from gross income and mny 
file a claim for refund of the excess tax paid by reason of the failure 
to deduct such loss in the origin81 return.\ (See section 322 and arti- 
cles 1251-1257.) A loss from theft or embezzlement occurring in olio 

year and discovered in another is oidinarily deductiblo‘ for tho ycur 

. 

in which sustained. 1 1  , 
I 

SEC. 44. INSTALLMENT BASIS. I 
(a) Dealers In personal property.-Under regula’tlons lireacrlbed by 

the Comhilssloner with the approval of the Secretary, a pcreon who 
regularly aells or olherwlse dlspqses o€ parsonal property on the ln- 
otnllment plan miiy reliirn us Income therefrom In nny taxnble ycnr 
&at proportion of the Installment payments itctiinlly recclvecl In tliat 
year whlch the grow proflt reiillzed .or to be renllzed when payinelit 
le cynpletcd, bears to the tnliil contrnet prlce. 

b’rt. 842 8 44 
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(b) Sale# of renlty and carual sales of peraona1ty.-Iu the cuw (1) of 
e ciiaiicll sale or other cnsiinl dlslioeltlon of lsruoiial property (other 
thiii lwopertr of a klnd whlch would properly be lncliided In the in- 
vehtors of the tiixpiiyer If on haiid at the close of the tnxable year), 
for p prlce excraliiig $1,000, or (2) of a mile or other dlslmltlon of 
reul’prolrerty, l f  In  cltlier case tlie liiltIii1 payueiits do uot exceed 40 
~ ier  centiriii of the sellin& lirlc!!, the lireome may, under regulntlone 
prescrlbrcl by tho Cioiiimisstoner with the approval of the Secretary. 
be rcturiietl on the basts und lu the iiiiiiiner above prescribed In this 
ecctioii. As iiaed 111 thls sectlou the term “liiltlal payments” menus 
the payiiiriits recclved In cnsli or piwpertr other thnu evldencer of 

:“ lndcbtcdiicas of the purchaser durlng the tnsnble perlod lu mhlch 
*$I the mile or otlier dlnpodtion 1s made. 
!I‘ (c) Change from accrual to Installment basis.-If M tnspnger eutltled ,, to the hvueHts of subscctlon (11) elects for nug tclrable year to report 

hle net liicoiiie oil the l~istalluiei~t baste, theu lu cornpiitlug lile liicoiiie 
for tlie year d cbiiiige or m y  subsequent yeiir, nn~ounts ectunlly 
ircelvccl durliig iiiiy such yenr on account of miles or other ( I l ~ ~ ~ ) ~ l t l ~ n s  
of Iiiwpcrty nintle 111 iiuy pr~or year SMI not 

(d)  Qnln or loss upon dhposition of installment obl1gatlonr.-If an 
i~rt:illnieiit obllguiloii Is ruitlsIIed a t  other thnu Its fnce value or dla- 
trllnited, triiiisuill ted, sold, or othcrwlse cllalmaed of. gal11 or loss nlinll 
result to tlie estcnt of the dlffcrcnce between the basls of the obllga- 
tloii rind (1) 111 the ciiw of mitlahictlou n t  other thnii fcice value or a 
siilc or i x r l i n i i w t h e  iimouiit renllzetl, or (2) 111 CIIW of n d:etrlbutlon. 
trniisiiilrainii, or dlsliosltlou otherwlae thnii by mile or eschniige-the 
falr  market vnlue of tho obligntion at the time of euch dlstrlbutlou. 
traiiiiiilnslon, or dlepsltlon. The bneln of the obllgallw slinll be :lie 
excess of tlic fnce viiliie of the obllgiitlou over nn niuouut ryuul to the 
iiicoirie wlilcli would be returiiiible were tlic obllgntlou sutlMlcvi lu full. 
TliIa subarctlon sllnll uot npply to the trnnnuilsalou nt death Of lu- 
stnllui,*iit olillmmtloiia lf there la llled wlth the Couinilssloner. n t  sucli 
tliiia 11s lie niiiy by rcgulutloii prescribe, n bond lu sucL nmouut nnd 
ultli aiicli siircllea 118 he iiiny dean iieceaaury. coudltluucd up011 the 
rctiirii aa liicoiiie. by tlie perwm rccelvlug aiiy piipient ou such oblkn- 
tloiia, of tlic aiiiie proyortlou of duch pnpuient ns would be rcturnnble 
ha liicoiiic by the dcccvlcnt lf he hiid lived nnd hnd recelved ouch 

. 

I: 
1 
’ 

exc~iitlec~. 

, 
,, 

’ 

~ 5 

, , 
4 e  ” 

Am. :%I. Sale of pemonal property on installment plm.-Daalers in 
peisoiiitl property ordinarily sell either for cnsli or on tlic peisonal 
crodit of tlic purchnser or on tho iiistnllinent plun. Denleirr who 
’&ll 011 the iiistnllmcnt plan usually adopt one of. four ways of pm- 
“&king tliciiiselres in case of default- 
, ( a )  By aii ngrcement that title is to i.eniuiu in the vendor until 
‘& purcliuscr has coiupletely performed his part of the transaction; 

(b) By a form of contract in rh ick  title is conveyed to the pur- 
‘chnser iiiiniediutely, but subject to a lieu for the unpaid portion of 
tho selling price ; 

Art. 351 

R 

II 44 
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( c )  By a presriit trtiudvr of titlr to tlitr piircliahw, who a t  the 
same time esccutrs H r ( ~ ( : o i r v c ~ ~ ' ~ i ~ i ~ ' ~ ~  in  the foriii of H clinttel mortgage 
to the vendor; cr 

(J) By coiiveyiuice to a trustee peiicliiig Iwforniuiice of the con- 
tract and subject to its provisions. 

The genernl pu r l~oe  and eflrct bciiig the mile in all oi' these cases, 
the same ride is uniforiiily upplicable. Tlie gcbiiernl ride prescribed 
is that a person who rcgtilurly sells or otherwisc clispow of personal 
property on the iastullnioiit plun, whether or iiot title remains in the 
vendor until tlie property is fully pait1 for, niny return as iiicoine 
therefrom i i i  any tuxuble year tliut 1)ropoi'tion of the installment pay- 
ments actually received in t l in t  year which tlie total or gross profit 
(that. is, sales less cost of goo& sold) reulized or to h realized when 
the property is paid for. bwrn to the total contract price. Thus 
the income of a dealer in perhoiinl property on the installment 
plan may be ascertained by tnkiiig ns income tliat proportion of 
the total payments received in the tusiible year from installment 
sales (such payments being ull(c:Hted to tlie gear uguinst the sales 
of which they apply) which tlie total or gross protit renlized or to 
be realized on tlie total installnient sales made during each year bears 
to the total contract price of all sucli snles niude during that respc- 
tive year. No payments received in the tusuble year shall be ex- 
cluded in computing the amoiint of iiicoine to be returned on the 
ground that they were received under aisule tlie total profit from 
which was returned as income during a tasable year or years prior 
to the change by the taxpayer to the installinent basis of returning 
income. But in the case of nny taxpayer who, by an originnl return 
made prior to February 26, 1926, changed the method of reporting 
his net income for the taxable year 1B4 or any prior tnrnble year 
to the installment basis, see section 706 of the Revenue Act of 1928. 
Deductible items are not to be allocated to tlie years in which the 
profits from the sules of a particular yeat ere to be returned as in- 
come, but must be deducted for the taxa le year in which the items 

and 48. A dealer who desires to cbmptits his iiicoine on the install- 
ment basis shall maintain books of acco t in such a ninnner as to 
enable an accurate comyutntion to be ma,  Ud" e on sach busis in nccord- 
ance with the provisions of this article. 

In the case of a casual sale or other cadlinl disposition of personal 
property other than property of a kind which would properly be 
included in the inventory of tlie taxpnyer if on hund at tlle close of 
the taxable year, for a price exceeding $1,000, income may be re- 
turned on the installmelit basis provided tlie puynienk reccived in 

are pnid or incurred or paid or accrued, '": as provided by sections 48 

Art. 361 B 44 

I.. 
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cash or proprty other tlian evidences of indebtedness of the pur- 
clinser during tlie tnvnble yeur in which the sale or other disposition 
is iiinde do not exceed 40 per ceiit of the selling price. 

If for. nny reason the purchaser defaults in any of -his puyments, 
and tlie veiidor returning income on the installment basis repossesses 
the property, tile entire aiiioiint received in iiistrilliiient papmeiits 
and retaiaetl Ly the vendor, less tlie siiiii of the profits prw-ioiisly 
retunled us incoiiie and an amount representing proper allowanre 
for claiiiuge und UM, if uay, will be inronie of tlic vendor for tlie year 
in idiicli tlie 1Jrol)erty is repowshed, and tlie property repossesctl 
must be carried oii tlie books of tlie vendor at its original cost, less 
proper allowwiice for dniiinge and use, if any. 

If tlie vendor cliooheb ns n iiiutter of consistent pructice to return 
tlie income froin iiihtiillineiit snles on the strniglit uccrunl or cash 
receipts aiitl diubiirmnents busis, such a coiirw is permissible. 

If an iiistnlliiient obligiition is satisfied, or otherwise dispwed of, 
gnin or loss iiiug result tlierefroiii and must be determined in nccord- 
unce with section 44 (d) and nrticle 855. 

ART. 352. Sale of real property involving deferred payments.-Under 
section 44 deferrecl-pnyinent snles of reul property fn l l  iiito two 
classes when coilvidered with respect to tlie ternis of sale, at, follows: 

(1) Sales of property on the installment plan, that is, sales in 
which tlie payments received in cash or property other than evidences 
of indebtedlies of the piirchnber during tlie taxable yenr in which 
tlie sale is iiiucle do not exceed 40 per cent of the selling price. 
(2) Deferred-pnynient sales not on the inutallment plan, t l i u t  is, 

a l e s  in wliich tlie pay~neiits received in cash or property other than 
evidences of iiidebtetlness of tlie purchaser tliiiing tlie tasable y n r  in 
which the side is iiiude exceed 40 per cent of tlie selling price. 

Sales fulling within clnss (1) nnd class (2) nlilrc iiicliide ( a )  
agreemeiits of piirchase rinds sale wliich contemplnte that a coni*ey- 
mice is not to LH? liinile at the outset, but oiilj* after all or a substantin1 
portion of the selling price lins h e n  pniid, niid (b)  snles where there 
iS nn iiniiidiute fruiisfer of title, the vendor being protertetl by a 
)ndrtguge or otlier lien ns to deferred pnynients. 

In tlie RUIO of aiortgnged property tlie ninount of the mortgage, 
whether tlie property is merely tuken siibjcct to the mortgnp or 
wlietlirr tlie iiiortgupe is nssiuiied by tlie purclinser, shall be iticluded 
ns a part of the " fjelling price," but tlie ninount of tlie inortgnge, to 
tlic extent i t  does not esceed tlie basis to tlie vendor of the property 
wld, slinll not be considered aa a part of tho " initinl pnyments or 
of tlie "total contrnct price," as those terms we nwd in section % 
in nrticles 351 and 35333 and in this article. Conniiiaions and other 

Art. 362 I44 
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If tlie vendor cliooscs as a iiintter of consistent prnctica to rcturn 
the income from installment sulcs on the straight accrunl or cash 
receipts and disburseiiiclits basis, such a course is parmissilile, and 
tlio snlcs will be tretitcd as deferred-payment snlcs not on the instnll- 
meiit plnn. 

ART. 854. Deferred-payment sale of real property not on imtallmtnt 
phn.--In trnnsuctioris included in clnss (2) in article 852, the obliga- 
tions of the piircliuser ruceived by the vendor are to be considered 
as the cquivnlent of cnali to the aniount of their fair market value 
in nscertnining tlie profit or loss from the trnnsnction. 

If tlie vendor hiis retained title to the property and the purchaser 
defaults in any of his payments, and the vendor repossesses the 
property by iigrueiiieiit or process of law, the difference between (1) 
tlie entire nniouiit of tlio pnyments actually roceived on the contract 
and retnined by the vendor and (2) the sum of the profits previously 
returiied as iiiconie in coiinection therewith and an amount repre  
sentiiig wlint would linve been a proper adjustment for exhaustion, 
wear a d  tenr, obsolescence, amortization, and depletion of tlie 
property during tlie pcriod tlie property w a s  in the hnnds of tlio 
purchnser hiu l  tlie sulc not been made will constitute gain or Icss, 
as tlio cnse niiiy be, to the vendor for tlie year in which the property 
is repossessd, iintl tlie busis of the property in the liands of tlie 
vendor will be the original basis a t  the time of the snle. If the 
vuiidor lins previously truiisferrcd title to tlie purchaser, nnd tlie 
piirclinaer defoiilts in niiy of his payiiients and the veiidor rencquircrr 
tliu property, b i i d i  rencquisitioii slinll be regarded ns n trnrisfer by 
llie vciitlor, in cscliniige for tlie property, of sucli of tlie purclinsci B 

obligatioiis ns arc tipplied by the vendor to the purchnse or bid price 
of tlie’ prqwrty. Surli 1111 esc.linngc will be regarded ns having 
rcsiiltetl in the retilissution by tlie vendor of gniti or loss, ns  tho case 
iiiny bc, for tliu ypnr of rencqiiisition, iiirnsiirctl by tlic difference 
bet\vccii tlie ftiir iiiiirkct viiliitl of the property rciicqiiired and tlie 
bnsis i n  tlic liii~ids of tlie veiiclor of tlie obligatioiis of tlie purcbnser 
(genrrirlly, the fiiir ninrltet value thereof wliicli wns previously 
rccogiiizcrl in coiiipiiting iaconie) wliich were npplied by thebendor 
to tlic piir‘hiiso or bid price of the property. The fair niarlret value 
of the propwty rencqiiirecl shall be presiinied to be the amount for 
wliich it is bid in by tlie reliclor in tlie nbseiice of clenr nnd conviiic- 
ing proof to tlie cotitrnrg. If tlie property reacquired is nibs-  
qiiently sold, tlie basis for drtrniiiniiig gnin or loss is tlie fair marltet 
value of tlie property n t  the date of rencquisition. 

If tlie obligntions received by the vendor Iinve no fair niarket value, 
the puyniciits i n  cadi or gtlier property hnving a fair market value 

I 
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selling expenses pnid or incurred by the vendor are riot to be deducted 
or taken into account in determining the amount of the “initial 
pyments,” the “ total contract price,” or tlie “ selling price.” 
ART. 853. Sale of real property on inatallment plan.-In transactions 

included in class (1) in urticle 882 tho vendor m y  return as income 
from such transactions in any hxable year thtlt proportion of the 
installment payments actually received in that year which the total 
profit realized or to be realized wheii the property is paid for bears 
to the total contract price. 

If the vendor has retained title to the property und the purchaser 
defaults in any of his payments, niid the vendor repossesses tlie 
property by agreement or process of IRW, tlie differeiice between 
(1) the entire amount of the payments actually received on the 
contract and retained by the vendor nnd (2) the sun1 of the profits 
previously returned as income in connection therewith and nn amount 
representing what would have been a proper adjustment for exhaus- 
tion, wear nnd tear, obsolescence, amortization, and depletion of 
the property during the period tlie property was in tlie hands of 
the purchaser had the snle not been made, will constitute gaih or 
loss, as the case may be, to tlie vendor for the yew in which the 
property is repossessed, and the basis of the property in tlie hands of 
the vendor will be the original basis at the time of the snle. I f  the 
vendor has previously trnnsferred title to the purcliaser, and the 
purchaser defiiolts in any of his paymentsl and the vendor r equ i r e s  
the property, sii(’1 reacquisition ~Iiall be kegarded as a trnnsfcr by 
the vendor, in excliunge for the properly, of sucli of tlie purchaser’s 
obligations as are applied by the vendor Q tlio purchase or bid price 
of the property. Such an exchango will be regarded as having 
resulted in the renlization by the vendor of gain or loss, as the ease 
may be, for the year of reacquisition, nreusured by the difference 
between the fair market value of the prbperty reacquired and the 
basis in the hands of tlie vendor of tjie ohligations of the purchaser 
which were applied by the vendor to the purchase or bid price of 
the property. The basis in the hnnds of the vendor of the obliga- 
tions of the purchaser so applied will be the excess of the fwe value 
of the obligations over an amount equal W the income which would 
be returnable were the obligations satisfied in full. The fair market 
value of the property reacquired shall be gresumed to be the amount 
for which i t  is bid in by the vendor inl~the absence of clear and 
convincing proof to the contrary. I f  the property reacquired is 
subsequently sold, the basis for determining gain or loss is the fair 
market value of the property u t  the date of reacquisition. 
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shall be tipplicd againbt r i n d  reduce the Imis of the property sold, 
and, if in excess of such bitsis, aliull be t:isitblo to the esteiit of tlie 
excess. Guin or lobs is roulizod wlien tho obligutions are disposed of 
or satisfied, the aiwunt being the difference betwcen the reduced bask 
as proridod u h e  arid tile aiiioiiirt realized tliurefor. Only in ram 
and extraordiliury cnses does property liuve no fair market value. 

ART. 865. Qain or IOM upon disporition of installment obligations, 
If an installiiiuiit obligation is satisfied at otlior than its face value or 
is sold or exchanged, gain or loss results to the extent of the $if€erence 
between (1) the 0XCt)bJ of the face value of the obligation over the 
amount of income which would be returnable were tlie obligation 
satisfied in full and (2) tlie uiiiouiit realized upon such disposition. 

If an installment obligutioii is distributecl, transiiiitted, or disposed 
of otherwise than by sale or excliallge, gain or loss results to the 
extent of the difference between (1) the excess of the face value 4 
the obligation over the amount of incollie vvhic*h would be returnable 
were the obligatioli satisfied ill full arid (2) the fair market vulue of 
the obligation at the tiins of such distribution, tranhlnisrtion, or 
dispositioii. 

The ontire amount of gain or loss resulting from the disposition or 
satisfaction of instullmelit obligations shull be recognized except 88 

provided in wction 112 and articlea 571-681. 
Ehratizple ( 2 ) :  In  1932 the M Corporution sold a piece. of real 

estate to B for $20,000. The company acquired the property siibse- 
quent to February 28, 1918, at a cost of $10,000. During 1932 the 
company received $5,000 cash arid the vendee's notee for tlie remainder 
of the selling price, or $15,000, payable in subsequent years. Before 
tho vendee iiiade any further puyiiients the coiiipaiiy sold the notea 
for $13,000 in cash. The coinpany derived tuxuble incolne in the 
sinount of $5,600 from tlie sale of the notes, computed as follows: 

Selling prlco of propcrty _-_________________--___ +-_ $20, Ooo 
Gost orprolPrty__________-_____-_-___-_-____--_,~_- io.000 

paid for ____---__--____---__----_-_---- ~ ~ - _  10,ooO 
20,000 

Prowedo of sale of notes ---___-_____--__________ 4 I ______-____________ ) 1 3 , . ~  

Total yroflt to be renlleed wheu property1 Is 

iota1 contrnct yrlcc- -___-- -- __--_____-___ 
Per cent of profit, or progortlon of eiich pnynient k: 

turnrible 88 lncoiiie, $lO,OOU dlvided by $?O,OOO, 60 
per cent. 

r ,  

' I  Face value of nu tee--_-,---_____,_--^^^_^^____^__^^________^ $ 1 5 , ~  
Amount of liicoine retiirimble were the notes sqtlqled In full, 

7.500 EXC~NH of face vnlue of note over amount of Income returuuble wero 
the notea eatlafled in full --_________-______________________________ 

Taxnble lncome derlvcd from sple di notes _____________  

50 per cent of $16,000 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  ___________' T -  -_--- ---- 

7, MW) 

_ _ _ _  6. M)O 
- 

0 44 Art% 855 
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Examplc (le): Suppose in the example given above the M Corpora- 
tion, instead of selling the notes, distributed them to its shareholders 
as a dividend, and a t  the time of such distribution the fair market 
value of tho notes was $14,00. The company would derive taxable 
inconie in the amount of $6,500 from such disposition of the notes, 
computed as follows : 
Fair market vnlue of notes ................................ - ---_____- $14, OOo 
Pjscese of face value of notes over amouot of income returnable were 

the notes snt1efit.d In full (computed aa In example (1)) ____________ 7,500 
Tuxable Income derived from dleposition of notee __-__ -_-- -____- 6.600 

I n  the case of decedents who die possessed of installment obliga- 
tions, no gain on account of the transmission at death of such obliga- 
tions is required to be reported as income in the return of the dece- 
dent for the year of his death, if the executor or administrator of 
the estate of the decedent or any of the next of kin or legatees file 
with the Commissioner a bond on Form 1132 in an amount not less 
than the amount by which the tax of the decedent for the year of 
his death would have been increased had no such bond been filed. 
The bond shall be conditioned upon the return as income, by any 
person receiving any payment in satisfaction of such obligations, 
of the same proportion of such payment as would be returnable as 
income by the decedent if he had lived and had recaived such pay- 
ment. The bond shall be executed by a surety company holding a 
certificate of authority from the Secretary of the Treasury as rn 
acceptable surety on Federal bonds, shall be subject to the approval 
of the Commissioner, and must be filed a t  the time of 'filing the 
return of the decedent for the year of hic death. 

- 

SEC. 45. ALLOCATION OF INCOME AND DEDUCTIONS. 
In any case of two or more trades or buelnes6ea (whether or not 

lncorporutecl, wlietlier or not orgnni7A In the Wnlted States, and 
whrtlirr or not affiliated) owned or controlled dlrectly or indirectly 
by the 6nnie Interests, the Cornmissloner la authorbed to dlstrlbute, 
ai)l)ortlon. or allocate gross income or deduction6 between or among 
eiidi trnilee or buelneseca, lf he deterlnlnea that such dlatrlbutlon, 
appol'tluliiiielit, or cillocatlon lr necessory In order to p1Went evaslon 
or tiixcs or clearly to reflect the income of any of much traUer,pr 
busl UC'YLlce. 
SEC. 46. CHANGE OF ACCOUNTING PERIOD. 

If a hirpnyer clinngea hln accountbg perlod from 5 w l  year bb 
cnlentlar year, from calendar year to k o l  year, or from one 
yeur to another, tlie net lncolu~ rhall, wlul the approval of the Oom- 
mluaioner. be computed on the badr of such new accounting pcrlod, 
eubject to the provlelons of oectlon 47. 

ART. 361. change in accounting penod,-If a taxpayer changes hir 
accounting period he shall, prior to the expiration of 80 days from 

Art. 861 Q 46 



SEC. 47. RETURNS FOR A PERIOD OF LESS THAN TWELVE 

(a) Return# for sh i r t  period resulting from ohange of acoountlng 
perIod.;-If n tmpagcr, with the iiiiprt~! 111 of tlie Coiiiililwloiier, rliiiiigrn 
the bnsia of computliil: iirt Income froin Ricnl yenr to cnlentlnr Jenr 
a sepnrnte returu shull be uncle for the perlod Iirtwern tile close of 
tlie last flscnl )car for wlilch retiiru ivnv mntle awl tlie followlug 
Deccii{ber 81. If the clinnge Is froin cnlentlnr yenr to flscnl year, a 
separqte return sliiill be wide  for the pi?riod between the close of 
the in. t ciileiitluk year for which rctiiru ivus nintle nnd the tlnte desig- 
nated i ns the close of the flscnl year. If tlie cliuiige is froin oue flscnl 
yeor to another flscul Jeur  a sepnrntc ieturu sllnll be mntle for the 
perlod between the clove of the foriner Rscril ycnr iiiid the tlnte deslg- 
nated nR the close of the new flscnl yenr. 

(b) Income computed on basis of short period.--\Vl~cre n wpnrnte r e  
turn Is mntle uiitler SUbSeCtlon (8) on accollnt of a chnilge 111 the 
nccountlng period, aiid in all other cnses where n scpiirnte return is 
required or perinltted, by regulations prewrlbed by the Cominls- 
sioner wlth the approvnl of the Secretary, to be mule  for n frnc- 
tlonnl pnrt of n xear, then the iucome Nhnli be computed on the 
bnfjls of the perlod for wlilch sepnrnte return 1s mndo. 

(e) Income placed on annual basis.-IP n sqpurute return 1s ninde 
iiiider ubseclion ( a )  011 nccouut of a change In the accounting period, 
the ne t  lucome, compute11 on the basis oP the petiod for wliicli sel)nrnte 

M 0 N TH S. 

b y  regulntloirs prcsrrlbe 

subsection (n) qn account of n chnnge 
In thc accounting pwlod, and it nppenrs thnt fog the period for w:~icli 
the.return IH en made he lins derived n capital pet gnin, or Rostnlnecl 
a ?npitni net loss, or received earned income. 

(e) Beduotion of oredits against net iacome.+n the clive of a re- 
turu made for a fractlonnl part of n year, ercept a return made under 
rubsection (n). on account of a chnnge In the pccountlng wrlod, the 

I 
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personal exeniptlon nnd credit for deimldciits sliull I)c reclucctl respec- 
tively to amounts which bear the same ratlo to the fall credit6 pr0- 
vided (La the number of months in the period for which return is made 
bears to twelve months. 

(f) Closing of taxable year in cam of jeopardy.-For closlng of tax- 
able yenr In case of jeopardy, 6ee section 146. 

ART. 371. Returns for periods of lelu than 12 months.-No return 
can be made for a period of more than 12 months. A separate 
return for a fractional part of a year is therefore required wherever 
there is a change, with the approval of the Commissioner; in the bash 
of computing net income from one taxable year to another taxable 
'year. The periods to be covered by such separate returns in the 
severnl cases are stated in the Act. The requiivments with respect 
to  the filing of a separate return and the payment of tax for a part 
of a year are the same aa for the filing of a return and the payment 
of tax for a full taxnble year closing a t  the same time. (See sections 
68 and 56 and articles 401404,481, and 746.) The tax on net income 
computed on the basis of the period for which a separate return 
is made shall be paid thereon at  the rate for thc calendar year in 
which such poriod is included. Where a return is made for a frac- 
tional part of a year, except where a return is made for a period 
of less than 12 months by reason of a chanye in accounting period, 
the personal eremption and credit for depelidenta shall be reduced 
to that proportion of the full credit which the number of months in 
the period for which the return is mole bears to 12 month. 

I n  ca9e of a change in accounting period the net income computed 
on tho return for the fractional part of a year shall be placed on an 
annual basis and the tax computed as provided in section 47 (c). 

ffxaniple ( I ) :  The income tax of n citizen of the United Statea 
entitled to a personal exemption of $2,500, making a return for a 
6-month period by reason of n change in accounting peiiod, and 
having a net income of Wl0,OOO for such 6-month period, is $840, 
computcd as follows: 
Net income for 0-mouth p e r I o d ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ ~ ~ _ ~ ~  $lO,ooO 
Nultlplled by 12 _ _ _ _ _ _ _ _ _ _ _ _ _  ___________-_-___-__------___----_-_-_ 120. OOO 

Net income on annunl bash ($120,000+6) ___-___-______-_____---_-_-- 
Subtrgctlng persoual exemption of __-____--____ - -_____-______-______ 

20,000 
2.500 

Art. 1 8 47 
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Exanipk (2): ?'lie i i ic*oi i ) t*  tiix of 11 donirstic corporation malting 
a return ( 0 t h  t l i i i i i  81 w i i s o l j t ~ i i i ~ ( 1  rrtiiim) for ti 6-month peritwl 
by rensoii of II cliiiiige i i i  : i c w i i i i t i r g  pwiotl. rintl Iirving'a net income 
of $4,000 for s11c1i ( h l w i ~ t l i  periocl, is $520, coniputed as follows: 

Net iiic~oiiie for (i-nioi1111 ] ; i ~ i h d  _______________________________________ $J,ooQ Dlultiplletl by 12- - ---- _--_ _-_--___________________________________- w , ~  
Net iiicoiiie (111 niiiiiitil I I I I ~Y  ( $ ~ ~ . M M J - ~ I )  ______________________________ 8, Qoo 
Tax on $ S , W  nt 1:Vb IICV wilt _-.-______________________________ 1,iOO 

Amount of tax for p ~ ~ r l ~ l  ( S i l , l f t ~ X & )  -___----__-____-_______________ 630 
The return of H cltv+etlriit or of his estatth for the year in which he 

died is a return for 12 iiioiitlis u i d  iioC for II friictiolinl purt of a year. 
SEC. 48. DEFINITIONS. 

Wlren used I n  this tltk- 
(a) Taxable year.-" %'iixnble yeilr " ~ l : t ~ t l i i ~  tllc ailenctair yenr, or the 

flscnl Xyur elidlpg tllirhg HUCII ccilriitliir ) w r ,  ulloli the Ija8ls of wlllch 
the net Iuconie is roinputal under t111* Pnrt. I' Tm111)le yenr " inclodes, 
In the caw of n return niatlc for II frnc.ti?linl pnrt of a p a r  under the 
provtsions of this title or untler regultltlorls pescribed by tlle Oommie- 
sioner with the uliproval of the Scwetnry, the period for which such 
return Is niudr. The BrHt turuble yrur, to be called tlie tasabie year 
1932, slinll lie tlie raleiitliir yenr 1932 or m y  f l s c~ l  yeilr eiidliig durlng 
the calendar year 1932. 

(b) Firoal year.--" Flacul y t w  " nieaiis un accounting period of 
twelve montlis ciidliig on the lust day of' any niontli otlier than 
December. 

( 0 )  Paid, Inourred, aoorued.-Tlie terms I' paid or i i icurrd '' and 
'' pnld or uccrued " shnll be Coliatruetl accordlllg to the uletllod of 
awountlng upon the bnsls of which the net Income is computed under 
t h h  Part. 

PART V-RETIJUNS AND PAYMEKT ON TAX 

SEC. 51. INDIVIDUAL RETURNS. 
(a) Requirement.-The following intllvlduuls shell euch uiuke uuder 

oath a return stating speclflcully the items of hls grods Income and the 
deductions and credits allowed under tliis t1tlcL- 

(1) Every indlvlduul hilvilig u lict incoilie for llie tnvnble year 
of $1,000 or over. if single, or if murrieid tind not livlng with 
husband or wife; 

(2) Every lndivldual having n net IuconIe for tlle taxable yerir of 
$2,500 or over, If married und liVlI16 with dusband or wife; nnd 

(3) Every lndivldual hnvlng a gross into+ for the tusable gear 
of %,oOO or over, regardless of the nmount of his net inconle. 

(b) Husband and wife.-If a husband and wife livlng together have 
an aggregnte net inconle for the taxable yenr of 82,WQ or over, or nn 
aggregate gross income for such year of $5,000 or over- 

(1) Euch nball make riich a return, or 
(2) The Income of ench shuii be included }ii u sliigle jviilt return, 

in which case the tax shall be computed on the aggregate Income. 

Art. 371 
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( 0 )  Perionr under Ahability.--Ef the taxpllyer 1s unable to make hb 
own return, the return sliull be mnde by u duly a u t h o r h d  agent or by 
the guardian or other permn dinrgcd wlth the care of the person or 
property of such tuxpayer. 

(d) Fiduoiarier.--k'or returns to be luude by fiduciurles, see BCO 

tlon 142. 

ART. 381. Individual returna.--E'or each taxable year every single 
person and every married person not living with husband or wife 
for any part of the tnxable year, whose gross income aa defined in 
sections 22 and 116 is $5,000 or over, or whose net income as defined 
in section 21 is $l,QOO or over, niust make a return of income. Every 
murried person living with husband or wife for m y  part of the 
taxable year, but not at  tlie close of the taxable year, must make 
a return if his gross income for the taxable year is $5,000 or more, 
or his net income is equal to, or in oxces of, tho credit allowed him 
by section 25 (c) nnd (e) (computed without regard to his statue 
ns the liead of a family). (See article 295.) A husband and wife 
living together for the ontire year need make no returns uiiless their 
uggmgate gross incmie for the taxublo year is a t  lenst @i,OOO, or 
their aggregate net incoiiie is n t  least $2,500. I f  their aggregate 
net income for the taxable year is @,500 or mow, or their aggregate 
gross income ix $5,000 or inore, either each must make B return, or 
the incomo of each mist be incliided in a single joiiit return. A 
husband nnd wife living together at  tlie close of tlie taxable year 
but not during the entire taxable year must make a return or returns 
if tlieir aggregate grwq income for the taxable year is $5,ooO or 
more, or their nggregate net income is equal to, or in ex- of, the 
crodit allowed tlieiii by wction 25 (c) and (e) (computed without 
regartl k) the status of oitlier of them as tlie liead of a family). 
(See article 295.) Where tlio inconie of each is included in a single 
joint rctiini, the tax is coiiiputecl on the aggregate income and all 
deductions nnd credits to wliich either is entitled shall be taken 
from such aggregate inconie. The husband shall include in his 
return the incoiiie derived from services rendered by the wife or 
from tho sole of products of her labor if she does not file a separate 
return or join with him in a return setting forth her income %pa- 
ratel?. A joiiit return of husband and wifo may be filed only if 
they weis living toccther n t  the close of their taxable year. Where 
one sl)oiise dies prior to tlie lnst clog of the tnxnble year, the sur- 
viving spoiise mag not include the incnme of the deceased sp011se 
in a joiiit retnni for such taxable year. Whether or not an individual 
is the Iiend of n faiiiily or hns dependents is immoterial in determining 
liis liubility to render n retnrn. For returns by fiduciaries, sartion 
142 and articles 741-746; by partnerships, see section 189 and articlea 

!I 61 Art. 381 
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941 and 04s; and by nouresideut alien individuiils, see section 217 
nlid urticle 1081. See also section 53 wid articles 401404. 

Aim.  882. Form of return.-'rlle retiiro sl~ull be on Form 1040, ex- 
cept that i t  niay be on short Form 1040 A where the net income does 
not exceed $5,000, and is derived chiefly from snlaries and wages. 
The forms may be had from the collectors of the soveral districts. 
m e  return may be made by an agent when, by reason of illness, nb- 
sence, or nonresidence, the person liable for tlie return is unable to  
make it, the agent assuming the responsibility for making the return 
and incurring liability for tlie penalties provided for erroneous, 
false, or fraudulent returns. 
ART. 388. Beturn of income of minor.-An individual under the 

statutory age of majority is required to render u return of income 
if he has a net income of his own of $1,000 or over, or a gross 
income of $5,000 or over, for the taxable yenr. If he is married, 
see article 381. I f  a minor has been emancipated by his parent, 
his earnings are his own income, and such earnings, regardless of 
amount, are not required to be included in the return of the parent. 
If the aggregate of the net income of a minor from any property 
which he possesses, and from any funds held in trust for him by a 
trustee or guardian, and from his earnings in case he has been emnn- 
cipated, is at  least $1,000, or his gross income is at  least $5,000, IL re- 
turn as in the case of any other individual must be made by him or 
by his guardian, or some other person charged with the care of his 
person or property for him. In  tho absence of 
proof to the contrary, a parent will be assumed to have the legal 
right to the earnings of the minor and inust include them in his 
return. 

ART. 384. Verikation of returns.-All income tax returns must be 
verified under oath or affirmation. Tlie oath fir affirmation may be 
administered by any officer duly authorized to administcr oaths 
for general purposes by the law of the United States or of any State, 
Territory, or possessfon of the United States, wherein such oath is 
administered, or by a consular officer of the United States. Persons 
in the naval or military service of the UniQd States may verifg. 
their returns before any sfficinl authorized to administer oaths for 
the purposes of those services. Income tax returns executed abroad 
may be attested free of charge before United ya tes  consular officcra 
Where n foreign notary or other oficinl huvi t i~ no seal shall nct as 
nttesting officer, the authority of such attesting officer sllould bo 
crrtified to by some judicial oflicid or other "roper oniar having 
kriowlcdge of the appointment and official chuducter of the attesting 
officer. 

(See article 742.) 

Art. 384 
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Ala. 886. Use of presoribed foms.-Copiw of the 1wescril-d return 
forills will 80 far as possible be furniwlled tnxpaycM by collectom. A 
tnxpnyer will not be escuwd froin making u rot11r11, however, by the 
fact tlint 110 return form Iian bcen furtiidled to him. Tuxpuyors not 
eupplied with tlie proper forins iAould make applicotiolr thorefor to 
die collector in ainple time to hnve their returns prepartd, verified, 
and filed with the collector on or before the due date. Ench tas- 
payer should carefully prepnre his return so ns fully and clearly to 
set forth the data therein called for., Imperfect or incorrect retwns 
mill not be accepted a6 meeting the requirements of the Act. In 
lack of a prescribed forni n statement made by a taxpayer disclosing 
his gross income and tho deductions therefrom may be accepted ns a 
teiitotive return, and i f  filed within the prescribed time a return so 
niacle will relieve tlie taxpayer from liability to penalties, provided 
that without unneceesury delay such a tentative return is replaced 
by a return made on the prapr form. (See further nrticles 402- 
404.) 

QENEBAL YW)VIBIONB 

SEC. 52. CORPORATION RETURNS. 
(a) Eequ1rement.-Every corl,i#rutluir dUbJw't tu tniutlorr urider thls 

tltle eliull innhe u return. atntliig e~wclllcully Lhe lteuis o l  Its grosr 
lncome and llre deductlone arid credlts allowed by thls tllle. Tlie 
relurn ehall be nworu to by the presldeiit. vlce prealdent, or other 
prliiclpnl umcer and by the tretlsurer or nsslatnnt tiwaurer. In cane8 
where recelrerg. trustees In bu1nrrkriiytcy. or usul6nnc~y are operatllrg tibe 
properly or buslncss o l  coipuintlotia. such receivers, trurrlees, or n& 
elynces slrnll muke returiie fur sucli rorp3ratlorie In the Ypnir uiairner 
nnd foru ne corporntlons lire requlred to iunlte relurne. Any tax 
due on tlie bnltls of such returns mnde by recelvers. truateee. or ue 
wlgiicee elioll bo collected In the 8uiile nianiier na if collected irom tha 
corporatluns uf \\"row brislnerw or property thoy hnve custody and 
control. 

(b) Consolidated returnm.-Fur provlalon us tn anrwlld~~tecl wtnmr 
U C  nnlliated corpurntiona, ace section 141. 

ART. 801. Corporation returns.-Every corporation uot expremly 
exeinpt frain tax must iiralre a return of income, regard]= of the 
tlnioiiiit of its net incorne. In the case of ordinnry corporntions, tho 
return shall be on Form 1120. For returnzi of insurance con-paniee, 
hc(l article 1015; of foreign corporations, see section 235; nnd of 
affilintcd corporntioiis, sec wction 141 and article 711. A corporation 
Iiuving an cxistcrice during any portion of a taxable year is required 
to make a Fetiirii. A corporation which hor, received a churtrr, but 
has iiewr perfected i b  orgtinixntion, which has transacted n o  bud- 
iiess and Iind no income from nny source, niny y o n  presentntion of 
the facts to the collector be relieved from the necessity of mnkina 
a return SO long as i t  rcwiai~irr in an unorganized condition. In  the 

, 
' 
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nbsencc oi a proper showing to tho collector such a eorporntion will 
be required to make a return. A corporiition which was dissolved 
in 1032 prior to the enactment of the licvenue Act of 1032 is not 
relieved from the necessity of rendering retrims thereunder for any 
period or periods of its esistence for ~vliich the Act is effective. 
For information returns by corporations relating to profits of the 
taxable year declared as dividends, see section 148 (b). For verifica- 
tion of returns and tise of prescribed forms, seo articles 384 and 385. 
Upon liquidation or dissolution of a corporation tlierc sliall be 
attached to the final return a statement showing: (1) The date and 
manner of dissolution, (2) the unme and address of each shareholder 
a t  dissolution and the number and par value of tho shares of stock 
held by each of them, (3) a description and the value of the liquidat- 
ing assets received by each shareholder, (4) the name and rlddress 
of coch individual or corporation other than shareholders and crcdi- 
tors, if any, that  received assets at dissolution, (5) a description and 
the value of the assets received by each such individual or corpora- 
tion, and (6) the consideration, if any, paid by each of them for the 
assets received. 

ART. 302. Returns by reoeiveu.-Receivers, trustees in dissolution, 
trustees in bankruptcy, and assignees, operating the property or 
business of corporations, must mnke returns of income for such cor- 
porations on Form 1120. Notwithstanding that the powers and 
functions of a corporation are suspended and that the property and 
business are for the time being in the custody of the receiver, trustee, 
or assignee, subject to the order of the court, such receiver, trustee, or 
assignee stands in the place of the corporate officers and is required 
to perform all the duties and assume all the liabilities whicll would 
devolve upon the officars of the corporation were they in control. 
(See sections 274 and 298 and articles 1191 and 1192.) A receiver 
in charge of only part of the property of n corporation, however, ns 
a receLver in mortgage foreclxure proceedinp involving merely a 
m a l l  portion oi its property, need not malre a 1 return of incolne. 

SEC. 53. TIME AND PLACE FOR FILINO RE URNS. 
(a) Time ?or aling.- P- 

(1) QCNERAL auLE.-Rcturns made on the bash of tho crilcndnr 
yeur shall be made on or before the 15th duy of March fdIo\viag 
the close of the cnlendnr yeur. 1:eturua luaUe on the bmla of u 
f k a l  year ahnll be mnde oh or bctore the 16th dny of the thlrd 
month :dloalng the close of tlie flscal yenr. 

( 2 )  EXTERSION or mME.--The Cwnmlssioner mny grnnt a rrn- 
eonable ertenulon of t h e  for fllliig rrturiis, rptder such rules and 
reyulatlone as he ahnll prescribe wlth the aflgrovnl of the Secre- 

Art. 898 
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tarp. Except In the ( m e  of tlIXplyt*l.M who lire tllbrtnid, no sndt 
cxtcuriim ahull be for mure 11iu:i six inoillhs. 

(b) To whom return made.- 
(1 )  INii:vinu.\l H.-RrturllH (olllt-r tiitid corpiirutlou rctiirne) 

shrll be ~ ~ i i i d e  to lhc cidlcvtor for the tll*trlct 111 cvhlt-h is Iwilted 
the leg111 renltleiice or prlnc*lpil place of bun1:ieun of the pcrson 
~ ~ i i i l t l i i g  (he return, or, if lie I i m  iio It'gul rc?lildence or p.kclpu1 
~ h c ~  of bu4iiexe In tlic Uultvtl Stutw, then to the colleilur ut 
Ihll tlllor~, l\laryllulB. 
(2) Conroraiioaa.-Rrturnq of ccirporatlulis diull be mado tu lhe 

cullector of the (IIntrlvt I n  which In Iimted the principal place of 
buslneaa or prliwiptil ofRce or ngclicy of the corporatlun, or. If It 
has 110 priuclpul plucw of bimhlew or prluclpai ofece or oyeircj 
In tire Uirllecl States, tlicn to the collector at Bullimore, AIurylund. 

Am. 401. Time for filing returns.-Returns of income (except in the 
cuso of nonresident alien individuals, as to which see section 217, and 
foreign corporations, as to which see section 233) mubt be i n d e  on or 
before the 15th day of the third month followiug tho c l w  of the 
fiscal or calendar year. A corporation going into liquitlrtion tliiring 
any taxable year may, upon the completion of wuch liqiiiclntion, pre- 
paro a return for that year covering ita income for the part  of the 
year during which it was engaged in business and may immedintely 
filo such return with the collector. 

Am. 402. Extendonu of time for &g returns.-It ie hportni i t  that  
the taxpayer render on or bofom the due data a return au complete 
nnd final as it is possible for him to prepare. However, the Cum- 
missioner is authorized to grant a reasonable extension of time 
for filing returns under sucb rules and regulations as hc shall pre- 
scribe with the approval of the Secretary. Accordingly, authority 
for granting extensions of time for filing income tax returns is 
hereby delegated to the various collectors of internal revenue. Appli- 
cation for extensions of time for filing income tax r e t u r n  elrould 
be addressed to the collector of internal revenue for the didhrict in 
which the taxpayer files his returns and must contuin a full recital 
of the c n u w  for the delay. Except in the case of taxpayers who 
ure abroad, no extension for filing income tax returns may bu 
granted for mom than sir months. For extensions of time for 
payincnt of tnx, we sections U6 (c) and 272 (j)  nnd artirles 403, 
488, and 1173. 
-4m. 40% Extensions of time in the anre of foreign or&aniCations, 

certain domestio corporations, and citizens of United Stater r e d h g  or 
traveling abroad.-An estension of t':ne for filing rettirns of inconic 
for lua!! ant1 subqi icnt  tuxaLlc! years is IicrcLy grtilitetl up to ant1 
iiic.lutliiig tlic 16th duy of the sixth inonth following the close of 
tlie tasuble year in tlie cn.e of: 

. 



( a )  Forcign piirtiiersliips regurdless of whethor or not they 'main- 
ttiin an ol6c.e or place of business within the United States; 

(b)  Foreign corporations which maintain an office or place of 
business within the United States; 

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

( d )  nomcstic corporntions whose principal income is from sources 
within the possessions of the United States; and 

(e) American citizens residing or traveling abrond, including per- 
sons in militnry or nnval service on duty outside the United States. 
In all such cases an affidnvit must be attached to' the return, stat- 

ing the cnuse of the delay in filing. 
An extension of time for paying tho tax for such years is also 

granted up to and including the 15th day of the sixth month follow- 
ing the close of the taxable year in the cnse of the taxpayen, specified 
i n  (b) ,  (o), ( d ) ,  and (c). The instillments of tax which are 
nc*tiinllg diie must be paid a t  the time of filing the return and the 
otlirr instnllmrnh shall be paid as they fall due. Taxpayers who 
t n h  ndvnntugo of this extension of time for paying the tax mill be 
cl~nrged with interest a t  the rate of 6 per ceiit per annum on the 
i i r ~  iiistnllincnt of tax from tl io origiiiul d i ~ o  date until paid. 

AIIT. 404. Due date of return.-The due dnte is tlie dnte on or before 
which a return is required to be filed in aacordunce with the pro- 
visions of the Act or tho lost day of the p4riod covered by an ex- 
tuiision of time grnntcd by the Coniinisvioriur or a collcctor. When 
tho due duto falls on Siindng or a legal hmlidoy, the due date for 
filing rctiirns will be the day following siith $iinduy or legal holidny. 
If plnced in tho mnits, the returns slioultl be posted in ninple time to 
rencli the collcctor's office, under ordinary litwdling of tho mails, on 
or before the date on which the return is required to be filed. If n 
return is made and plnced in the innils i i i  due coiirse, properly ad- 
dressed and postage paid, in ample time to reach the offico of tho 
collector on or before the due dute, no penalty will attach should Lhe 
return not nctunlly be received by such oilicer until subsequent to that 
date. Where n question may be ruised as to whether the return was 
posted in ample time to reach the collector's ofice on or belore the 
due dnto, the envelope in wliich the return wus trnnsmitted will be 
preserved by the collector and forwarded to the Commissioner with 
the return. As to additions to the tax in the cnse of failure to filo 
return within the prescribed tiine, seo section 291 and article 1211. 

SEG. 54. RECORDS AND SPECIAL RETURNS. 
(a) By ?axpayer.-Every person Ilnl~ls to riny tax linposed by this 

tltle or !or the collection thereof, rhall krt.1, SIICII rccortla, render under 
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ontb such statements, niake such returns, and comply rlth such rulea 
and regulatlons, as the Commleeloner, wlth the appcovnl of the Secre 
tory. mny from time to tlmc prescribe. 

(b) To determine Ilabllity to  tax.-Whenever Iu the judgment of the 
Commlssloiier uecesaary hc may require nny person. by notice nerved 
upon hlm, to make a return, render under oath sucli statements, or 
keep such records, as the Commlssloner deems sulliclbnt to sliow 
whether or not such person 1s llnble to tax under thle title. 

(a) Information at the source.-For requlrement o! statements and 
returun by one person to asslst In dctermlnlng tho tnx Uability of 
another person, me sectlona 147 to 150. 

ART. 411. Aid8 to colleotion of tax.-In n w s i n g  and collecting 
income tnxes tlie Coiniiiissioner has the benefit of nll  existing internal 
revenue laws in so far as such laws ore npylicnble. The Commis- 
sioner may require any person to keep specific rec~i*ds, render under 
oath such statements and returns, and comply with such riilw and 
regulations as the Commissioner, with the approval of the Secre- 
tary, may prescribe in order that  hc inny detoriiiine whether such 
person is liable for the tax or for the collection thereof. I n  accord- 
ance with this provision, every person subject to tax carrying on the 
business of producing, manufacturing, purchasing, or selling any 
commodities or merchandise, except the business of growing and 
selling products of the soil, shall for the purpose of detcrmining the 
ambunt of income which may be subject to the tax keep such per- 
manent books of account or records, including inventories, m are 
necessary to establish tho nmount of his gross income and the dccluc- 
tions, credits, and other informntion reqiiired to be shown in an 
income tax return. 

SEC. 55. PUBLICITY OF RETURNS. 
Returns nmde undcr this tltle Rhall be opii to lnspectlon In the 

&me manner, to the snme extent, nn$ suhjwt to the snmc provisions 
of law, including pciinltlen, as rztnrnr made under Title I1 of tho 
Revcuuc Act o! 1020. 

ART. 421. Impection of returnr.-Scction G5 providea tlint returns 
innde under Title I vlinlr be open to i i ispdion in the same manner, 
t o  the same extent, and subject to the same provisions of law, includ- 
ing peiialties, as returns iliade uiicler Title I1 of ,the Revenue Act of 
1026. Accordingly, the inspection of returns made under Title I is 
governed by the provision8 of sections 257 and 1208 (d) of the 
Revoiiue Act of 1926, which are as follows: 

RETURNS TO BE PUBLIC RECORDS. 
S w  257. (a) Returns upon whlch the lax has been determlned by 

tlio Commhloner ahnll constitute public records; but, except ns herelo- 
d t e r  provided In tlih vectlon and section 1203. they rhaH be open to 

Art. 42! 8 65 
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Intqwctlori oiilg iilioii order of the l'rt~sitlent and under rules nnd regu- 
lrrtiolis prc: cr1lit.tl Iiy tl:e Scrretiiry rind upproved by the I'resltleiit. 
Wliencver a rc.tui.ii' is ope11 to IIIC iiitqiei:tInii or any person 11 certifieil 
copj tlicrai; aliiill ,  iilitiii request, be furnlslied to such persoil nuder 
rule8 niid regiiiittbiiis iiresc*rlli;vl by tlic C'ouinilswloiier wltli tlic approval 
of the Secret~~iy. The 1'oiiiuilssionr.r nrny prescr:l,e a reasoiiiible fee 

(1,) (1) Tlie Secrrtnrx niitl any olllcer or euiiiloyee of tlie Treasury 
Depumiient, ui,on rrtliivxt from the ('oinnilttee nu Wuys und blcuns of 
tiie Houre of Ilt.iireweiitiItivc,x, tlic (loinriilttee oii Fliiuiire of the Seiiate, 
or u select coin~nlttcct of tlie Senate or tfonse siiodully authorized to 
investlgiite retnrns liy II rcxoiutioii of tlie Senatc or House, or 11 joint 

conimittcw sI~tl!ig iu,esccutive session with uny data of uny clinrncter 
contiilnetl in or siiowii iiy anj return. 
(2) A n y  wucli coiniilittre sliull I i ~ i v e  tile riglit, uctliip directly as a 

coiniuittee, or Iiy or tlirougli s11c.11 esninliicrs or ugeuts ns It niuy dcslg- 
uu;e or niipoiiit, to luspcct uny or 1111 of the retui'iis a t  such tlnies uud 
in such inuniier us I t  inciy tlibterinine. 
(3) Any relevlint or nseful inforniatioii thus olituinnl may be nub- 

mlttcd by the committee oiituiuiiig it to the Senate or the House, or to 
both the Senate oiid tlie House, as tlic cuse inny be. 

(c) The proiier offlccrs of uny Stute muy, pimi the recluest of the 
governor tlicreof, liave nccess to tlic returiia of any corporutlon, or to 
an ubstrnct tliercof sliowing the nnnie ni id  lncome of tile corporation, 
at such tiniea and I n  sucli m m i m  iirs the Secretiiry may prescribe. 

( d )  All bona Adc sliiireliolilcrs of record oivnir~p 1 per centulu or 
niore of tlie outstolitling stock of  any corporatioil nhuii, i i~ion making 
requcst of the Coniniiwioiier, lie allowccl to eriiplne the uiiiiual iiicome 
retiirns of such corportrtloii ciutl of Its nobnitli~irlea. Auy shurclioldcr 
wiio pursuant to tlie Iirovisions of tlitn scctioli ie ullowed to examine 
the return Gf any C'orporiltioii, nild who nillkesj known in nny mauiier 
wlintever not iirovitlctl iiy IIIW tile nmoorit or +rce of income, profits, 
losses, esi!eiitlitnrca, or uiiy pnrticular 11 fort11 or (llsc~lo& In 
auy such returii, sl1111i lie guilty of a nit aiid be puiii&ed by 
a flne not esccctli~ig $1,000 or by iniiiris( excee(lillg olle year, 
or both. 

(e) The Coniniissinn~!r sliall as soon a s  p~nctl~*nhle I n  each year 
cause to be prepnivd unit ~nutle uvuilnhle to peblic insimctlun In such 
niniiiirr as  iic mny deteruiiue, i n  the ollice of tlik coilecior in  r.uci~ pltcr- 
nul-revciiiic dlatrict anti in siicti other places ns,,Iie may drteruillic:, iists 
contiiinin6: tire iinme and tlre post-oltlce ut~dress) of e:lcll person lnnkllig 
nn Incomc-tau return iii surli district. I !  ' 

[ S w .  1203.1 ((1) Tlie Jolnt (lonimlttee ~ l i c i l l  ')uive the snmc right to 
obtiiin duta and to Inspcvt returns tie the C h u n l t t n  on W a y s  and 
Means or the Committee on Fiirnncc?, untl to plimit  uny relevant or 
useful information tliiis o1)tuiiied to the Senate, the House of Itcpre- 
sentatlves, the Cominlttee, 011 Ways ant1 BIenirs, or tlie Coininittee on 
Finance. The Committee on W ~ i y s  nntl Mrnns or tlie Conimlttee on 
Flnaiicc may Rubnit surli information to the €touse or to tire Senate, 
or to both the House uud tlie Sciiute. uti Lire caw luuy be. 

for f U ~ l l f H ~ I ~ l I ~  SUCh 1'01,)'. 

c o l i ~ ~ ~ ~ l :  tee SO tliitllorii:(btl Iiy coiiciirrclit rc.nolution, nl1111l furliiell SUCII 
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"he retu&s upon which tho tax has been determined by the Com- 
missioner, although public records, nre open to inspection only to 
the extent authorized by the President except as otherwise expressly 
provided. Tho President by an Executive order clnted December 13, 
1932, ordered tlint, returns of iivliviclunls, ynrtnerships, estrtes, trusts, 
corporations, nssocintio~rs, joint-stock comprnies, und insurance com- 
pnriies filed under the provisions of section 2 of the Tariff Act of 
October 3, 1913; Title 1 of the Revenue Act of 1916; Title I1 of the 
Revenue Act of 1917; Titles I1 nnd I11 and section 1000, Title X, 
of the Revenue Act of 1918; Titles I1 nnd I11 nnd section 1O00, 
Title X, of the Iievenue Act of 1921; Title I1 and section 700, Title 
VII, of the Revenue Act of 1924; Title I1 of the Revenue Act of 
1920; Title I of tho Rovenue Act of 1928; and Titlo I of the Reveniio 
Act of 1932, or any such Act aq nniended, sliall be open to inspection 
in accordance and upon compliance with the following rules and 
regulations : 
1. These repulatioux deal only with inspeection of return8 in RO fa r  as it is 

necessary for the Prcsldent to approve regulations on thls subJect. Other 118c.~1 
to whlch returun may be lawfully put, without action by the Prcsldeut. are not 
covered by these i.eylation8. 

2. The word "t.eturn," when no ulrcd shall, uniew otherwise Indicded, in- 
clude Income and profits tax returur, nnd also sikvlnl e x c h  tax returns of 
corporations flled pursuant to sectlon 1OOO. Title X, o! each of the Ruvenue 
Acts of 1818 and 1021. and pursuant to section 700 of Title V I I  of the Revenue 
Act of 1924. Any other word or term uwd In them regulations which 1u 
deflned by the Revenue Act8 shull be given the deflnltloli contnlned In the Act 
under which the particular return la made. 

8. Informatlou returns and other written stutements Bled ri t lr  the Cmnmlll- 
sioner of Internal Revenue deslgned to be supplemental to or to beconie a 
part of tax returns shall be subject to the mi l e  rules and regulations as to 
inspection as are the tar returns themnelves 

4. Except as hereillafter spcclflcelly provided. the Chommbloner o! Internal 
Revenue may, lu hls discretion, upon written alipllciition sctting forth fully the  
reasons for the requcnt, grant permission for the iuapwtion of returns lo nc- 
cordauce with thew, regulations The oflcen, and ctnliloyeei, of the Treasury 
Department whose ofiiclal duties require inspection of r e t u r n  muy Inspect any 
such returns without making huch written tippllcntion. 

6. The raturn of cu tndivldunl rchnll be open to lwpection ( a )  by the yer- 
son wlig niade the return, or by hin duly constituted nttorney in fact: (b)  If 
the makcr of the return has died, by the administrator, executor, or trustee 02 
his estate, or by the duly constituted attorney In fact of such adminlstmtor, 
executor, or trustee; ( c )  In t h e  discretion of the CommLsioner of Internal 
Reveuue, by any heir a t  law, next of kin, or beneficiary under the will, of such 
decease0 person, upon a ehowlnp that such heir at law, next of kln, or bene- 
flcinry has a mnterial interetrt whlch will be affected by information contali id 
In the return. or by the duly constituted attorney In fact of such heir at low, 
nest of kln, or beneflclary ; nnd (d)  Ln the dlseretlon of the &mmlsclloner of 
Internal Revenue. and a t  sucli t h e  and ln such mnnner as the Commissloner 
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niay 1ire~c.rlbe fur the lii*iw(iui~, by HII ofliver of iiny Stnte having a ialv lm- 
p c i ~ i ~ i ~  nu i i i c w u ~ !  tiis 111ini1 tiic iiiciivlilii~il, or i t  t i i x  ulioii iilttulgilile proiMerty 
u\vlwtl iiy (lie i ~ ~ t l i v i t l ~ ~ i ~ l ,  uieawrctl Iiy tile iilc*cinic derived tlierefrom, upon 
written ui~iillci~tlon slblwd by tile Kovernor of mcli Stclte uutler the sen1 of the 
Stiite, clesib?iatlilr: tile offlcer to m k e  tlic Iuslicctlon aild showing tlint tire 
iuspt~clloii is solely for such Slate incon~c tlnd/or iutungible prowrty tax 
yurlloxra. 

U. A joiiit retiirn of u Iiuxbi~irtl ulitl wlfc sl i i i l l  lie open to inqection (n) by 
eitlirr siiousc for whom the return wns made, upon SatiHfllCtOry evidence of 
such rcltit1oiw:iip bclilg furnlslleci, or by his or her duly constituted attorney 
in  fuct ; (b)  If eltlier spousc lins died, by the atluilnistrutor. executor, or trustee 
of 111s or lier estate, or by the tluly coiistltutrd altoriicy In fact of such 
ailminlstrator, executor, or trustee ; (c )  I n  the cllncretlon of the Comiulssloner 
of Iuternal Rcvcuue, Iiy nny heir a t  ha., next of kin, or beneflcinry tinder 
the ~ 1 1 1 ,  of such drCeaSed siiouse, upon 11 showliig th:lt nuch hcir at next 
of kin, or Iieiwficiury has a mnterlui Iutcrest wliicli will be affectetl by infor- 
mution coutulned In the returu, or by tile cluly constituteti nttorney in fact 
of siicli heir a t  law. next of kin, or bciieficlnry; ant1 (11) In the discretion of 
the Columirrloner of Internal I~L.vcni~c, nntl a t  nurh tlnie and In such manlier 
as the Comuiissloncr ruiiy prescribe for the Inhpec t ion  iiy an  omcer of any 
State havlng a law 1iul)osing nn inconic tux iilioii eliller spouse or a tax upon 
irltclnglble property o\\acii by eltiler sliollse, niensured by tile inconie derived 
therefrom, upon writteu a[iplicntloii sibnet1 Iiy tlie goveriror of IW+ Stute untlcr 
the seal of the State, ileslgnatinp the olflccr lo l  nirikc the Inspection nnd 
showing that the ins[)ertinn la Solely for such state income iuid/or iiitangible 
propcr t y tux iiu rposca. 

7. ~ 1 i e  return of a pnrtiiersiiiii R l l i i l l  be oiien to innlwctioll ( a )  by ally 11itii- 
viduul who \vus a meriiiier of Sllclil lwtnerahiii thlrliig uny part of the tllne 
coveretl Iiy tlie rctnru i i i iot~ sutisfwtory evitleuce of auch fnct belnl: furllielied, 
or by US duly coiistitutcd nttorucy in fact;  (b) i i ~ a  meml)er or s ~ c i l  partner- 
shlp during niiy Dirt of tlie l lmc Coveretl by tho qcturu haw d l ~ l ,  by the ad- 
minlRtrntor, lbxcwtor, or trustee of his eslutc, or by, tile duly constituteti .attor- 
ncy 111 fuct of rruch nclministriltor, executor, or trilstee; (c) 111 tlle cliscretiou 
of tile Coinilasioner of Ilitcrnnl Itcvcuue, by U I I ~ ,  Iieir nt law, next of kin, 
or 1iciirflcliu.y imler the n l l l ,  of such clccecisetl iiqrson, upon a showillg tllat 
such heir a t  law, next of kin, UP beneficiury hnsl a iiiaterlnl interest which 
will be uffcclcd by iufornintlon coritcllned 111 the $Fturn, or by tile cluiy con- 
stituleil uttorney lu ha of such heir ut  luw, uest #of klii, or beneficiary; and 
(d) hi the illseretion sf the C t ~ m ~ n i a ~ l o ~ ~ c r  of Iillarnnl Rcvenue, and Ht such 
tinre uncl irI such mnnner aw tiiu CuuiinIsnioiicr niuy hireacrlbu for the inspection 
by UII oflicer of nny State having 11 law illi~ioslllg 1111 I~icomu tcix upon tho 
purtnc!rehi~i or u i m  ally nierrlliw thereol i n  i’evilcct of income therefrom 
or u tnx ui)on Iiitcinglble property owned by the pnrtilerel~lp, mcasureti by tile 
income derived therefrom, upon written ajiplicuti~,rir 8igned by the governor 
of such Stutc untler the lieti1 of the Stute, de~lgnutllig the offlcer to mnke tlle 
inspcctlon niicl sho\vliig thut the innpwtiolr Is rnlcly for such State Income 
and/or Iiitnnali~lc property tax ~i i~rposc~n.  

8. Tire rcturu of an entnle shnll Lte open to inspection ( 8 1 )  by the nd~nlnly- 
trator, executor, or trustee ti! such estiite, or by l i ln duly constituted attorney 
iu fuct; (b)  in trie dlncretion of the Commlxsioi~er of Internal ltevenne, Iiy 
any heir at law, next of kin, qr beneliciilry under the \viii, of the deceased 
person for whose estate the return Is mutle, upoil a showing of material 

I 
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interest which will be afkcted by lnformntlon contnlned In the return, or 
by the duly constituted attorney in fnct of such heir a t  law, w x t  of kln, or 
beneflcinry; and (c) in the dlecretion of the Conilulsslurlcr of Internal Rcvenne, 
nnd at such time and in such manucr as the Commlnsloner inny prencribe 
for the inspection, by an offlccr of any Stntc having a Inw I~nposl.~g nn Incomo 
tax  upon the ostntc or upon any beneficiary of tlic estute In resrwt of liironio 
therefroui, or a tax upon intangible property owned hy the estnte, uic~irorccl 
by the Income derived therefrom, upon written sppliration slpied hy the. 
governor of such State under the seal of the Stnte, dcaignnlli~p tire otHwr to  
make the inspection and showing that the inspectioil Is solciy for siicli State 
income and/or Intnngibie property tax purposes. 

0. The return of a trust slrnll be open to Inspention (a) by the t rus tw’or  
trustees, jointly or eevernlly, or tlie duly constituted attorney In fnct of such 
trustee or trustees; (b) by nny lndlvltlunl who wns a beneficiary of such 
trust during any part of the time covered by thc return, u w n  Rntisfactory 
evidence of such fnct being furnished, or by his duly constituted tittornthy I n  
frict; ( c )  If oily lndlvldual wiio wns a bencflclnry of such trust durliig any 
part of the time covered by tlic return !ins dicd, by the administrator, ex- 
ecutor, or trustee of his eqtnte, or by thc drily constltoted ntlorney in fnct 
of such adnrinlstrutor, cxccutor, or trustee; ( d )  in the discrctlon of the 
Uommlsaloncr of Internal Revenue, by any heir nt Inw, next of kin, or k n e -  
flcinry under the wlll, of such dotrnsed pcrwn, upon n showing that such 
heir at law. next of kln, or bencfirinry hns n materlal Intetcst which wlll be 
affected by Information contained in the rcturn, or by the duly constituted 
nttorncy in fnct of such liclr ut law, next of kin, or brneficinry; and ( e )  
in the discletion of the Ciimmlcucioncr of Iutcrnal Revenue, and at such tinie 
aud in such ninnncr us thy Commissioner may p rwr ibe  fur the Insimtion. 
by nn omccr of tiny State having n Inw imposing an income tnx t l p n  the trust 
or upon any bencflclnry of the trust In rcspcvt of Inconic thcralrorli, or a tax 
upon lutnngible property owned by the trust, mensowti by the hconie derived 
therefrom, Upon written application signed by tlie governor of sucli Nntc  untler 
the seal uf the State, deslgnntlng the officer to ninkc tlrc lnspectlon and sliowlnl: 
thnt the inspcvtion is solely for MIICII State Income and/or lntnnyihlc property 
tax purposes. 
10. The rcturn of a coriiorntlon shnll be u l m  to inap~etlu~i  by tile iirwltlcnt, 

vice presldeut, eecretnry, or trcnsnrer of nuch corporntlon, or, 1f none, by any 
of- Its princlpni ofticere, upou wtisfactory cvltlence of ldcntlty and offlclal post- 
tion, or by the duly constltukd uttorney In fnct of such omccr. The return oC 
a corporntlon which has since becn dlseoivecl, shall, In the discretion of the 
Commissioner of Internnl Revenue, be open to inspection to any Person who 
under these regulntlqns might hnve inspected the return at the ilrite of 
dissolution. 
11. Tile “access” to returns of coqwrntions provided fur  In rubdivision ( c )  

of section 257 shall be considered an inqection of r e t u r n  wlthln the nieanlng 
of subdivision (a )  oC apid section. 
12. The “examlnation” of return8 of corporation8 provldcd for In subdivi- 

yion (d )  of Rection 257 shall be considered ns inspection of returns witliln the 
lnanlng  of subdivlsion (a) of pnld WCtlOn. 

13. When the head of an  exccutlvc department (other than the Treasury 
mpar tment )  or any other United States Government establishment deal~es to 
inspect or to have some other offlcer or employee of hls branch of the mrvlce 
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i i i x l w t  n rcturn 111 coriiirctloli with some illutter ofllclally before Irlin, the in8pec- 
tlon IIIPY, 111 the diwrctiou of the Secn!tary of the Treasury, he iiermltted upon 
wrltteu ciljpllcnllon to I1li11 Iiy the lleud of such executive department or otller 
G~~V~~~l l i i iC i~ t  estui)lIsiinlc(lt. The nprillcutlol~ must he slmed by such liead and 
inust RII~W 111 detail why the 111xllel'tlon Is deslred, the nnlne nnd address of 
tlic tusp4i)'er who inutle tile ivturrl, and tile nnme and olRclal designation of 
the one It is desired sliull Iiispc(!t the return. When the head of a bureau or 
omre In the Treasury Department, not a part of the Internal Revenue Bureau, 
deslres to inspect a return in connection with some matter omdally before him, 
other tliun all Income, proat8 tax, or CorPorution excise tax matter, the Inspc- 
tlon mny, In the discretion of the Secretary, be permitted upon written nppllca- 
tion to him by the head of such bureau or office, showlng In detail why the 
Inspection 18 deslred. The Secretnrr of the Treasury, upon such conditions 
and IlmltatIons ns he may fmpose, Is authorized to permit the Inspection of 
returns, upon the written request of the Secretary of Commerce, by such officers 
and employees as the Secretary of Commerce may designate, for statlstlcal 
purposes. 

14. In  the cnse of returns or coples thereof furulehed by the Department 
for use In lcgnl proceedings, only such inspection as necessarily results from 
such use Is permltted. 

15. Except as provlded in para6raph 14 returns may be Inspected only in 
the otace of the Cornmlssioner of Iuternal Revenue, Wnshlngtoll, D. O., unless 
such returus are in the Custody Of a Collector Of htCrn111 revenue or Interndl 
revenue agent in charge, In which event the return mny be.inspected in the 
omce of such collector or agent, but only In the presence of an Internal revenue 
ofacer deslynted by the collector or agent for that purpose. When the returns 
are In the custody of a collector of internal revenud or internal revenue agent 
in chnrge, such collector of Internal revenue or lntemal revenue agent In charge 
Is anthurlzed to grant perlnlsslon for the Inspection, of ruch returns in accord- 
ance wlth them rrgulotlons. 

10. The Cominissloner of Internal Revenue shalP caum to be prepclred a 
written dwlslon In every cnsc In tvhlch an overnswssment (whether resultfng 
In a refund, c r d l t ,  or nliatement) of nn inconlc, war-profits, excess-profits. 
cstatc, or d f t  tnx Is  allowed, In excess of $2O,WO, and such decision shall h 
consldercd n publlc record nnd shnll be open to Inspcctlon, during reyinr 
hours of busl~icss. in the oflice of the CoiinnilssI.,nctr of Internlll Itevelluo or 
eucll 'Ofnce as IIC illny designale. Such dcc~nion 8hnll give the amount of the 
ovcrnrwssulent and Rllall bc arcomgn~~icd by a brIc4 suannlnry of the relevant 
facts ni i t l  n citntlon of tllc nulliorllics ilprli~clll~lc thewto. or, In a CIIW 111 whlclr 
a ~ICCISIOII of a court or of thc IJotird of Tux A1111cnls Ltcs bt?conle flnai, by n c lk -  
tlon of tlic court or Board decision. Under no ei~iiurstnnces ahall tho pro- 
vinlons of t h l R  p~tmg~ilph be collntrurd as mnklng iiny rcturn, or any part 
thereof, own  to In~pectlon, or ns autborlzlne the source of any lucome, p i n s ,  
or profits, or thr npccltfc transilctions resulting In lo41ies or expandltulw, to be 
lnnde pnbllc; nor Shall nny of tllr informatlo11 cobtahed in any return or 
relating thereto be made publlc excent in nccordnnce wlth, md to the exten: 
necessary 111 carryliig out, these rcgulu tlorw. 

17. A person who, under tlrrse rcgilntlonh, Is pcrn~litc!tl to I n s w t  a return 
m y  malie ant1 tiike n coliy lhcloof or n i i u ~ i i i ~ ~ r c i ~ ~ ~ l ~ ~ ~ ~ ~  of dulu coiitnined 
thercln. 
18. By scctlon 3107, R c v l ~ c d  Shtntccr, ns unlendcd by the Revenuo Act of 

.1018, and rwiincted wltliout chnngc I n  sectloll 3311 of the Revenue Act of 
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1021 a i d  In section 1018 of the Revenue Act of 1024 nnd In sectton 1115 of tlm 
Reveiiue Act of lW6, It is luude a ullstiellleunor for ally Ijerwll to print Or 
publlrh In uuy muuuer whiitever iwt ~irovlclcd by luw nlly Income reiurn, or 
aug part thereof or souree of Iucuiiic, liroths. lams, or ex~wllditureu. uplwurlog 
in any income return, \\hlch inisdcu~runor 1s ~~ul~lribuble by n ! h e  not exccPdlng 
$1,000 or by imprlsoiiuient iiot excecdlug one yetr  or both, at the dlwretion of 
the court, clnd If the oflender be nii omccr or employee of the Uulted Stntes, by 
disiiilnsal froni olflce or dlslhnrgc frolu eiupioyment. 
10. All former regUlntlons ipsued wlth tlre approval of the President in 

respect of inspwtlun of returns are hereby wlthdrawn. 
20. These regiilatlons sliall remnln lo force untll expressly withdrawn or 

overruled. 

ART. 422. Furnishing of copies of income retum.-(l) The original 
income return of an individual, partnership, corporntion, asswintion, 
joint-stock colnpnny, insurnnce compnny, or fiduciary, or a copy 
thereof, inny be furnished by the Commissioner to B United States 
attorney for use as evidence before a United States grand jury or in 
litigation in any court, where the United Stntes is interested in the 
result, or for use in the preparation for such litigntion, or to an att- 
torney connected with the Department of Justice desipated to 
hnndle such matters, upon written request of the Attorney General, 
the Assistnnt to the Attorney General, or an Assistant Attorney 
General.' When an income return or copy thereof is thus furnished, 
it must be limited in USB to the purpose for which it is furnished and 
is under no conditions to be made public except where publicity 
necessarily results from such use. I f  the iniome return is in the cus- 
tody of a collector or of ILII intarnnl revenue agent in charge, a copy 
thereof may be furnished by the collector or by the internal revenue 
agent in charge to a United Stutes attorney for use as evidence before 
a United States grand jury or in litigation in any court where the 
United States is interested in the result, or for use in the preparation 
for such litigation. Where a photostat is requested and tho col- 
lector or the internal revenue ugerit in charge has not the available 
facilities for making such copy, written request for the copy must be 
sent to the Conimissioner a t  Wadlington. In  case the original re- 
turn is necessnry, it slinll be plnced in evidence by the Commissioner 
or by some other officer or employee of the Internal Hevenue Bureau 
designnted by the Cvmniissioner for that purpose, nnd after it haa 
been plnced in evjdenco it shall be rcturned to the files from which 
it wad withdrawn. An original return will be furiiislled only in 
exceptionnl cnses, and then only when it is ninde to appear that tho 
ends of justicc may otherwise be defeated. Neither the originid nor 
a copy of an income return desired for use in litigation in court will 
be furnished, ahere the United Stntea Government is not interested 

Art. 422 



in tlie rrsiilt i i i it l  ~ 1 i ~ i . e  siicli iiw iiiiglit rcsitlt i s  iiliiking public tlie 
inforiiiiitioii wii t t i i i i tvl  t i i t w i n ,  ivlrct1ic.r or not the request for the 
copy is coiitiiiiic;tl in  ni i  ortlcv of t l io  coiirt. This provision is not a 
liiiiitiitioii on tlic iisr o f  ropic*s of rctiiims by tlie 1)c~rsoiis cmtitled to 
s u d ~  copies uiitlcr tliv 1)iwvisions of lliu siic*crediiig purngruph. 

(2) A copy of 1111 iiic-oiiie ribtiirii iiitiy be fiirai.ilied by the Comiilis- 
oioijcr to tlic! porsoii wlici  iiiiitlc tlic rrtiirii or to Iris dulp.c*onstituted 
nttoriitby ; or if t l i c  l ) ( w o i i  is tl~cc~iuc.cl, to his cwciitor or udminis- 
triitor; or if tlic 1)~~rsoii is iii tlic 1iiiii11s o f  II reccivw, trustee iri bank- 
riiptcy, giiiirdiiiii, or siriiilr~r Icbgiil cwstotliaii, to the rclceiver, triist4xc, 
giirirclirin, or otlier siuiilrir cii.s.totliun iipoii written application for 
sriine? nccolirptiuietl by siitisf:iC*tory cvid(*ncc tliilt tlic iipplicrnt co~nes 
\vitIiin this Iwovisioii. “ l’lie pciwii wlio niiitlc tlic retiirli,” 11s 

Iierciii iiscd, rcfcrs in tlic ~ H S C  of iiii iiidividiinl retiirii to the intlivid- 
iiel, u copy of wliose rctiirii is tlrsirtvl, niitl iii  tlie C:ISO of u return of 
a corporation, ussocicition, joint-stoclc ~ ( J I I I ~ I I I I ~ ,  iiisiirnncc compnny, or’ 
fitliiriiiry, to the corporiition, tissociatioli, joiiit-btock colnpuny, insnr- 
niice r.mipnny, or tiduciury, n copy of wlioso rntiirli is desired. h 
corporation, tissocintion, joiiit-stock coiiipnny, or insiiraiicc coiiil)iiiiy 
niny dcsignato by proper uction of its hoiircl of directors or otlicr 
similar governing body, tlie ofic:er or iiitlivitlunl to wlro~)~ 11 copy 
of i i  rcturn iiiade by tlio Co~poriitiOli, ussociaition, joint-sttrlc coiii- 

vidiiiil, a copy iiiny be fiirnislvtl to siich 4 crsoIi. A copy of a 

his duly constitutcd nttorricy i i i  fiicet or lcgiil rcprc~selitiitivc~) \vho 
wris 11 niciiibcr of siicli piirtiiw~liip cliiriiig ipiy 1Jllrt of tlie tiiile 
covcrcd by tIic retiirii, I I ~ I I I  stitisfii(.tory cvitlebcc of S I I ( * I ~  fect t)cilig 
furiiislicd. A copy of u corporatioli iiicoiiic! rl~tiirli IIIIIY be furtiislied 
to n sharcliolilcr eiititlotl to iiispcct t l i o  rctiirii iipoii siibiiiissioli of 
the evitlcncc rccjuirecl by nrtidu 424. Tlic )y of tlic rctilr1i \viII, ~ 

however, I.M fiirnishccl oiily to tlic r ant1 lit! \viII not be 
permitted to dclegntc nnotliei. to his bclinif. 111 tlie 
rnw of a corporntion w L i d  I ins btrn cIissoIve(I1’ a copy of tlic! return 

wlio roiiltl linvc 
received a copy nt the diitc of ilissoliition. 4 copy of on iiicolno 
return in tlie ctistotly of a collector or of an ihterliul rcvciitle ,ngcnt 
in charge niny be fivnishcd by the collectoC or by tlrc iiitcrnnl 
rcvcnue ngent iil clie.rge to  n pwon cmtitletl t o  reccbivc n copy of 
such rctiirn untler this pnrngriipli i Ipo~i written appliciitioli for 
same, nccoinpnnied by siitisfiirtory rvidrnce tlrrit the npplicaiit (‘oliicg 

within its provisions. Wliero u pliotostut is requested nnd the cola 

Art. 422 
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of the corporntion m y  be fiiriiislicd to. nny pcrson i 
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1t.c:tor v r  the internal rcvtwiie ngciit in clirrrgt. lies not the uvailnble 
fwilities for irittkiiig s i i B  copy, tlic writtvn rHliiest .for tlie copy 
tiiiist be seiit to the Cmiriiiiwiolier t i t  Wwhiiigtoii. 
’ (3) A copy of nn iiictoaic rt!turn iiiiiy Im furnished to any yr~r;on 
who iiiuy be pcraiitted to iaxl)cc.t tlie rrtiini as provided in article 
W1. 

(4) Certititd copicbs of returns will k fiiriiislitxl to tlie pereons 
entitled tlioirto only upon writ.tcw rqiivst for mile sent to tho 
Coininisuioivr a t  Washington. 

(5) The Comniissionrr nitty Iwescriln* ti .reiisoiiirl)le fee. for fnmish- 
ing copies of returns. 

Am. 428. Aooecr to  returnr by State ofllcem.-( 1) ‘l’he pmoper ~ f f i i c e r ~  

of a State are entitled us of riglit upou the requast of ita governor 
to haw II(WXH to the iiicoiiie uiid profits tttx ret.urus of a corporation _ _  --.. . . ~~ 

or to uii ubstrtict. tliereof, showing its riniiie and income. 
(2) ‘rIie rwliitwt or iipplicHt.ion of the goveriior inlist be in writing, 

signed by liiiii nnder the seal of liis Stiite, niid iriwt show: (a )  The 
naiiie and ndtlrews of tlie corporutiorr makilig b1i.e WurnR to which 
uccew is clesirecl; (1) nliy nares is tlesired; (c) the naiiiw and 
officinl ptmitioou of tlio officers ilesigiiiitecl to linve tlie u w e ~ ~ .  

(3) The irquwt. or application of tlicr goveriior iiiay be adctrwmd 
either to t h  Secrstnry of t,he Trewury or to the Coinniissiolier, but 
should bo trnnsiiiitted to the Coniiiiisioeer, i l i o  will Rttt 8 convtrniont 
time aiid pla(:e for the iiccfyis to the returns (or to an Hb*ltrn& tlrerwf 
as lie niur determine). 

(4) Acxew sliall b giveli olily in the 0Hit.t. of  the CbIirnliwcicHler, 
unless sucli ieturns nru in the custody of ib  collcctor of intoniul reve- 
nue or internal revenlie Hgeiit ii! churge, in wliicli event the i.etnrn 
inay be inblwctcd in tlre office of such collector or Hgent, but only iii 
the prewirce of mi iiiteriiiil revenlie officer tl(*nigIirtecl by tlre collector 
or. agent for that pu rpH.  

(5) The oliimm designated by the gwertior will not be pmiiitted 
to nanic another permi or lwi%onR to exuiiiine the returlle (or ab- 
&racb) for tlreln. 

.(6) Tho officers designnted iuay linve u w w  to  hta fiirnidred to 
Nuppleiiient niid hcoiiie (L purt of the returns to which they are given 
acc898. 

’ (7) The proper oficeru of u Stute iriny have LLCWSFJ to the capitnl 
stock tax returiie filed under tho provisions of eection 700 of the 
Revonue Act of 1924 and Rection lo00 of the Revenue Acts of. 1918 
and 1021 uiicler the sunie conditions prcscribd in the preceding 
paragraplls for uccess to the iiicolrie u~id  profits tux returns of 
corporntions. 

Art 428 Q I55 
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ART. 424. Examination of returns by ahareholder.-A bona fide 
shareholder of record owning 1 per cent or m r e  of tlie outstandlug 
stock of a corporation slinll bc ciititlcd as of right, upon inalcing 
request of the Comniiosioncr, to exlririine the annlial income returns 
of such corporation and of its subsidiaries, and all returns of fiucli 
corporation and subsidiaries filed for purposes of the tax iniporiutl 
by section 1000 of the Revenue Acts of 1918 and 1021, or by section 
700 of the Revenue Act of 1924. His request for perniission to 
examine such returns inlist be made in writing, and must be in 
the forni of an affidavit showing his address, the nnnie of the cor- 
poration, the period of tinlo covered by the return he desires to 
inspect, the amount of the corporation's outstanding capital stock, 
the number of shares owned by him, the date when he acquired 
them, and whether he has the beneficinl as well as the record title 
to such shares. I t  must also show that he has not acquired his shares 
for the purpose of the examination of the income returns of the 
corporation. If he has acquired them for such purpose, he is not a 
bona fide shareholder within the meaning of the statute. The 
application must be supported by satisfactory evidence thowing that 
the applicant is a bona fide shareholder of record of the required 
amount of stock of the corporation. The supporting evidence may 
be partly-in the form of a certificate signed by the president or vice 
president of the corporation' and countersigned by the secretary 
under the corporate seal. Upon being satisfied from the evidence 
presented that the applicant has fully met these conditions, the 
Commissioner will grant thc permission to exnmine the returns and 
set a convenient time and place for the examjnation. This privilege 
is personal and will be grunted only to tha sharcholder, who can 

Am. 425. Penalties for disclosure of returd.-A shareholder who 
exnmines tlie return of a corporation and revenls vqithout express 
authority of law any particulur of its inconie' sttitement is guilty of 
a misdeulennor and l i~b le  to fine and iniprisol~~nent. Seotioll 8167 of 
the Revised Statutes, QS amended by tlie ltederlue Act of 1918 and 
reenacted without change by section 1115 of the avenue  Act of 
1920, provides as follows : 

SKC. 3107. It shull bc unlawful for any collqtor, deytlty collcrtor, 
ngccrrt, clerk, or other ofIlcer or cmi)losee of tlie Uiilted States to dlvMge 
or to mukc known I n  uiiy manl~er wliatevcr not provided by lam to ctny 
person tlie operntlons, style of work, or uppnrutus of nny lnnnufacturer 
or  producer vleitc*d by hlm I n  Ihe dlschnrpe of his omclal duties, or 
tile amount or nouwe of incolne, profits,' ~oascs, expenditures, or any 
pnrtlculiir thereof, sct forth or dlsclosed In any lncome r.t .a urn, or to 
pcrmlt uiiy liicoiiie returri or cop)' thercof or uny book coutolning any 

not delegote it to another. I 

i 
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abstract or partlculars thereof to be seen or examlned by nny perRon 
excqyt (18 provlded by law; md It &all be unlnwful for uuy Weon to 
print or publleh In any manner whatever not provided by law any 
income return, or any part thereof or source of income, proflts, losses, 
or expenditures Rppetviup in any income return; and any offense 
against the foregoing provlslon shall be n mledemennor and h, p0n- 
ished by a flne not exceeding $1,000 or by LmprWnment not eXCWl11DE 
one yenr, or both, at the dlscretlon of the court: nnd lf the offender 
be an omcer or employee of the United States ae shall be dlsmlssed 
from oIiice or discharged from employment. 

, 

An internal revenue oficer discovering in the course of his duty 
information leading him to suspect a possible violation of any law 
with the enforcement of which he is not directly concerned should 
immediately report the matter to the Commissioner, who is author- 
ized to communicate with the proper department involved. 

SEC. 56. PAYMENT OF TAX. 
(a) Time of payment.-The total nmount of tnx llnpoqetl by thle 

tltle shnll be paid on the flfteenth day of March following the close 
of the calendar year. or, lf the return should be mnde on the basls 
of a flscal year, then on the flfteenth day of the third month followlng 
the close of the flscal yenr. 

(a) Inrtallment payment~.-The taxpayer lnny elect to pny the tax 
in four equal Installments, In whlch case the flrst lnstallment sliall be 
paid on the dnte prescrlbed for the payment of the tax by tlie tux- 
payer, the second lnstallment shall be pnld on the fliteenth dny of the 
third month, the thlrd lnstnllment on the flfteenth day of the sixth 
month, and the fourth lnstallment on the flfteeuth day of tlle ninth 
month, after such date. If any lnatnllment Is not pnld on or I d o r e  
the date flied for its payment, the whole' nmount of the tax ungald 
.ball be pnld upon notlce and demand from the collector. 

(a) Extenmion of time for payment.-At the reqllest of the taxpclger, 
the Commlssioocr may estend the time tor payment of the nmouut 
determined as the tux by the tnxpnyer, or any instnllmcnt thereof; for 
a period not to exceed SIX months from the dnte preecrli~d for the 
payment of the t a r  or nn lnstallment thereof. In such case thdamonnt 
ln respect of whlch the extenelon I s  prnnted shnll be puld on or before 
the dnte of the erpiration of the perlbd of the exjenalon. 

(d) Voluntary adranae payment.-A tor  Imposed by this tltle, or nny 
instdlment thereof, may be pnld, a t  the electlon of the tnxpnyer, 
prior to the dnte prescrlbfd for Its payment. 

(e) Adranae payment in  aase of jeopardy.--For ndvnnce pnynlent In 
c t m  of jeopardy. we eection 140. 

(1) Tax withheld a t  #onroe.-For requlreluent of wlthholdlng tnx nt 
the source in the case of nonreeldent ullens and foreign corporutlom, 
and lo the case of eocnllcd " tax-free. covenant bonds," see scctlons 
143 and 144. 

(p) Fractional pa* of acnt.-In the pnyntent of nny tax uncler thb 
Utle a fractlonal part of a cent ahall be dlsregnrded unleas it amount. 
to one-half cent or more, ln which c488 It shall he incmsed to 1 cent 

4 
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(h) Bccelpt8.-Every collector to wliorp any payment of any lnconie 
tax Is made shall upon request five to the person inuklng such payment 
n full written or prlutetl recelpt, atatliig the nmount yald and the pa* 
tlcular nccount for wlilc'h such pajnlt'nt wus made; and whenever any 
debtor pnys tnxes on nccount of pnyrtiiArtts nude or to be made by him 
to seprirate crctlltors the collcctur shall, if requested by such drbtor, 
glre u sep:trute recelpt for the tax pnld on nwount of each credltor in 
such form tliut tlrc c l i ~ l ~ t o r  can coiirenlently produce such receipts scpn- 
rntcly to 1118 scrcrul creciltors in satlsflictlon of thelr respectlve d e  
iuii:da up to the nniimts stated I n  the recelpts; and such receipt &all 
be rrufllclent cvldcnce I n  futur UP rrucll dcbtor to justifr hlln lo wltll- 
lioldlng frmn 111s next puyment to 111s credItor the amonlit thereiii 
ctuled; Imt llie creditor m y ,  upon plvlng to 111s debtor n full wrltten 
recclpt ~ ~ c k ~ ~ o w l c d ~ l ~ i g  the parmerrt to hlm of any sum actiiully pnld 
nnd occeptlng tlie amoitnt of tax iuld ns :ifo:esnid (speclfylr~g tile 
sniiie) as a further britlafrictlon oi tile debt to that urnount, r~vjuire tile 
surrciider to 1111n of aueh collector's recelpt. 

-41~. 431. Date on which tax shall be paid.-The tax, unlesv it is 
required to be withheld at the source (see sections 143 und 144) or 
 inl less i t  is to be paid by a nonresideiit alien individual (5cu section 
918) or 11 foreign coriioratioa not liaving niiy office or place of 
business in the United Sttites (see section 25G), is to be pnid on or 
before the 15th day of llurcli following tlie close of the cnlendllr year, 
or, where tho return is nindo on the busis of u fiscal year, on or &fore 
the 15th day of the third month following tlie close of siicli fiscal 
yenr. Tlle tnx Init?, n t  the option of the 
ii1xptryc.r, be pnid in four equal instnlhuen+ iiistencl of in n single 
paynirnt, in which cue  thc first iustulllilciit is to be paid on or 
before the ditto prescribed for tlie ~ I I ~ I I I ~ Y I ~  of the tax ns a single 
payment, the second installment on or before the 15th dny of tho 
third month, the third illdnllment on or before the 15th clay of the 
bixth month, and the fourth installment on or before the 16th duy 
of the ninth month, after such date. Wipe the tnrpapr  elects 
to pay the tlwr in four instnllnwnts, each oC the four instnllnientu 
must be equnl in amount, but any iiistullment iiiay be piid, R t  tho 
election of the taxpnyer, prior to the date '])rescribed for its pay- 
ment. I f  an installment is not paid in full on or before the date 
fisod for its payment either by bhe Act or by the Coniiiiissioner in 
nccordanw with tlie terms of an extonsion, tho whole amount of tile 
tax unpaid shall be paid upon notice and del1)and from the collector. 

ART. 432. Extension of time for payment ot the tax or installment 
thereof.-The Comniissioner, at the rcqncst of the ttispuycr, may 
extend the time for pnyment of the ninount determined as the tar.  
by the taxpayer, or any pnrt or iiistullrlient thereof, for a pr iod  
not to exceed six months from the date prescribed for the payment 
of such amount, pnrt, or iiistnllincnt. Any upplicution for sucll 

(Ilut see article 403.) 

' 
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extension sl1ould made to the Conimissioner through th! d l e d o r  
of internal revenue for the district in which the taxpayer's return 
wa8 filed, who mill make proper record thereof and forward it imme- 
diately to the Commissioner. The npplication should set forth under 
oath the specific reasons for desiring an extension and should clearly 
indicate what hardship, if any, would result if the estension were not 
granted. The amount for which the extension is desired shollld also 
be stated. The Commissioner will not consider an npplicatioll for 
an extension of time unless such application is made on or before 
the due date of the tax or installment thereof for which the exten- 
sion is desired. A s  a condition to the granting of such an extension, 
the Commissioner mny require the taxpayer to furnish n bond on 
Form 1130 in an amount not exceeding double the nmount of the tnx 
or installment thereof. If a bond is requked it must be filed with the 
colleotor within 10 dnys af Cer notification by the Commiaioncr thut 
such bond is required. It shnll be conditioned upon the payment 
of the tax and interest assessed in connection therewith in nccordance 
with the teims of the extension granted, and shall be executed by 
a surety company ho!ding a certificate of authority from the Sec- 
retary of the Treasury as an acceptable surety on Feclerul bonds, 
and sliall be subject to the approval of the Commissioner. I n  lieu 
of such 8, bond, the taxpayer inny file u bond secured by deposit 
of Liberty bonds or other bonds or notes of the United States cqutil 
in their t9 td  par value to an moun t  not exceeding double the 
nmount of the tax or installment thereof. A request by the tuspnyer 
for an extension of time for payment of one installment docs not 
operate td procure ail extension of time for payment of subsequent 
installments. Nor does un extension of time for filing a return 
operata to extend, the time for payinent of the tax or any pnrt thereof, 
unless so specified in the extension. If nn extension of tima for pay- 
ment of the tnx or any instnlliiicnt is granted, the aniouiit, tirue for 
payment of which is YO extended, shall bo paid on or before the 
expiration of the period of the extension, together with intcrest a t  
the rate of 6 per cent per annuin on such amount from the date when 
the payment should have been mnde if no extension hnd bcen grunted 
until the expiration of the period of the extension. (See section 295.) 

ART. 433. When fractional part of cent may be disregarded.-In the 
payment of taxes a fractional part of a cent shall be disrcgnrded 
unless i t  amounts to one-half cent or nioro, in which case it shall be 
incrensed to 1 cent. Fractional parts of a ccnt should not be disre- 
garded in the computation of tnxes. 

Am. 434. Receipts for tax paymentr.-UFon request a collector will 
give a receipt for each tax pavment. In  the case of payments made 

Art. 434 866  
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by c l i ~ ~ +  or I I I I I I I V ~  (11v1iv the viiiic.c.lcc1 clieck o r  the money order 
rewipt is iisti:iIly u aiillic*iwt rriviIit.. In the case of ptiyineiits in 
(!us1i9 110\wvt:r, tlu! t:isi)iijw dioitld i n  c w i y  i i i s t t i~icw rcquil*e nntl the 
collcvior slwiltl furnish n rrcvipt. 

SEC. 57. EXAMINATION OF R E T U R N  AND D E T E R M I N A T I O N  

An w o i i  :IS ~iructlc*nble nltcbr llic r ( b l i i ~ ’ ~ ~  is I l l c ~ i l  1 1 ~  (.:ciiiii~ils~ic)nc,r sh~i l l  

Arw. 451. Examination of return and determination of tar by the 
Commissioner.-As soot1 ns ~~ractic:ible after rctiirns a r c  filed, they will 
be estuiiiiicd niitl the correct tiiiioiiiit of tlie t u  dttcrlnilied under 
sucli procctlurc 11s iiliiy be prcscribd froiii time to time I)y the Com- 
missioner. 

OF TAX. 

C S I U I I ~ I I C  I t  : I I I ~  ~11:1ll d ~ l c r ~ ~ i i ~ ~ e  the c:orre~l :iiiIoullt of the tnx. 

(See sections 57 and 252 iiiicl iirticle 1171.) 
SEC. 58. A D D I T I O N S  T O  T A X  A N D  PENALTIES.  

( u )  For Iidd~tiOllM lo tlic I.nx lu case of 1irgl1.wic~e or frcind 111 ilie 
~ ~ o r i ~ ~ a ~ - ~ n c n t  of tiix or fullure to flle rcturn tlierc~for. see Sii~i~ilrinc~ui .\I. 

(b) Por crluilnnl perinltics for noiiii~~~iiic~iit of ttix or fiiilure to .~ile 
return therefor. see sectiou 145. 

SEC. 59. ADMINISTRATIVE PROCEEDINGS. 
For adiniiilstrntive prorecdlngs In rczspcct of tlie nougnynieiit or over- 

piiyuicnt of u tax iuiposecl I)y il i la iltle, we  as follows: 
( a )  Suppleiiieiit L. relatin:: to amssnicmt snd colleclloii of defl- 

ClelleICs. 
(b) Supplcmcut 11. rclniilig to interest and ndt~itioiis to tnx. 
(c) Supplement If. rrltiliiig to clninis ngiilnst trnmferecs nnd ndu- 

Clil  rlcs. 
( d )  Supi)lemcnt 0, relating to overpnyineutf. 

PAnT VI--JIIHCALLAYKOUS PROVdSIONS 

SEC. 61. L A W S  M A D E  APPLICABLE. 
All nilinli~lslrntlvr. si)ccl:il, or slunip ~~rovlsloiin of lum. lnc ludi~~g the 

lnw rclntina to (lie assesninelit of tuxes. so fiir ns i~~iplicnlile, nre llereby 
erteiided to nnd iuude a purt of this title. 
SEC. 62. R U L E S  AND REGULATIONS. 

~ 

i 

~ 

The Cu~nmi~uloiicr. n-llh the ripproval of t l ib Secret,ary, shtill p r e  
scrlbe nncl publish all uecdful IUIW nud regurnti0us fur tlie enforrerilelit 
of this title. 
SEC. 6 2  T A X E S  I N  L I E U  OF T A X E S  UNDEY 1928 ACT. 

tcixen iml)osed by the scctio~is of tile Itcvelioe 

SEC. 64. S H O R T  TITLE. 

‘ I  

The luzc*s i m ~ s c d  by thls title slitill be in lieu of tile corresponcliag 
ct of 1028 bearllig the 

6nmo iiuiiil~crs. 4 
I1 
I i  

Tlils title uiny be clted a s  (lie “ Iiiccme Tiix Lf t  of 1932.” 
SEC. 65. E F F E C T I V E  D A T E  OF T I T L E .  

This title slinll hike cflcet ua of Jiii~utiry 1. 1032, except that sectlona 
14G and IGO, und tlils section, sliiill tuke cflect on tlie enactwent of 
th1.s Act. 

, 

Arf. 451 

DIVISION 111.-SUPPLEMENTAL PROVISIONS 

SUPPLEMENT A-B4TW OF TAX 

SEC. 101. C A P I T A L  N E T  GAINS A N D  LOSSES. 
(a) Tax in oaac of oapital net gain.-Iu the ciise of any taxpayer, 

other thaw a corporntlou, whc for any tnxable sear derives a capltnl 
net gnlii (as  hereinafter deflned in this section).. there shnll, a t  the 
election of the taxpayer, be levied, collectecl, aud paid, in lieu of all 
other tnxes Imposed by this title, a tax determlned ne foilo\vs: A 
pnrtlal tax sliull flrst be computed upoii the basis of the ordinury net 
lnccme a t  the rutcs and In the manner as If this section had not been 
enacted nud the total tax shall be thls amount plus 1254 per centum 
of the capital uet gnin. 

(b) Tax In oasc of capital net 1osa.-In the case of .any taxpayer, 
other thnn a corporation, r h o  for any tnxoble yenr sustalus a capital 
net loss (as herehafter deflned in this eectlon), there shall be le\led, 
collected, and paid, lu lieu of all other tnres imposed by tltls title, n t a r  
determiued as follows: n partial tax shnl1 first be ccniputed up011 the 
basis of the ordinary uet luqome a t  the rntcs and In the muliner ns 
if this Rectioii hnd not been enacted, and the totul tax shall be this 
amount minus 121h per centum of the capital net loss; but in no case 
shiill the tux of a tuupnyer who lins sustnliied a capital net loss be 
lee* thuu the tax computed without regcird tr: the provisions of this 
section. 

( 0 )  Deflnltlonr.-For the pnrposes of thls t i t l e  
(1) “Cnpitiil galn” means tusable guiii from tho sale or es- 

change of cspltal assets coueummnttul niter December 31, 1021. 
(2) “ Cnpltnl loss ” menus deductlble low resultlug froiii the 

stile or exchange of capital assets. 
(3) “ Capitnl dtductlons ” menus such cledurtlous as are nllo\ved 

by llectfoii 23 ft.r the purpose of coui~iutiiig net income, and are 
properly allocnble to or rhargwlle naciinst capitnl assets sold or 
exchaiged during the tnriible year. 

(4) I’ Ordinary deductlous ” uienii8 the deductions allowed by 
sectlou 28 otlier thnii cnpltnl IOSMVJ nnd capltul deductlous. 

(5) ‘I Capital net anin ” menus the excew of the total nmount cf 
capltnl gnlu ovvr the sum of (A) tlie capitnl dedactiom nud cnRpltal 
losses, plue (U) the amouut, If any, by which the ordiiiiiry deduc- 
tions exc~vcl the gross income computed nltliout including capital 
gnlns. 

1. I ~ I ’  ( 0 )  “Cnpltnl net loss” nienna the exceaa of the num oi the 
‘ t capital lcsrres plua the CIIDltal c l ~ u c t l o ~ i r  over the totnl amount 

t :  t :  

I ,  1 , .  

of cnpital giiiu, 

1 I. Art.451 Q 101 
ira 
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(7) ‘’ Ordlnarg net Inroinc~” means the net lncoiiie. roinputed in 
accordnilre with the provlsiour of Hils t l t lr .  after cwlntllng rll 
&ems of cnpltul gulu, cayltiii lous, uiid caliltul dedutliuiis. 

(8) ‘I Cupltal assets ” meiins property held by the tnxpuyer for 
more tlinii two years (whether or not ccniiected wltlr his trade or 
busliiess), but does iiot lnclutle sloek In trnile of the trixpiiyc~ or 
other propcrtg of a klud which would properly be liiclutlccl In t l iv  
lnventorg of the tnxpnyer If on hnntl a t  the clcse of the tiirnble 
year, or prolwrty held by the tnrpnyer prlmiirlly for rnle In the 
course of his trade or buuliiess. For the ~ i u r p ~ ~ x ~ s  of thla 
dellnitlon- 

( A )  In drtermlnlng tlie perlod for ~ v l i k h  llir tnrpuyer lit18 

held property received on an exchange there shitll lie Included 
the perlod for whlch he held the property exclinngetl, If under 
the provlslone of w t l o n  113, the property received has, for 
the purpose of deteruiiiiliig gnln or 108s from a sule 01’ ex- 
change, the mme bnsls in whole or In piirt In Ills hrnds ns the 
property exchanged. 

( B )  I n  deternilnlng the perlod for whlcti the taxpayer hris 
held property however acqiilred there shall be Inclotled the 
period for which such properly was held by any otlicr Iierltoii, 
If under the provlslons of sectlon 113. such property has. for 
the purpose of determlnlug gnln or lose from 11 snle or ex- 
change, the same basls In whole or in pnrt i n  lils hniidfl ns i t  
would have in the hands of such other person. 
(0) In determlnlng the perlod for whlch the tarpujer lius 

held stock or securltles recelved npou a distribution where no 
gain Is recognleed to the dlstrlbutee under the provlslons of 
section 112 (g) of tllis Act or the Revenue Act of 1928. there 
shall be included the perlod for which he held the stock or 
securitiee in the dlstrlbutlng corporution prior to the rccelpt 
of the stock or securltles upon such dlstrlbutlon. 

(D) In deternilnlng the perlod for whlch the tnrpnyvr hi~s 
held stock or eecuritlee the ncquisitlon of which (or tho coil- 
tract or optlon to acqulre whlch) resulted In the iiopdeductlbll- 
Ity (under section 118 of thls Act or the Revenue Ac t  of 1028, 
relatlug to wash sales) of the lose from the eule or other dlspo- 
eltion of eub8tuntlully Identical etock or seeurltles, lhere shall 
be lncluded the yerlod for whlch he held the etock or sccuritlcs, 
the loss from the enle or other dlsposltion of wlilcli wns not/  
deductlble. 

(a) Collection and payment of tax.-l’he totpl tax delernilued untler , 
subsectlon (a )  or ( b )  shall be collected and pbld in the mnie milnner, 
at the nnme t h e ,  and subject to the same pruvlrlonr of Inw, locllldiilg 
penultlea, M other taxes under tbls title. , 

ART. 601. Deflnition and illnitration of capital net gain.-Section 101, 
which applies to sales and exchunges of cupital assets consuniinntetl 
after December 81, 1921, provides that any taxpuyer other tliuii tl 

corporation may, if he so desires, stnte separately in hie return liis 
net gain on sales or exchanges of capital assetps, and pay on such 
capital net gain (as defined nntl limited in the section) n tax of 12% 

Art. 601 8 101 
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per cent of the cnpitnl net guin in lieu of tlie tux he woulcl otlicrwise 
pay on such iiiconie under bections 11,12,102, urid 211. The t a r  upon 
his net incoine froni other sources, teriiied “ ordinary net inconie,” is 
t9 be computed at  the rates and in the manner provided in sections 
11, 12, 102, uiid 211. The totul tax will be tlie ~ i i  of tlie tax upon 
tlie ordinary iict inconie plus 12% per cent of the capitul net guin. 

The teriii ‘‘ cupitiil assets ’’ is clefiiied to niean property held by 
tlie tuspiiyer for more than two years, whether or not connected with 
his trade or business, but iiot including stock in tradr of the tax- 
payer or 0 t h  property of n kind which would properly be included 
in the inventory of the tuxpnyer if on hand nt tbo close of the tax- 
able year, or property lield by tlic taxpayer pi-harily for sale in tlie 
course of liis triide or businecs. See lirticles 101-108 with refer- 
once to inventories. A dealer in securities is not entitled to the bene- 
fits of section 101 with reference to gain froin the snle of securities. 
Tlio specific property sold or eschanged must in genernl hnve k e n  
held for more tlinii two yeiirw. However, in cleterniiiiing tlie period 
-€or which tlic tiispayer lius held stock or securities received upon a 
distribution in connection with n reorgnnization ‘where no gnip is 
recognized to the distribiitee mider the provisions of section 112 (6) 
of tlie Rcvc.~rite Act of 1028 ant1 section 112 ( a )  of the Revenue Act 
of IOX? (see article B70), the& slinll bo included tlie period for which 
the tirxpiyer lielcl tlie stock or seciirities in tlie distributing coqmrn- 
tion l>rior to the receipt of the stock or twtwitit~s upon sach tlistri- 
bution. If tlie tuspnyer lias held for ~iiore than two ~ C Y I I S  stock 
ripon wliic.11 n stock dividend lius h e n  declared, both the original 
niid diui~lcncl slitiivs are conaidcred~ to be cnpitnl w3ets. If iiiider 
the provisions of section 118 property received in 1111 esclinrige lms 
for the piirpose of determining gain or loss the snnie busis in whole 
or in  pnrt i n  tlie taspiiyer’s liiinds ns tlic property exclinngt~tl there- 
fop,  tho property received in eselinngo ie considered to bc ciipitill 
akcts if the totiil period (luring wliich ~ n c h  property tind the orig- 
inal p\opei.ty linve been held is 1 1 1 0 1 ’ ~  tliaii two yenrs. If property 
i s  aeqiiiretl froni any p w k i ,  nnd iiiitler the provisioiu of wctio!i 
113 l inn tlic. ianw Imis in  whole or in purt for the piirpw of &tor- 

‘miiihp giiin or loss n~ it \~oali l  liuve in the 11ands of tlle perJon froin 
wlioin nc*cliiiretl, there s1i:ill be included in clctermining the period 
f 6 ~  which tlic tuspufer lins held such piwperty the period for \vliicIi 
St \vhs held by siicli p ~ r s o ~ i .  For instnnw, in tlia case of property 
ncfqnirecl uftcr Deccinbcr 81, lo%), either by gift or by tralisfer in 

ttrnut, tlie period for \yliicli the property was held by the donor shnll 
‘be udded to tlie pciiod for which the property WPS he14 by tlie 
donee in cletcrniiniiig 11 lietlier tlie property was hc!d for hiore thnn 

BUPPLEMENTAL PROVISIONS 
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two yeurs. (See tirticles 593 aiid 594.) 111 determining the period 
for which n tuspayer liiis I ic4. l  stuck or securities the ucquisition of 
which (or the contract or optioe to tiquire which) resulted in the 
nondeductibility (uiider section 118 of the Revenue Act of 1932 or 
the Revenue Act of 1928, ralatitig to wiisli sales) of the loss from the 
sale or other disposition of substuntially identical stock or sccuritius, 
there shall be included the period for which he lield tlie stock or 
securities tho loss from the sale or other disposition of which was not 
deductible. 

"Cnpital gaiii" is tnsiible gain from the sale or exchange of ciipi- 
tal assets consuinniutcd aftor Uecenibr 31, 1921. " Cnpital loss " is 
deductible lobs resulting from the sule or excliange of capital nssets. 
See article 591 for the basis for determining such gain or loss, and 
articles GO5 and 606 as to ndjustriients for iinprovementu, depre- 
ciation, and other items. " Capital deductions " are deductions 
properly allocuble to or chargeable against capital assets sold or 
exchanged during the taxable year. "Capital iiet gain" is the 
excm of the total amount of capital gain over the sum of (1) 
capital deductions and capital losses, and (2) the amount, if any, 
by which the ordinary deductions esceed the gross incoiiie computed 
without including capital gain. 

Eaample: A'in 1932 sold an office building for $1,000,000, which 
he had bought in 1921 for $500,000 and on which there wus deprecia- 
tion aggregating $100,000, and stock in a ininirig company for 
$10,000, which he had purchased in 1926 for $20,000. Without re- 
gnrd to capital deductions his capital gain would be $600,000, his 
capital loss $10,000, and his capital iiet gain $500,000. If hisotlier 
net inconie (ordinary net income) in 1932 was $50,000, lie may, 
instead of paying normal tax and surtax on his total net income of 
$640,000, segregate these transactions in his return and pay a tax 
of 12% per cent of his capitnl net gain of $590,000 plus the normal 
tax and surtax upon his ordinary net income of $50,000. If, on the 
other hand, A sustoined a net loss of $50,000 in his busieesu, had a 
capital gain of $60(1,000, nnd a cupital loss of $10,000, his capital net 
gain would be $540,000. I n  such a case, A iqny, instead oi  paying 
normal tax and surtax upon his totul net inc me of'$540,000, pay a 
tax of 1234 per cent upon this amount. 

The credit for taxes allowed by section 131 (see articles 691- 
a98) is a credit against the total tax, howeyer computed, but the 
credits allowed by section 25 are ~dlowed " for the purpose of the 
normal tax only " and may not be applied against capital net gain, 
although they may be applied against " ordinary net income '' in 

f 1 1  

computing the amount of the tax. 'I 1 

I 
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Exantple: If l3, a mnrrictl person, lind cnpital iict p i n  of $C,O,OOO 
nrid ordinary net incoiiie of $5,000, his $4,500 pei.sonrl cscwiption' 
would more th n offset his ordinary nct incoine, but he iiiiiy not 

Residential prpperty helc! by the. tnxpager for more than two years 
but not primaiilg for sale in the course of his trade or business is 
included withi the definition of cnpital assets; hence, a tnspayer 

elect to be taxed under section 101. A loss from the sale of such 
prolxrty is a " capital loss " only to the estent that it is nii  tillow- 
able deduction under section 23 (e) mid article 171. 

A nonresiclent alien individual or a citizen .entitled to tlie benefits 
of section 251 inciy elect to be taxed under section 101 with respect 
to gain from sales or eschnnges of property within tlic United 
Stntcs. 

AI~T. 502. Returns of capital net gain.-Segregation of tranwctions 
for the purposes of section 101 (a) is required only where the tns- 
payer elects to be taxed under t l in t  snbdivision. When u tiispayer 
elocts to be tnxcd uncler section 101 (n) for niiy taxable year, lie 
must attach to his return !of income for such year an accurate Btute- 
ment under oath showing all itenis of capital gain, cnpital loss, 
and capital deductions in such manner as will clearly shorn the 
esact amount of his cnpitnl net gain for the tnsabl9 year. Each 
trnnsnction must be separately shown and the capital iteiiis with 
rcspect thereto grouped together in order that the capital yn ip  de- 
rived or the ctipitnl loss sustnined from ench capital trniisnction will 
rentlily appear. In  the cnse of sales or exchanges of securities or any 
other property, the stnteiiient must show how long the propcrty was 
hald by the tnspnyer iniiiieilintc?ly preceding the sale or eschnnge. 

A1t-r. 603. Capital net lossec.--Section 101 (b) provides for the 
detcrniiniition of the tiis in tlie cnse of any tnspayer (other than a 
corporntion, but including the meiiibcrs of n partnership, nn estate 
or triist, or the bciicficinries thereof) who in any tnsnblc year sus- 
tnins n cnpital net loss. A " clipitti1 iict loss" is tlie esccss of the 
mini of ilic cilpit:ll losses plus tlic capitnl deductions ns clclincd in 
nrticle 501, over the total nnionnt of cnpitnl gain as therein defined. 
It'ia to be noted tlint, whilc tlie tiis provided in section 101 (n) i tr  the 
d s 6  of n ciipitnl net gain is to be iniposed n t  the elcction of the tns- 
pppcr, the liiiiitntion with rcspc1.t to ti i*ilpitd iiet loss provided in 
vection 101 (b) will be npplied irrespcctivc of tlie tuxpayer's election. 

I n  tho <*we of niiy tnspnyer, otlictr tliaii n co!porntioii, who sus- 
'tains a ciipital net loss for any tusuble yenr, there did1 be levied, 

npply any pnrt f of it  to reduce his cnpitnl net gnin. 

(other than a e orporation) selling such property a t  n profit may 

- 
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collected, and paid, in lieu of tlie norai i i l  tux u i d  tlia mrtnx imposed 
by sections 11, 12, 102, ui id  211, n tiix tleteriiiiirecl us follows : 

A partial tux will first bu coniputetl iipo~i the basis of tlie ordinary 
net incoine, as tlrfined i n  stvtioir 101 ( c )  (7) und article 501, ut tlw 
rates and in the iiiuiiiier provided iii SCcti(J1iS 11, 12, lo”, untl 211, and 
the total tar  will be this ainount niilrus 14% per cent of the capital 
net loss, but in no case sliull the tax under section 101 (I)) be less tl1n11 
the tax computed without reggrirtl ta the provisions of sectioii 101. 
The application of this p:iragrupli iiiay be illiistrnted by the fol- 
lowing example : 

Example: During 1‘336, A liail i i i i  ortliiiury iict iiicoaic. of !JU0,000 
and a capital net loss of $13,000. 140 ivas entitled to a persoiiul 
exemption of $1,000. The tus coiiil)iitetl uiider section 101 (b) 
without applying tlie provibioii tlitit in  110 ruse b h l l  tho tux under 
section 101 (b) be less than the tux coui1)iited without rtgard to the 
provisions of sectioii 101, would be $175, computed as follows : 
Ordinary net income ________________________________________--_---- $%).oo(, 
Leas credit fur personiil exrmptlon _______________. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  1, OOo 

, -- 

- il 
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Totnl noruiul tns _______________________________________ %20 
10 

. To:nl t o r ~ ~ ~ _ ~ _ ~ , ~ , , _ ~ _ ~ _ , _ _ _ _ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ _ ~ _ ~ ~ ~ ~ ~ ~ ~  830 

The correct amount of ATs tax is $330, since that amount is greater 
than the tax computed under section 101 (b) without applying the 
provision that in no case shall the tax under section 101 (b) be less 
than tlie tax computed without regard to the provisions of section 
101. 

Surtnx on $7,000 ______________________________________ - -_-_____-_-_ 

SEC. 102. SALE OF MINES AND OIL OR GAS WELLS. 
( a )  In the case or a bonn flde sale of mince, oil or gas wells, or any 

interest therein, where the princlpal value of ttie property lias been 
demonstrated by prospcctlng or erploration aiid discovery work done 
by tho tnxpajer, the portion of the tax lmposed by sectlon 12 of thls 
title attributable to such sale slinll not exceed 10 per centum of the 
selllng price of such property or Interest. 

(b)  For llmltation to 12$b per centum rate of tar, see section 101. 
ART. 511. Surtax on sale of mineral deposits.-Where the taxpayer by 

prospecting and locating claims, or by exploring and discovering 
undevcloped clninls, has demonstrated the principal value of minea 
or oil or gas wells which prior to his efforts hnd a relatively minor 
value, the portion of the surtnx attributable to a sale of such prop- 
erty or of tho taxpayer’s interest tlicrein slid1 not esceed 10 per cent 
of the selling price. Exploration work alone without discovery is not 
sufficient to bring a case within this provision. (See nrticle 234.) 
Shares of stock in a corporation owning niines or oil or gns wells do 
not constitute an interest in such property. To determine the nppli- 
cation of this provision to a particular cnsc, the taxpayer should first 
compute the surtax in the ordinary Gay upon his net income, includ- 
ing his net income from any such sale. The proportion of the siirtax 
indicated by the ratio n-liich tlie taspajer’s iiet inconic from the sale 
of the property, or his interest therein, bears to his total net iiicoiiie 
is the portion of the surtax attributuble to such sale, and if it esceeds 
16 per cent of the sellin price of the property or .interest, such 
portion of the surtax slia f 1 be reduced to that amount. 

SEC. 103. EXEMPTIONS FROM TAX ON CORPORATIONS. 

thls tltle- 
The fOl~OWl11g Org1lUl7AItiOKiS S l id1  be creilipt iron1 tnrnllon under 

(1) Ltibor, agricultui~nl, or hortlculturnl orgaulzatiom ; 
(2) Mutual snvliigs banks not hnvliig a capital stock rcprewiited 

by sliiires ; 
(3) Frateriinl beneficiary soclcties, ortlcrs, or assoclntlons. (A\ 

olwratllig under the lodge ys t em or for the exclusive benellt of 
(lie lueiiibcrs of a fraternity lteelf operating nnde: the lodge eys- 
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ten1 ; And (B) provld11ig for tlir Ilryiiieiit. of llfe, sick, acddent, or 
other beneflta to the i n : w l i c w  air siu 1 1  w d v l y .  ortler, or tiasoclirtlon 
or tlielr ilclic-ntleiits ; 

(4)  ~omca t i c  boildiirg niid 1t.11ii uxsociiitiwa aubalnutiiilly nll the 
buslnesa of wlrlch IN t-oufliled to riiukiiig ltruiis to uicmbers ; and 
cooperntlve I~links without C U I ~ I  1 1 1  atot’li twgiinirrtl iind operutetl for 
niuttinl purpones aiid wlthout iwiidt ; 

( 5 )  Cemetery C0ilii~liUiC~ on 1ic.11 uird olicrntrd exclusively for the 
bcneflt OP thclr nienibera or whic4i urc iiot operntcvl for proflt ; and 
nuy corpurntlou chiirtcred soli4y tor Iinrlul Imrposes a8 a cemc4ery 
corporation nnd not prrnr!t:cil Iiy 11s cliurter to engngc iii  any 
busineas uot n e c ~ ~ ~ i u r l l y  iucltltwt to lliul purpose, no p i t  of the 
net enrnlngs of which i I1LIl .W to tlie 1)eiieflt of ally yriviite bhure- 
holder or Intlivldanl ; 

( 6 )  Uorporutluna, und uny colJlIllu~l~~)’ chtwt, fund, or founda- 
tlon, orgniilzed niid olieruled euclurlvely lor rellgiouq, chnrltuble, 
scleiitlfic, ilterary, or edwitioiial liurpiiaccj, or .for the preveiitlon 
of crudty to chlltlren or niiluiuls, UIJ Imrt of the iiet earnlaya of 
wlilch lnures to the beiwfil ol tiny Ijf’lvnte ahareholder or 
lndlvldual ; 

(7) Buwlness lruciiea, CliJlIIlbL!rH of coiiiiilerce, renl-estnte boards, 
or bcnrdq of trntlr., not orgnnl;r&d for iiroflt itnd no pnrt of the 
net earn lnp  of which iiiures to the beneflt of any private share- 
holder or lndlvldual ; 

(8) Clvlc lenguea or orgnnlzutions not oryaiilzed for proflt but 
oliernted exclusively for the prciniotlon of soclul welfare, or local 
awsoc*lutlons of employees, the meniberehip of whlch is llmlted to  
the employees of u deslguntrd peraoii or persons in u pnrtlculnr 
inunlcipallty, and the uet enruings of ~.lric11 :ire devoted exclusively 
to charltable, educutlonnl. ok recreatloual purposes ; 

(9) Clubs orgirnized und oprrnted exclusively ror pleasure, 
recreation, and other nonprofitablc purposes, no pnrt of the net 
earnluga of whlch inures to the bencflt ol uny private Rhnreholder ; 
(10) Benevolent life Insurance assuclntloi~v of a purely local 

character, mutual .ditch or lrrlgutlon companiee, miitunl or co- 
operative telephone compuulea, or like orpuulzutloii i ; but oiily if 
86 l e r  centuni or more Uf the  Income conalrjts of niiiounh collected 
from members for the sole purpciae of nieetlug losses nnd exIrnscs; 

(11) Ftirmera’ or other mutual Iinll, cyclone, casualty, or 5re 
lilxurnnce ccmpanies or naaoclutlons (Includhy interlnaurers aud 
reciprocal underwriters) the Income of which 1s used or held for 
the purpose of pnylng loaaea or expenws; 
(12) Farmers', fruit growem’, or like tiuLrc.lritions orgaii~zrd aud 

operated on a coopcrntlve bnsb (a )  for tlic purpofle of iiittrkctlng 
the products of members or otlier producers, nnd turnlng buck to 
them the proceeds of sales, I t w ~  the necrsahry mnrketing expenam, 
on the basis of elther the qiinntlty or the value of the products 
iuriiished by them, or (b)  for the i)urpose of purchnalng croppllw 
and equipment for the use of menibern or utlirr pcrsons, niid turn- 
ing over such suppllea and etiuipment to tpcni a t  actunl cost, piu, 
necessary expenaea. Exemptlon ohull not be denied m y  such asso- 
clatlon because it has cayltnl stock, lf tlre dlvldend rnte of siich 
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rtork 1s fixed at not to exceed the legal rcite of lntcrest ln the State 
of lncorporatlon or 8 per centum pcr annum, whlchcvcr 1s grerrter, 
011 the vnlue of the conslderutlon for wvlrlch the stock was issued, 
and if substnntlally nll auc!i stock (0th-r thnn nonvotlng preferred 
stock, the owners of which are not entitled or permltted to par- 
tlcipute, dlrectly or indire-tly, In the proflts of the nssociation, 
upon dlssolution or othcrwlse, bejond the flred dlvidends) is 
owned by producers who market their products or purchase thelr 
supplies and equipment through the tisuodation; nor shall ex- 
eniptlon be denied any such msociatlon becaure them 1s nccuniu- 
lnted and mnintnlned by it a reserve required by State lnw or a 
renaonnble reserve for any necessary purpose. Such an ussocia- 
tloii mny, mnrket the produc:s of nonniemlxrs ln an nmount the 
value of whlch docs not excerd the vnlue of the products marketed 
for members, niid may purcliaee suppllcs and equipment for non- 
members in nn nmount the rnlue of wlikh does not exceed the 
vulue of the L I U ~ ~ I I C E  und cqulpmeut purchased for menihers, pro- 
vided the value of the purchnses made for prreons who nre neither 
members nor produceiw does not exceed 15 per centum of the value 
of all Its purchasem; 

(13) Corporations organleed by an nswclatlon exempt under the 
provisions of pnrngrnpli (12), or members thereof, for the purpose 
of dnrrnclng the ordinary crop operntions of such mtmbera or other 
producers, and operated in conjunction with such nssoclrtion. 
Eremptlon shall not be deqled any such corporntlon because It  hne 
capitnl stock, if the dlvldend rnte of such stock la Bred at not to 
excped the legnl rnte of Interest In the State of incorporutlon or 
8 per centum per annum, whichever is greater, on the value of the 
conaidcrntlon for which the etock was issucd, und If substnntlally 
all such atock (other tlinn nonvoting preferred stock, the owners 
of which nre not entitled or permitted to purtlclpate, dlrectly or 
Indlrectly, In the proflts of tlie corporation, iipoii dissolutloh o r  
otherwlee, beyond the fixed dlvldcnds) Is owned by such assocln- 
tion, or members tlrcreof; nor shnll exemption be denied any such 
corporiitlon beenuse there is ncvumulnttd nnd iunlntnined by I t  a 
reserve required by Stnte law or n reneonnblc rcserve for any 
necasnry purposn ; 
(14) Corporntlons organlzed for the esc!usIve purpose of hold- 

ing title to property. collecting Income therefrom, and turning over 
the entlre nmount thereof, less expenses, to an  orgnnlzatlon whlch 
Itself Is exempt from the tux imposed by thle tltle; 

(16) Federal lnnd banks, natlonal farm-loan aseoclntlons, and 
Fedcral lntermcdlnte crcdlt banks, as provlded in the Federal 1 
Fnrm Lean Act, ns amended; L 
(10) Volontnry employees’ beneflcinry nssodntione providlng 

for the payment of llfe, slck, accldent, or other beneflts to the 
member8 of such aesociation or tbelr dependentn, if (A)  no part, 
of their net enrulngs lnures (other thnn through such pnyments) 
to the bencflt of nny private sbareholiler or individual, and (B) 
86 per centum or more of ‘be Income consis:e of amounts collected 
from members for the solc purpose of mnklng such payments and 
meetlng expenses ; 

I . . .  , 
, >  
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(13) Tcnchera’ retireiiieiit fu i i t l  1 i ~ m 1 1 1 t l o i i ~  of n pirely lural 
chnrncter. if ( A )  no pirt of tlielr net enrn1ii;:s iiiures (ollirr lliuu 
through ptiyineiit of retireiiieiit btwlits)  to 1110 lwii(*llt of nriy prl- 
vate blinreholder or I u c I ~ v I ~ u I I ~ .  n:id ( B) tlie Iiiwiiic eciuuists solely 
of amouiifs reeelred froin publlc t~ixutloir. I I I I I O U I I ~ J  redved t r m i  
us3(iBsments iipoir tlio icaclilrip baliirler of niciiibwa, iiiitl Iiicome 111 

’ rcspect OP iuvestiiients. 

ART. 521. Proof of exemption.-In order to estiiblisli its eroiiiptiou 
and thus be relieved of tho duty of filing rctiiriis of inconie n n d  
paying the tax, it  is necessary that every oignnizntion claiming 
exemption file an affidavit with the collector of the district in which 
it is located, showing the cliaructer of tlie orgnnizntion, tlie purposo 
for which it mas organizcd, ita actual activities, the soiirces of its 
income and its disposition, whether or not any of its income is cred- 
ited to surplus or may inure to tho benefit of nny private shareholder 
or individual, and in general all facts relating to its operations whiclr 
affect its right to exemption. To such nffiduvit sliould be attached 
a copy of tho charter or articles of incorporntion, the by-laws of tho 
organizntion, and the latcst finnncinl stntement, showing thc nsscts, 
liabilities, receipts, uiid disbursements of the orgnnizntion. 

I n  tlie case of the particular classes of orgnnizntions listed below, 
the following additional inforination sliould bo cinbodied in or ut-  
tached to, and made a pnrt of, the affidavit referred to above: 

(1) Fraternal beneficiary societics, orders, or nssocintions: ( a )  
The nuniler of suborclinntc lodges in active operation, ( B )  wlietlier 
poriodical meetings are acbually held ; 

(2) Building and loail nssocintions nnd cooporntive bnrilts : Theso 
associations and banks shall submit the informntion rcqnircd by 
Questionnnir?., Form 1027, copies of which may be obtnined froin 
any collector i 

(3) Educational orgnnizntions : Whether any of tlie shsreboldcrs 
are paid by the organization, and if 80, tho renson for ench such 
payment and the nmonnt thereof; 

(4) IIospitnln : Whether nonpny pnticrits pre accepted ; 
(a) I3usinc.ss leagues: ( a )  A statement of the scrviccs pcrformetl 

for members. (b) a statement of the services performed for non- 

(6) Clubs: The income received from the iiise of the fncilitics by 
the goncrnl public; I 

(7) Benevolent life insurnnce association+: ( a )  The nuniber of 
counties in which the association acccpts ri,slrs, (t) copies of the 
policies or certificates of membership; 

(8) Mutual insurance compnnics: Copies ,of the policies or cer- 

members; I 

tificates of membcrsliip: I 
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(9) Farmers’ cooperative associutions : These associations shall 
submit the information required by Questionnaire, Form 1028, copies 
of’which may be obtained from any collector; 

(10) Holding companies: (a) The name of the organization for 
which it holds title, (6) the information necessary to establish the 
exemption, under section loi, of the organization for which title 
is held. 

The collector, upon receipt of the affidavit and other papem, will 
forward them to the Commissioner for decision as to whether the 
organization is exempt. 

When an organization has established its right to exemption, it 
need not thereafter make a return of income or any further showing 
with rcspect to its status under the law, unless it changes the charac- 
ter of its organization or operations of the purpose for which it was 
originally created. Collectors will keep a list of all exempt corpora- 
tions, to the ond that they may occasionally inquire into their statua 
and nscertain whether or not they are observing the condition8 upon 
which their exemption is predicated. 

ART. 622. Labor, agricultural, and horticultural orgdzationr.-The 
organizations contemplated by section 103 (1) a9 entitled to exemp- 
tion from income taxation are those which- 

(1) Have no net income inuring @ the benefit of any meipber; 
(2) Are educational or instructive in character; and 
(a) Have as their objects the betterment of the conditions of those 

engaged in such pursuits, the improvement of the grade of their 
products, and the development of a higher degree of efficiency in 
their respective occupations. 

Organizations such as county fnirs and like associations of a 
quasi public charncter, which are designed to encourage the develop- 
ment of better ngricultural and horticultural products through a 
system of awards, and whoso income from gnte receipts, entry fees, 
and donations is used esclusively to meet the necessnry espenscs of 
upkeep and operation, are thus exempt. On the other hand, associa- 
tions which have for their purpose, for example, the holding of 
periodical r y e  meets, the profits from which muy inure to the benefit 
of their shareholders, are not excinpt. Similnrly, corporations en- 
gaged in growing agricultllrnl or horticultural products for profit 
nm not exempt from tar. 

ART. 623. Mutual eaving banks.-In order that a corporation may 
entitled to escniption as a niiitiinl savings bank, it must appear 

(1) Which has no capitnl stock ieyrescnted by shares, and 
that it is an organization- 

I 
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ART. 6.2'7. Beligiom, charitable, ucientifio, literary, and educational 
organizations and community chests.-In order to be exeiiipt under 
section lot (6), the organization niiist iiieet two tests: 

(1) It must be organized and operatcd exclnsively for one or 
more of the specified purposes ; and 

(2) Its net income niiist not inore in \vhole or in part to the bene- 
fit of privnte shiireliolders or individuals. 

Corporations orgaiiized nnd operated est-liisivclg for clrnritnble 
purposes comprise, in general, oi*gnnizations for the relief of the 
poor. The fact that a corporation established for the relief of 
indigent persons may receive valuntrry contributions from the per- 
sons intended to be relieved will not necessnrily deprive it of 
exemption. 

An associiition whose sole purpose is the instruction of the public, 
or an nssociotion whose prininry purpose is to give lectures on sub- 
jects useful to the individual nnd bcncficinl to the comliirinity niny 
be exempt as an educntionnl corporntion, even thoiigh such an 
associntion has incidental nmuscinent feutures. Associations formed 
to disseininato controversial or partisan propaganda are not educa- 
tional within the lncnliilig of the Act. 

Since R corporation to be exempt under section 103 ( 6 )  niust be 
organized and opernted exclusively for one or more of the specified 
purposes, n n  organization which hns certain religious purposes and 
which also mnnufuctures nnd sclls nrticlcs to the public for profit, 
is not exempt even though its property is held in comlnon and its 
profits do not inure to tho henefit of individunl members of the 
organization. 

Tho words " private shnreliolder or individual " in section 103 
rcfcr to inclividonls having a personal nnd privnte interest in thc ac- 
tivities of the corporation. 

Am. 528. BnsiEess leagues, chambers of commerce, real estate boards, 
and boards of trade.-A business league is an associntion of persons 
having sonio common businrss intercst, the purpose of which is to 
proiiwte stlcii coininon intercst nnd not to cngag;s in a regiilur busi 
new of n kind ortlinnrily carrictl on for profit. It is aii orgnnizntion 
of tlw I I I W  ~cncrnl  clnw 11s n chntiibur of conimerce or board of 
tm&. 'l'hns its nctivifics sliolrld be directed to the improvement of 
biiwincss conditions or to thc promotion of the gencral objects of 
nno Or mrro lincs of business ns (1isting:uished from the performance 
of pnrt iciilnr scwices for individ~~nl persons. An organization 
\vliosc purpose is to cngnge in a regiilnr business oi a !tind ordinarily 
cnrried 011 €or profit, even tlioiigli the business is conducted an a 
cool)crntivc basis or 1iiwltiws only siillicicnt incoma to be self-sustain- 

8 103 Art. ,528, 
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(2) Whosc- e~tri i inp,  105s oii1,v the expenses of operution, are 
tlistribatable who1ly fliiiong the tlcpsitors. 

If it appeiirs that the orgaiiixu tioii lins shareliolders who pnr- 
ticipate in tliu profits, the oigiiitizntion will not be cseiiipt froiii 
income taxntion uricter tlie Act. 
ART. 524. Fraternal beneficiary societies.-A fraternal beneficiary 

bocietg is esrinpt froiii tax only i f  o l ~ u i e d  under the " lodge system," 
or for the exclusive benefit of the meinbers of a society so operating. 
" Opcrating uurler the lodge system " iiieuns carrying on i b  activities 
iiiidfr a form of organizntioii that coiiiprises locul brunches, chartered 
by a parent orgnnizatjon und largely self-governing, called lodges, 
chnpters, or the like. In order to be cxciiipt it is also necessary that 
the society Iinle an establisliecl systeru for the payment to its members 
or their deprndents of life, sick. ticcident, or other benefits. 

AIW. 525. Building and loan asaociations and cooperative banks.-A 
building and loan ussociation orgunized pursunnt to and operating 
in accordunca with the laws of the Uiiited States or a Stute or Terri- 
tory thcreof, substantially all the business of which association is 
confined to nialcing loans to metnbers, is entitleu to exemption. 

Cooperative banks without cnpital stock organized and operated 
for mutual purposes and without protit are exempt. Credit unions 
such as those organized unclcr +lie lnws of Massachusetts, beiiig in 
substance a111 in fuct the saiiie as cooperative banks, are lilcewise 
crenipt froin tax. 

ARI~. 626. Cemetxy companies.-A cemetery company may be en- 
titled tc, exeinption- 

(1) If it is owiicd by and operated exclusively for the benefit of 
its lot owners, ,)r 

(2) If iL is not cperntecl for profit. 
Any cemetery corporation chartered solely for burial purposes 

and not permitted by its charter to erlguge in any business not 
necessnrily incident to thht purpose, is exempt froin income tax, 
proviclcd that no part of its nct e a 4 n g s  i iiires to the benefit of 
any private shar?holder or individual. A cemetery company wliicli 
fulfills the other requireincnts of the Act niny be exempt, even 
though it issues preferred stock entitlirig tlds holders to clivitleiids 
a t  a fired rate, provided that its urtieles of hicorporation r e q u i r e  

(1) That the preferred stock slinll be retireh a t  pnr as soon ,IS euf- 
ficieik funds nre realized from FUICS, and 

(2) That 1111 funds not reqiiiretl for the 'payniciit df dividends 
upon or for the retirement of pieferred stodc sh,tll t e  usccl by tlie 
company for the care arid improvenient of tho winctcry property. 

Art. 626 8 103 
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ing, is not a business league. An association engaged in furnishing 
information to prospective investors, to enable them to make sound 
investments, is not a business league, since its activities do not 
further any common business interyt, even though all of its income 
is devoted to the purpose stntcd. A stock oxchange is not a business 
league, a chniiiber of colnmercr, or a board of trade within the nican- 
ing of the law and is not exempt from tax. 

ARI. 529. Civio leagues and local associations of employew.-Civic 
leagues entitled to exemption under section 103 (8) comprise those 
not organized for- profit but operated exclusively for purposes bene- 
ficial to the community as a whole, and, in general, include organizu- 
tions engaged in promoting the welfare of mankind, other tliail 
organizations comprehended within section 108 (6).  Certain local 
associations of employees are also expressly cntitled to exciiiption 
under section 103 (8). The Act prescribes as conditions to esemp- 
tion (1) that the membership of such an association be limited to 
the employees of a designated person or persons in a pnrticular 
municipality, and (2) that  the net earnings of the association be 
devoted exclnsively to charitable, educational, or recreational pur- 
poses. See article 527 with reference to the meaning of “ chnritnblo ” 
and “ educational ” in the Act. 

ART. 530. Social o1ubs.-The exemption granted by sectioli 103 (9) 
applies to practically all social and recreation clubs which are sup- 
ported by membership fees, dues, and assessments. I f  a chb ,  by 
reason of the coniprehensive powers granted in its charter, engages in 
traffic, in agriculture cr horticulture, or in the sale of real estate, 
timber, etc., for profit, such club is not organized and operated excll - 
eively for pleasure. recreation, or social ptirposes, and any profit 
realized from such activities is subject to tax. 

ART. 531. Local benevolent life insurance aasociations, mutual a- 
gation aad telephone companies, and like organizations.-It is a pre- 
requisite to exemption under section 103 (10) tliot at  least 85 per cent 
of the income of the organization shall consist of amounts collected 
from niembers for the sole purpose of meeting losses and expenses. 
I f  an organization issues policies for stipulateij cash premiums, or if 
it requires advance deposits to cover the cost ,of the insurance and 
maintains investments from which morc than 15 per cent of its 
income is derived, it is not entitled to exemption. On the other hand, 
an organization may be entitled to exemption, Plthough it malres 
advance assessments for the sole purpose of meeting future losses and 
expensas, provided that the balance of such assessiiients remaining on 
hand at  the end of the year is retained to meet losses and expenses or 
is returned to members. 
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The phrase of a-purely local character ” applies to benevolent life 
ilisiirance associations, and not to the other orgnnizations specified in, 
section 108 (10). It applies, however, to any organization sce:ciug 
exemption on the ground that it is an organization similar to a 
lwnevolent life insurance association. An orgnnization of a purely 
local cliaracter is one whose business activities are confined to a par- 
ticular community, place, or district, irrespective, however, of politi- 
cal subdivisions. 

Am. 532. Farmers’ cooperative marketing and purchasing uociationq 
and corporations organized to  finance crop operations.- ( a )  Cooperative 
nssociations engaged in the marketing of Fwn products toy fanners, 
fruit growers. live-stock growers, dairymen, etc., untl turning back 
to the producers the proccedu of the sales of their prodncts, less the 
necessary operating expenses, on the bwis of the produsts furnished 
by them, are exempt from inconie tas  and shall not be required to 
file rctui ns. Thus cooperative dairy coiiipnnies which nrc engaged 
in collecting milk and  disposing of it or the products thereof and 
distributing the proceeds, lesv necessary opernting expensea, among 
the producers upon the basis of the qiiiintity of iiiilk or of butter fat  
in the inilk fiirnished by such proclucers, are exempt from the tar. 
If the proceeds of tlio bosincss are distributed in nny other way 
than on such n proportionate basis, the nasociiition docs not meat tho 
requirenients of the Act nnd is not cxeiiipt. An nssociation which 
lins capital stock will not for Suc*Ii reiisoii be tlriiicd rseinption, (1) 
if thc dividend rate of siicli htwk is fisetl nt not to exceed the legal 
rnte of interest in tlie State of iJicorporiitioii or 8 per cent per nnnum, 
whichever is grcnter, on tho valiic o f  rho conhitlrrrtion for which the 
stock was issiicd. ant1 (2) if sribstnntiallj~ till o f  siidi stock (with tho 
cxceptioii noted brlovv) is 011 nod by pr(tdiiwrs who mnrliet their 
products or purcliase their supplies niid eqiiipiiient through the amo- 
cintioii. Any owiirrship of stock by otlicrs thnn such actual pro- 
diicers iiiiist be siitisfiictorily explriiiretl iii tlie asscwiiitioii’s npylica- 
tion for crcwption. ‘rlro iiPsorintion will bc reqiiiretl to sliow thnt 
tlic ov nersliip of it3 r:ipitnl s(oc1; lias bees rc!sti*icted as fnr as 
possililc to SIICII  nctiitil prorlricws. If by stirtiitory rcqiiirciiient n l l  
offircrs of nil nssociiition iiirist bc sli~rrcholtlers, the ownership of a 
hlinre of stocsk by a noiqwxhiccr to qualify lijm ns nn cifliwr will pot, 
tlcstroy tlic nssoc*itttioii’a csciiiption. Likewisc, i f  a slinreholcler for 
iiny rcnsoii c‘cnsc9 to 1 ) ~  a lwod!icrr mid the association is unable, be- 
cniw of n coiistitutionnl inlijbititm or othrr rcnson bcyond the con- 
trol of tho nwocirtion, to piirclinse or rcntire tlic stock of such non- 
prodiiccr, the fnct thnt miclw sacli circninstnncrs n siiiall amount of 
tho oiitslii1:~linp c*iipitrI stock is owned l y  slinrdiohlws who nre iia 
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longer producers will not destroy the exemption. The restriction 
placed on the ownership of capital stock of an exempt cooperative 
association shall not apply to nonvoting preferred stock, provided 
the owners of such stock tire not entitled or permitted to participate, 
directly or indirectly, in the profits of the association, upon ilissolu- 
tion or otherwise, beyond tlip fixed dividends. The accumulation 
and ninintenance of a reserve required by State statute, or,tlie accu- 
mulation and maintenance of 11 reasonable reserve or surplus for any 
necessary purpose, such as to provide for the erection of buildings 
end facilities required in biisiness or for the purchase and install- 
ment of machinery and equipment or to retire indebtedness incurred 
for such purposes, will not destroy the exemptlon. An association 
will not be denied exemption because it markets the products of 
nonmenibers, provided the value of the products mnrlceted for non- 
members does not exceed the value of the products miirlceted for 
members. 

(b)  Cooperative associntions engaged in the purchasing of sup- 
plies and equipmcnt for farmers, fruit grolrers, live-stock growers, 
dairymen, etc., and turning over such supplies and eqriipment to 
them at actual cost, plus the necessary operating expenses, are exempt. 
The provisions of paragraph ( a )  relating to u reserve or surplus and 
to capital stock shall apply to nssociations corning under this para- 
graph. An association which purchases supplies and equipment for 
nonmembers will not for such reason be denied oremption, provided 
the value of the purchases for nonmenibers does not exceed the value 
of the supplies und equipment purchased for members, and provided 
the value of the purchases made for nonmeinbers who are not pro- 
ducers does not exceed 15 p ~ :  cent of the value of all its purchases. 

I n  order to be exmpt  under either (a )  or (b)  an association must 
establish that it has no iiet income for its own account other than 
that reflected in a reserve or iurplus autliorized in paragraph (a). 
An association engagerl both in marketing farm products and in pur- 
chasing supplies and equipment is eseiiipt if as to each of its func- 
tions it meets tho requirements of the Act. 

( c )  Corporations organized by farmers’ cooperative marketing or 
purchasing associations, or the members thereof, for tho purpose of 
financing the ordinary crop cperations of such qenibers or other pro- 
ducers are also exempt, provided the marletin& or purchasing asso- 
ciation is exempt under section 103 (12) (see paragraphs (a) and ( 5 )  
of this article), and the fina1icir.g corporatiop is ‘operated in conjunc- 
tion with the marketing or purcliasing association. The provisions 
of paragraph (a) relating to ti reserve or surplu and to capital stock 
shall also apply to corporations coming undei t i i s  paragraph. 
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SEC. 104. ACCUMULATION OF SURPLUS TO EVADE SURTAXES. 
(n) If iiny ccirptlriitinii, liowcver crcvitc4 01’ orgiiiiizrtl, 1s furiiithtl ur 

nv:iilrq of for tlw pi irpt ibe o! proreiitliig the 1iii1wdlloii of Ilir biirdix 
iilion its Nbcirc4ioltlcrs tliroiigli the iiictliuni o f  peviiilttiiig Itn giiliiu nnd 
protits to ntwmiiliite Iii6tentl of being tllvltlccl or tllrtrlholetl. there 
shall he lrvletl, eollwtetl, niid pnid far rnrli taxnlilo yciir upoii tlic iiet 
iiironie of such corliorntloii ti tns eqiiul to 50 per rentuin u! tlie iiniount 
thereof, which bliiill be in utltlitloii to the tux impowd by RcCtltJU 13 
rind slinll be coiiilnitctl, collwttvl, untl piiitl upon tlic miue bush niid In 
the uiiiiie uiuiii iw niid siilijwt to tlir hiiiiie prcn’ialone of Inw, inclutllng 
peunltles. nr tlicit tar. 

(b) Tlie fuct tliiit any corporutloii in n mcre holdlng or Iiivrstoimt 
coinpimy, or tlicit the guios or profltn u1-e perniitted to ncciimulnta 
beyoiitl the renwncible needo o! the bwliirsx, slinll bc prliiiti iucie 
evldeiice o! II pur~~osc to cwupc the eui tnx. 

( c )  AR uhed in thin wctlon the term “ iwt llicoiuc” niruiix the net 
lncoine ulc tlcflnetl 111 scctlon 21, inrre:iRctl by. the slim of the nmount 
of thc. clivldeiid clt.cluction nllowed iiiitler xcetlou Z3( 11) iuitl the uniount 
of fhe interest oii obligntlaiio of the Uiiltc-d Stiitca IS MU^^ nfter Selltern- 
ber I ,  1017, wliicli would 1)c sulijert to lils In wliule or In liart 111 the 
linntls of un IiidIvltloiil owiier. 

(d) The tnu iinposed by t1ii.l wctlon sliull not ii~iplg if 1111 the 
slinreliolders of the cwporntion iiielutle (nt tlie tiiiie o! flllng their 
retnrns) lii their g r o ~ s  income their eiitlre dilctributlve rhurc.8, whrther 
tlintrlbuted or nut, o! the net liicome of tlir eorporntloii for sncli yenr. 
Any ainount 80 incliidrd In the gross I11coi11a of 11 Hlinrtblioltlrr Rliall be 
trented us n di\ idend rtvolved. Any xiibsequelit distrihntlon mutle by 
the corlmrntlon out o! the enrnliigs or profits for ~iirli tnxnhle your 
sliall, if tllstrl1,iited to nny shnrelioldt,r who Iius sn Iiiclutlc! In liln 
gross Income hls dllctrlbiitlve Nlinre, be c-Winpt from tnx In tlit? umount 
o! tho slinre [K) Included. 

, 

ART. 541. Taxation of corporation utilized for evarion of surtax- 
Section 104 is designed to discournge tho foriiiiition or use of a 
corporation for tlie purposcr of prercnting the imposition of sur- 
taxes upon its sharelioldcrs, throiigli the dovice of permitting its 
gains and profits to wrumulate iiistcucl of being distributed. If 
a doiiiestic or foreigir corporation is so foriiietl or rivailed of, it is 
subject to a tax at  the rate of tO pcr cclit u1mi its net income in addi- 
tion to the tax imposed by section 13. Howover, the additional tax 
at the rate of 50 per cent does not apply for 193% or any subsequent 
taxable ycar if ali tho shareliolilers of the corporation include (at 
the time of filing their returns) in thcir gross incornc their entire 
clistribiitive share, whether Zistributed or not, of the net income of 
the corporation for such year or years. Any amorint so included 
in the grcm income of a ,hareholder shall be treated as a dividend 

* received, and any subsequent distribution made by thu  corporation 
1 out of the earnings or profits for such taxable yeurs shall, if dL- 
tributed to any shareholder ?rho has so included in his gross income 
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Iris distrihutivc h i r e ,  be esciiipt from tax in the unioiint of the 
sliare 60 incliidrtl. 

Am. 542. Purpose to escape aurtax.-l'riiiin facie evidence of a 
purpose to escape tlie siiitnx exists whore a corporation is a mere 
invcstnicnt coiiipnny, wlicre a corporation lias practically no business 
except lioltliiig stoc+ks, bccurities, or otlior property and collcctiiig tlie 
iucoiiie tliei-efrom or iiivestiiig tlierein, or where n corporntion other 
than a iiiere holding or iiivcstnient coiiipiiiiy perinits its gains and 
profits to ncciiiiiuliitc beyond tlic rcnsonnblo ncecls of tlie business. 
Tlie statutory Imsuinption thnt n mere holding or investment com- 
pany is subject to the ndditioiiul t n s  imposed by section 104 may be 
overconic if the corporntion caii diow, either by reuson of the fuct 
that it distributed a lnrge portion of its enriiings for the year in 
question, or tlint its stock was held not by the niciiibcrs of a fumily 
or of a bmnll group but by n Iurge nuiiibcr of persoiis and in com- 
paratively sniall bloclts: or by otlier evidciicc, thnt it ivns not avnilcd 
of for tl io piiiposc of prcvcntiiig tlie iiiiposition of the surtax upon 
its slinrclioldcrs. 

l'lic bubincss of n corlwratioii is iiot iiici*oly thnt which i t  has 
previously cnrricd on, but incliides i n  gciier"a1 nny line of busincss 
whicli it  inay lcgitimately untlcrtnltc. IIowever, a rndical chungo 
of busiiicss wlieii a consitlcrubi siii~plirs Iiiis beeii nccwiiulatcd may 
afford evidence of a purpose to esciipe the surtns. Wlien one corpo- 
rntion O\VIIS tlic stock of anotticr corporntion in tlic sunie or a rc- 
lntctl line of business uiid in effect opcrutes the otlier corporation, 
tlie Lusincss of tho Intkr inny be considcrcd in substance the busi- 
ness of tlie first corporntion. Gnins and profits of the first corpora- 
tion put into tlie second tliroiigli tlic piii.dinsc of stork or otlierwisa 
may therefore, i f  ~1 subsitlinry relntionsliip is cstnllishcd, constitute 
mployment of llie incoiiie iii its own busiiica. To cstuhlisli tliut tliu 
business of one corporntion cnii lie rcgiiidccl :IS iiicludiiig tlic biisiiiesy 
of another it is ordinarily esseiitiul tlirit the first corporntion own 
substantiully all of the stock of tlie secoiid. Inrcstliient by u corpo- 
ration of its iiicome in stock and securities of niiotlicr corporation is 
not without anything further to Lo rcgiirtled ns cinployiiient of the 
income in its busincss. 

AI:T. 543. Unreasonable accumulation of proflts.-An accuinulution 
of gains uiid profits is uiireusonuble if it is noh required for tlio pur- 
poses of tho biisiness, considering u11 the circqiiistuiices of the case. 
It is not intended, ho\wver, to prevcnt rensortnblc ncciiiiiulntions of 
surplus for the needs of the business. No uttciiipt cnn be niade to 
bniimernte 1111 tlio ~ y s  in whicl) guins ant1 pgofits of a corporation 
mny be occunidlnted for tho rensoriuble nectls pf tlie biisiness. Dis- 
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tributions ninda by u rorpor:ition s1:ortIy after the clow of its tuxable 
yenr shnll br tiilccii into wnsitlcrntiou in dcterniiiiing tlie reason- 
tib1eric.s of tlw niiiount of onrniiiks und profits of tlic corporulion 
retuiiietl by it for siicli year. Undistributed iiiroiiio is prolwrly 
nccriaiiilutc!tl if inrcstotl in  incrensetl inrcntories or iitltlitioris to 
pleilt iwusoiiubly iieetletl by the biisiiiess. It is properly HC(:UIIIII- 

loted if retitilied for working c!apital reqiiiiwl by tliu bwinews or in 
accordrriiw witli coiitriict obliyutionx pliicnd to the credit of u sinking 
i i i i i c l  for the piirpose of retiring bonds issiicd by the corporntioii. In  
the ctisc of II hiikiiig iiiwtihitioii the Liisiiicss of wliich is to receive 
uud loiui iiioiiry, using aipital, surplus u n d  deposits for that pur- 
pose, uiitlistribiitctl iiironie nctiially rt!prescritetl by lonns or rcnRoii- 
tibly ix*t:iiiirtl for future Ioiuis is not iiccuiiiiiliitrtl boyoiid the 
reu~oiiublc! iiceth o f  tlic Business. 'l'lio iintiiir, of tlic iii\wtiiiwit. of 
pins l in t1  1)rdita is iiriiiintcrial if they nre iiat iii fact, iiectlcd in the 
biisiiicss. It i H  mi iinrriisoiinbIc ncc:iiiiiriIiitioii of guiiis nn(l profits 
by corporutioiis with tlic purpose of enubliiig tlieir riliiirclioltlers to 
c.rc.nl)e surtaxes oil such giiins mid profits which sitbjects siicli cor- 
portitions to the itdditionitl tux iiiiposocl by, suction 101. Aiiiuiig 

other things, t.lie fiiiunciul c:oiitlitiuii of the corporutioii uC the c!lo.w 
of the tnscible y e ~ i *  rind tlic iiiiiimer in which its f i i i ids nre invest4 
t i t  tliitt tlotc, determiiir: tho rriisoiiabl(.iirss of tlw ucxwiiuliit ion ... 

For the piirposn of scctioii li).L tlie twill " nct iiicwiiie " i i ipii i is  tho 
llct iiicoiiie of tho corpor'itioii us tlefined in sectioii 21 iiicwirsed 
by tho sum of (1) tho uniouiit i*ecwivecl ns tlivitlcittls iuid nllowcd 
11s a drductioii by wction 23 (p), plus (2) tliu aiiiouiit of interest 
011 obliptions of the United States issued After Septc*iiilxr 1, 1917, 
\vhich woiild be subject to t.ux in wliolo or in part iii  tlic Iiaiyls of nil 
indivitliinl owner. The Coiiiiriissioiier, or uny collector npon d i m -  
tion froiii tlie Coiniiiissioner, aiciy require uiiy corporntion to fiiriiisli 
n statement of its uccuniulutetl giiins arid prnfits, the mine nnd ad- 
&css of, irnd numlmr of sliures iield by, cnc!i of its shnrcho!c!,z-r, niid 
tho niiiounts that would he pityable to each, if t.110 iiicomo of the 
corporation NCIW distributed. (See section 148 ( c )  .) 

SEC. 105. TAXABLE PERIOD EMBRACING YEARS WITH DIF- 

If i t  IH newasery to comliute tltr tnx for u pt-rlucl bcgiiiiilig i i t  one 
calendar year (Iirrelnnfter In Lltla sectluri culled '' 6rst cnlendnr 
year ") and eiidhg in tlre following c:nleitiliir year (hereinafter in 
this w t i o n  called " sccond ca1end:ir y i w  ") nnd the law nppllcable to 
the sccoiid culeutlar year is different from the law np[)licnble to 
the 6rRt cnleitdar rear, then the t u i  uncler this title fur the period 
eutling during the S C N J I I ~  cnlendnr yenr shnll be in the 8um of: (1) 
the sume propwtioii of II tax for thc entire ~ ~ r l ~ l ,  determined under 

FERENT LAWS. 
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the law nppllcable to tlic Arst cnicwlilr ) c a r  niitl lit the rates !or such 
ycnr, whlcli the portlon of si~cli pc’rltitl fiilllng wlt l i l i i  the first calen- 
dar yenr Is of tlic rnllrc pwlod; nnti ( 2 )  tlie snnic proportion o! a 
tux for tlic cntire l~criod, tlc:crmlnctl untlcr the law :ippiicd~!c to the 
secc~ntl ciilmlitr y i w  niid lit the rntca !or sucli yerir, whlch the por- 
tlon of ~ c l i  Iicrliitl fiilllii:: \vlililn the sccontl ctil~~ntliir yeur is o! tlie 
entlrc? perlotl. 

AI~T. 551. Fiscal years endiiig in 1932.-Tlie tax for a Iwiod begin- 
ning in 1931 nritl rrrtlirig in  1993 is tlic s i m  of tlie following: 

(a) Tlie t u s  attributuble to Llie culoitlur yew 11)81, found by com- 
puting the tns iipon tlie iircume of the tnxpyer  for tlie fiscal 
year under tlie provisions of tlio Revenue Act of 1928, und by taking 
tlie proportion of sucli tiix wliicli the portion of the period falling 
within the calendar yeur 1981 is of tho entire pwiod; 

(I) T h o  tnx uttribiitt1l)ie to the crilentl~ir yeiir 1032, fouiid by chin- 
puting the tax upon the incoiiie of the tuxpayer for the fiscal year 
under tlie provisions of the RCVCI~IIC Act of 1!W2, and by taking the 
proportion of sucli tax which tlio portion of the period fulling 
within the calendar yenr 1932 is of the entire period. 

If the fiscal ycnr of a partnership bcgaii in the calendar year 1931 
and ended in the calendar year 1932, tlic taxes of the partners shall 
be computed as provided in article 903. 

LIUI’PI.&ME:NT n---CObIPUTATION OY NET IX(’OLIE 

[Suliplcmenlnry t o  bubtltlo B. I’urt I11 

SEC. 111. DETERMINATION OF AMOUNT OF GAIN O R  LOSS. 
(a) Computrtion of gain or loss.-lCscqit iis IierclnitPlcr rirovltleti in 

tliln scctlon, tiic pain froni tlic snle ( i r  otlicr ~ll::posltion of piqicrty 
shnll be tile escess o! tlie niiiorint rcn!lzcd tllcrefroni over tlin ntlJuatet1 
bash provlded in sectton 113 ( h ) ,  iiiitl tlie loss sliail be tlic PXCCBI o! 
sucli brisis over tlic? nnioiint rcnliactl. 

(b) Amount realized.-Tllc riinoiiiit rcnllsctl frcini the rrilo or other 
d i~~ lOH~t~Ol~  Of prOlit!rty 8llllll Ile tile Hlllll O f  Illlp 111011(‘)’ rt%%!lV(!d IllUS 
the fitlr innrlict value oP the property (other tlinn iiioney) recclvctl. 

( 0 )  Recognition of grin or loss.-In tho c:iw of n snlo or exclinnnr, 
tllc cslcllt to W l l i C l l  tile Elllll or loss tl~~trrrnlned u l l t l ~ ~ r  this scc4I~,rl Hlltlll 
be reiwgnlawl for the Iiurliofics uf this title, sIinII lie dvtcrinlnc~tl iilitlcr 
tlie Iirovlslons of scctlon 112. 

(a)  Installment sales.--h’otlilng In tiils wctlon slirill he conrrtriird to 
prcvcwt ( i n  tile ensc of liriiporty ciiAl iuic!cr coiilixct provhlin; ror 
Iinynicnt I n  Inatulliiiciits) tlie tnsntlon of tliat portioii of nny iilsti~ll- 
nient iinyiiient rcprcsentl~ig gain or profit In the ycnr In \vIiIcli snch 
Imyinrnt is rcccivctl. 

Am. BG1. Determination of the amount of gaip or loss.--Section 111 
sets forth the riilcs for the dctcriiriiiutioii of tlic nirioiirit of gain or 
loss from the snlo or otlier disposition of propwty. In gcnmd, tho 
gain dwi the sale or otlier disposition of prqpcrty is the excess of 
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the amount renlized theref roiii over the cost or other bS4s provitled 
in section 118 (n)  and articles 591-004, adjusted as iwovitled in 
section 113 (b) and articles GO5 and 606, nrid the loss is the csccsq 
of such cost or other busis so adjusted over the auiount realized. 
Whether gi in  or loss from n sale or exchange shall be recognized, 
and if so, tlic extent to which it is to be recognized for the p u r p o s ~  
of iiicoiiie taxi&m, must be detennine.1 under the provisions of 
suction 112 arid urticles B71-581. 

The aiiiouiit realized froiii tlie sale or other disposition of prop- 
erty is the suiii of ally iiioiiey received plus the fuir iiiarkct value 
of tlie property (other tl inil  money) received. Tlie fnir iiiarlcet 
value of property is a question of fact, but only in rnre and estraor- 
dinury cases does property have no fuir nrurket VILIIIC. 

In the case of property sold on tlie iiistullliient plan, section 111 
and this urticls sliall not be construed as preventing the taxation of 
that portion of nny installinunt payment representing p i n  or profit 
in the year in which such payment is received. (See section 41 nnd 
articles 351465.) 

SEC. 112. RECOGNITION OF GAIN OR LOSS. 
(a) General rule.--Upon the stile or exchringe o! propr ty  the entire 

amouiit of the giiln or loss, determined undcr sectlon 111, R I I U I I  lie rcc- 
ognlzed, except as hereinafter provltkd in this KeCtlOU. 

(b) Exchanges solely in kind.- 
(1)  PB~PEXTY HELD FOB PRODUCTIVE USE OR INVESTMEXT.--~’~ gnln 

or loss shull be recognined I! property lieltl for prodiictlve use in 
trride or business or !or Invefitment (not includlng stock In trnde 
or other property held yrlmnrlly for sale, nor stocks. bouds. Iitites, 
choses In nctlon, ccrtlllcntes o! trust or beneflclnl Interest, or other 
scwriticu or evidences o! indebtedness or interest) Is exclinnged 
solely for propcrty o! n like kind to be held cltht!r !or productive 
use in trnde or hnslncss or !or investment. 

(2) STOCK FOR L~WCK or R A ~ I E  con~o~~nox . -No  gnln or loss shull 
he rccognlzc!d I! rommon stock 111 a rnrpor~rtfon is exrhnngetl solely 
for conimon wtcwk in tho snlnc corponitlon, or I! prefcwrtl stock 
In n corliorntlrin lo ewhaiigid solely fur 1irc4c.rrc.il slnck In the mine 
corporn tion. 

lie rcroxntxrtl if s1oc.k or twiiritics in a corl1or:itlon n pnrty to a 
rerirgnnlzutlon urc, in porsnnnce of tlie 1iInn u! reorgniiizntlnn, ex- 
rlinnged solely !or stock or wc.rlritlw in NIICI: corporntion or in 
aiiotlirr corporntlon n pnrty to the rcorxuiilzntioii. 

(4)  B.wc--OarN OF c o t l ~ n a ~ ~ ~ o ~ . - N o  gnln or loss sltnll h rctop 
nlzvd If n coqwrutlon n purty to u reorgiiiilsatlon c~xc!iuirgc~x prop- 
erty. in pursnrince o! 111s pliiu o! reorgiinlzatton, tiidely !or stock 
or scmrlticx ln iinothcr corporntlon R Iinrty to tlie rcnrgnnlzntlon. 

pnln or loss shall be rccognlzed if prolwrty ts trnn?iferrcil to n cor- 

(3 )  STOCK IWR STOCK ON R1(01(0ASIZA’IIOX.--NO gllrll 01’ shill1 

( 5 )  TB.\NMFEE TO CORPORAl?ON COXTBOLLIPL) RY Tn.\NHWEBOR.-xO 
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porntlori by one or mom persons solc4y In exc~hiinge for stock or 
sc*curltlv~ I n  rr1141 rorpornlltrr~, uiitl liiinichilliitcly nfter the cxcliaiige 
siicli person or 1ier.coiix urv 111 c.ontro1 uf tlie corliorntlon; hut In 
tlie ciise of UII  cx1~1111ngc Iiy two or inorc ~icrsons llils pnragrnph 
8linll npply ciiily If tlir amount of the slock nnd srcnrltles received 
hy carh is sribstnntlnlly 111 proliortioii to his Interest I n  tht .  property 
lirlor to tlic rxchange. 

(a) Oain from exohangei not iolely In k1nd.- 
(1) If an excliiiiige wonld lie w i t l i l n  tlie I I ~ O V ~ N I O I I R  of siilisiwtltin 

(b)  ( I ) ,  (2), ( 3 ) ,  or (6) of this scctlon i f  It were not for the fnct 
tliiit tlie property received In cxchuiige ColiHlNtS not only of property 
perniltlcd by such pnriigraph to be recelvrd wlthout thc recognltlon 
of galn. but also of other property or iiioncy, then tho galn, If any, 
to the rcelplent shall he recognlzetl, bnt In an aniount not 111 excehs 
of the sum of such money nntl the fiilr iiinrkct vuluc of KUCII ollier 
property. 

(2) If a dlstrlbutlon made ln parsnnnce of a plnn of rrorgniilzn- 
tlon Is wlthln the provisions of parllg~nph (1) of thls 8 l l b 8 C ~ t l ~ l l  but 
lias the eflcct of tho dlstrlbutlon of a taxnlilc dlvldend, then there 
shall be tnxcd a8 a dlvldend to i r c h  dlstrlbntce such an nmount of 
the gnln recognized under pnrnrrnpli ( 1 )  ns Is nut 111 excess of 
hls rutable share of the uiitllstriliiitc~d cnriiiiigs aiid prod's C I ~  tile 
corporation nccuiiiulated after Pebrnilrg 28, l!H3. Tlic rrinriliitler, 
if any. of the gnln recqyized uiltler parugraph (1) diull  IJC toxcd 
as  n galri from the exchauge of property. 

(d) Same--Oaln of oorporat1on.--If an excliuiige would be wltliiii the 

fact that the property received In ex~~linngc consIHts not only of stock or 
sccurltlcr permltted by such pnr~igrti~ih to be rcc.elvcd wltlinnt tlie 
recognltlon of gnln, hut also or other property or nioney, then- 

( 1 )  If the carporntion recelving siicli ollicr property or money 
dlstrlbules It In pursuniice of 1110 iiluii ol reorgiinlzcitio~~, no galn to 
the corporatloii shall be recogiilxed f i i m  llie euclicuig:o, but 

(2) IP the corporation rccciving siicli other Iiroyerty or moncy 
does not distribute It I n  pnrsnnncc of (lie plan of rcorpaiilzatlon, 
the gnln, If any, to the corporntlon slinll be recogiilzed, lint in nn 
aniount not I n  SXCCYS of the s u m  of bu( 11 iiioiicy ailti the fiiir mii~lict 
vnlue of such other proiirrty so rcwlvcd, wlilcli IH uot so 
dlstributed. 

(e) Lose from exohangei not solely In kind.-If 1111 exchunge would 
be wltlllri the provislo~is of 8ul)hectIoli (b)  (1) to ( 5 ) ,  I~~cluslvc, of 
tlils scctlou If It  were not for the fuct that the liropcrty rccclvrd iu 
exchiirigc consists not only of proiierty Iicriiilttctl by ancli piu'ngrnlrh 
to be recelved ultliout tlie re(-ogiillion of guin or lo*r, but alao of otlicr 
propcrty or nioiwy. then no loss from tlie c~x(*111111gc bl111l1 irc rccog~ilxt~tl. 

( f )  Involuntary oonverilon8.--If I ~ r i ip t~r l~  ( O H  a rehult of l t ~  clcrstrnc- 
tlon In whole or In purl, tliclt or scknrr, or i i n  crcwlsc of tlie powcr of 
rcquisltlon or condt mniitlon, or the Illrcwt or Ininiliiwce (hereof) Is 
compulsorily or lnvoluritrirlly eotivertcd hito ~iroi~qrly hlnilliir or rcliitrd 
In servlcc or use to tlie iiroiirrty so coiivcbrti-tl, or Iiilo nioney rl i lrh Is 
fortliivltli 111 good fullli, uiicler rrgulatlonx Iiriwrllrrd by tlir Coininls- 
sloiwr d t l i  the npprovnl of tlic Secretary, rxlrellcletl In the ncclnlaitlon 

proVibiOllS Of SUbSCctlOn (b)  (4 )  of this sectloti 1P It \\ere not for tlic 
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of other property Flmilar or relnlerl 111 srrrlrr or 11- tn tlir Iirovrty 
no coiivei~tril, or In thr naiiilqltinn of roiitrcil of II rorlinrntlcm owning 
sucli other prolitwty, or hi the ccltnlill.ihnieut of a rrplnrelilrnt fnird, no 
galn or IMH hliall be r ~ c n ~ i ~ l z e d .  If nny part (if tlie iiiiiiiey Is not SO 

er~icndpd, tile guln, if nny. s1i:ill lip rcwigiiized, bnt I n  an :iniorlnt not 

(g) Distribution of stock on reorgnnlzat1on.-If thcrc le dl~trlboted, 
In  pursnance o l  n illtin of rrorguniz3tIoI1, to II ~Iinivliolili-r 111 I corlmrn- 
tlon II piirty to tlie rrorgnnizntloii, stock or ac'curlrlrs In nlc11 coiporn- 
tion or In anotlicr corporation a piirty to tlie rcorgnnllntlciii. illiout 
the buireiitler by such sliarcholcler uY stock or aecuriticv In suc4i a cor- 
porntlon. no gnln to tlie dlstrllintcr from tlic lec*cipt of SIICII stock ibr 

securltlra shall hc  rrrngnlxetl. 
(h )  Same-Effect on future dl~trlbutlon~.--Tlie dlrtrllii~tlon. I n  plir- 

tmnnve ol u plnri 01 reorgiu~lzatiun. 11) or on b c l i i i l ~  of a corliornllor. a 
piirty to the  rcorgniilxntloii, of Its S I I .  k or ~ecurltles or stock or becurl- 
tlrs I n  a corporatloii a party to thi* rcorgunlzntloii. If no galn to the 
dlctrlbntre from the recdpr of bncli xtoi'k or 8ccWrltirs was rccognlircd 
by Inn.. shull not lie colisltlcrrfl n dlstrlbntiiiii of eiirlllngs or profit4 
witliln tlie mcnnlng of sectlon ll.?( b )  for thc pnrpoxe iif drtrrniliilrig 
the tarnbillty of 81lbscqilt.lit tllstrlliutlons by tlie corpnrntlon. 

(1) Deflnltion of reorganization.--As uscd ln thlv wcctloll i ~ n t l  8 ~ 0 .  

tloiis 113 and U!i- 
(1) The terin 4' rcorganlxiit~on 'I WPIIIIY ( A )  a nicrgcr uc consult- 

datlon (Including tho nqnlsltlon by one corporutlon of a t  Icnst a 
ninjorlty of the rotlng stock and a t  Irnut a ninjorlty of tlie total 
nunibor of ahurvs ol a11 otlicr clasaea of stock of aiiollirr coi-prirn- 
tlon. or subHrantliilly all the properties of aiiotlicr corwr:illon)* or 
(I)) a transfer Iiy n corpiirntlon of all or n Iicirt of Itd naucts to 
nncitlier curpurntlon if lmmetllntely niter tho lrniisfcr tlit! trnndcror 
or Itn rtocliliolders or both a re  In control of tlie corpnrntloli to 
\\hlcli the assets a re  transferred, or (C) II rccapltallxatlon. or (U) 

iiiere chnnge In ldenllty, form, or plllcc of orgcllilmtlol~, howevor 
ccted. 
( 2  J Tlie term I' a party to a reorgaiilzfttlon " i nch lc s  a corliorrr- 

tloir ~~rsultliig Prom n rcorgnnlxatlon and Inrludis both corporaticma 
11, the cnse of an acqulsltlon by one corporation of a t  lenst 8 
niujorlty of the rotlng stock nnd a t  lcast a mnjorlty of the total 
nniiihrr of shnres of a11 other clusses of NoCk of aiiothcr 
corlloratlon. 

(J) Deflnltton of control.-As u.wd In tbls sectlon the terin '' control " 
nie:ins tlic o\\ncrslrlp of a t  lcnst 80 per centiiin of the vollng otock and 
ut leitst 80 per centurn of lhe total number of shares of all other cliisser 
of stock of the corpnratlon. 
(k) Foreign oorporatlon8.-In drterminiiig the extcnt to whlch gain 

sIiii11 bc recognized in tlie w e  of any of tlie exchnnpea or dlatrlbUtkNIE 
(mndc nfter the date of the enactment of tlils Act) dcscrlhed in s u b m  
tlon f b )  ( 8 ) .  (4).  or (6). or descrlhed ln so much of suhsectlon (c) 
a s  refers to ruhsrctlon (b) (8) or ( 6 ) .  or dcsrrlhed ln sulmectlon ( d )  
or (p), a forcfgn corporatlon shall not be consldcred as n corponitlon 
unless, prior to such esclinnge or dlstrll~ution, It 110s heen cstahllslled to 
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the sntlslnctlon of tlie (htiitllssloiier t l t i i t  siicli e\thiiiae or tllstrlliutfon 
is not In pur8uiiiic.e UP n 1iIi i i t  Iitkvliig 11s w e  tbt‘ Its prlticlpt11 purposcs the 
avoldnnce of Fetlel;il Iiictmre tiixiPs. 

Am. 671. Reoognition of gain or lore.-h the caw of a sale or 
exchange, the ertrrit to w l k h  the uinoiiilt of gain or IOM determined 
under section 111 shall be rrcqpized is gort*riied by the provisions 
of section 112. Section 112 providcs tliut tlie entire amount of the 
gain or loss upon any sale or excliliiige of property sliall be rccog- 
iiized, with specified exceptions therein set forth, which are dis- 
cussed in articles 572-581. Unless the sale or erclimge fulls within 
the provisions of these articles, the entire amoiint of the gain or loss 
thereon must be culciilatetl uritl reported. 

ART. 672. Exohanger of property.-In tlie following cams no gain 
ur loss is recognized : 

(a) I f  property lield for productive use i n  trade or business or 
for investment (not inclutliny stock in trlicle or other property held 
primarily for sale, nor stocks, bonds, notes, clioses in action, certifi- 
cates of trust or- beiieficiul intererjt, or other securities or evitlencea3 
of indebtedness or interest) is evchangucl solely for property of n 
like kind to be held either for productive w e  in trade or businesj 
or for investment. The words “like kind ” have reference to the 
nature or character of tlie property and not its grade or quality. 
Therefore, under this paragraph 110 gnin or loss is realized by one 
other than a dealer from the exchange of real estate for other real 
estate. One kind or’class of property iiiay mt, under this pnra- 
grnpli, be exchanged for property of R different kind or class, as 
real estate for personal property. However, n lensehold of a feo 
with 30 years or more to run will be consitleretl property of like 
kind to renl estate. The fact that any real estuto involved in an 
exchange is iniprovecl or unimproved iiidces no difference, for such 
fnct relates only to the grade or qtiolity of the property and not to 
its hind or class. Unproductive real estate held by one ot,her t h a ~ l  
R dealer for future we or future realimtion of the incrclnent in 
vdlue is held for inrestmelit and not priilliirily for sale. 
(6) I f  common stock in 11 corporution is exchanged solely for 

rommoa stock in tlie stme corporntion, or if preferred stoclr in a 
corporation is exchanged snlely for preferred stoclt in the anme 
corporation. 

( 0 )  I f  property, real, prrsonnl, or mirctl, is transferred to k cor- 
1;orfition (1) by one person solely ia escliange for stock or securities 
in such corpomtion, ant1 iiliiiiediately nficr the esc.hunge stlch per- 
son is in control of the cornoration, or (2) by two or more persons 
solely in exchange for stook 01’ wcurities in spcli corporation, and if 
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immediately after the exchnnge such persons are in control of tlie 
corporation, and the amoiint of stock and securities received by each 
is substantially in proportion to his interest in the property prior to 
the exchnnge. See section 112 ( j )  niid nrticle 677 for definition of 
(( control.” 

Example: A ownfJa patent right worth #2S,WO and B a manu- 
facturing plrnt  worth $75,000. A and B orpnize  the X Corporation 
with a capital stoclr of $100,000. A transfers his patent right to the 
X Corporation for $25.0& of its stock; B transfers his p l m t  to the 
X Corporation for $7ti,OOO of its stock. No p i n  or loss is recognized 
from this trnnsaction. 

ART. 578. Exohanges of property for other property and money.-If 
an exchnnge would fall within the provisions of nrticle 572 but 
for the fnct that the property received in exchange consists not only 
of property permitted by that article to be received without the 
recognition of gain, but also of other property or money, the gain, 
if my,  to the recipient slid1 be recognized, but in an rinount not 
in excess of the sum of the money and the fair market value of the 
other property. No loss from siich an exchnnge will be recognized. 
(See section# 112 (e).) 

Exaniple: A in 1932 exchanged real estate which he hnd pur- 
chased in 1921 for $6,000 for other real estate having a fair  market 
value of $6,000 and $2,000 in cash. The gain from the transaction, 
that is, $3,000, is recognized only to the extent of $2,000, the amount 
which was received in cash. A’s tnxuble income from the exchange 
is, therefore, $2,000. See article 597 for the basis for determining 
gain or loss from a subsequent sale. 

Am. 674. Exohanger in oonneotion with corporate reorganiaatiom.- 
The Act provides that no gain or loss shall be recognized if, in pur- 
sunnce of a plan of reorganization, stock or securities in o corporatlolr 
a party to a reorgnnization are exchanged solely for stock or securi- 
ties in such corporation or in another corporntion a party to the 
reorganization, or if, in pursuance of a reorganization plan, 11 cor- 
poration a party to a reorganization exchanges property wloly for 
stock or securities in another corporation n party to the reorgaiiiza- 
tion. If two  or more corporations reorganize, for exniiiplo, by- 

(1) The merger of the X Corporntion into the Y Corporation, 
(2) The consolidation of the X Corporation and the Z Corprotiotr 

into the Y Corporation, a new corporation, 
(3) The acquisition by the Y Corporation of a majority of the 

voting stock and a majority of the total number of shares of all other 
classes of stock of the X Corporation or of suhtantially all of the 
properties of the X Corporation, or 
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(4) The transfer by the S Cuporation of a part of its assets to 
ille Y Corporation where iinrnediately after the transfer the X Cor- 
poration or its shureholders or both are in control of the Y Car- 
porn tion- 
then 110 taxable inconle is received froai the transaction by the X 
Corporution or the 2 Corporation if tho sole consideration received 
by the corporations is stock or securities of the Y Corporntion; and 
no taxable inconle i b  received froin the transaction by the shareholders 
of either the X Corporation or tlie Z Corporation if the sole pon- 
sideration received by the shnreholders is stock or securities of the 
Y Corporation. 

If n reorganization is nccomplislled by tlie transfer by the X Cor- 
poration of a part of its asbets to the Y Corpoyation in erclinnge for 
the stock of the Y Corporation and the X Corporation distributes to 
its shareholders the stock of the Y Corporation, no gain to the +re- 
holders from the receipt of such stock is rec~gnized. (See urticle 
b76.) 

Provisioil is iiiade in the Act for cuses in which gairl to the share- 
holders is recognized, in coiinection with a reprgnnization, through 
the receipt of cash or property other than the stock of a corporati011 
a party to the reorganization. 

Records in substantial forln, showing the basis of the btock or 
property exchanged and the iunount of propeqty or money received 
in exqllange, nust  be kept to enable tlie deterii1i;nation o t  p i l l  or 10- 
froiu a subsequent disposition of the stock or( property received in 
exchange. 
ART. 575. Exchanges in reorganization8 for dock or aecuritiea and 

other property or money.-If stock or securities in a corporutioll a 
party to  a reorganization are, in pursuunce of the plan of reorguni- 
zation, exchanged for stock or securities in silch corporation or 
in another corporation a party to. the reorganization nlld othel. 
property or money, the gain, if any, to the recipient will be recoy- 
nized in an amount not in excess of the sun1 of the lnolley and the 
fair nnrket value of the other property. No loss fronl sucll an ey- 
change will be recognized. (See section 112 (e).) If a distribution 
of property or nioney in the course of a reorganization is otlierwiso 
within the provisions of this puragrnph, but has the effect of the 
distribution of a taxable dividend, there shull be tnxed to cacll dis- 
tributee (1) us a dividend, such an amount of the gain recognimd 
under this paragraph ns is not in excess of the distributeo’s ratable 
share of the undistributed enrnings and profits of the corporntion 
accumulated after k’Ghruary 28, 1913, and (2) us a gain froln the 

(See article 675.) 
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exchange of proporty, the remainder of the gain recopiizcd uiider 
this paragraph. 

Eiumnple (1)  : A, in connection with a reorganization, excliangea 
in 1932 a shnre of stock in the X Corporation, purchased in 1025 for 
$100, for ( a )  a sliare of stock in the Y Corporution, a party to the 
reorganizntion, which has a fair market vnlue of $90, and (b) $20 
cash. The gnin from the trrnsnction, $10, is recognized and tnrpd 
to A. See article 697 for the basis for determining gain or loss from 
a subsequent. sale. 

Example (B): The X Corporation has a capital of $lOO,ooO u11d 
earnings and profits of $50,000 accurnulated since February 28, 1918. 
The X Corporation in 1932 transfers all its assets to tlie Y Corporr- 
tion in exchange for the issuance of all of the stock of the Y Cor- 
poration and the payment of $50,000 in cash to the shareholders of 
the X Corporation. A, who owns one shure of stock in the X Cor- 
poration, for which he pnid $100, receives n sliare of stock in tho 
Y Corporation worth $100 and in addition $50 in tmsli. A will bo 
liable to tho surtax on $50. 

I f ,  in pursuance of a plan of reorgimizatiou, property is cxcharrgetl 
by a corporation a party to R reorganizntion for stock or swnritics in 
another corporation a party to the reorgunizntion and other properly 
or money, then, if tlie other property or money received by the cor- 
poration is distributed by i t  porsannt to the plnn of nwrganizntion, 
no gain to the corporation will be recopizcd. I f  tho other property 
or money received by the corporrtion is not distrihicd by it pur- 
suant to the plnn of reorganizrttion, the gain, if nny, to the corponr- 
tion from the exchnnge will be recognized in on Rmonnt not in excm 
of tho swn of the iiioney nnd the fair hnrket value of the other 
property so received which is not distrib11tecl. In  either cuse no loss 
from tho exchange will be recognized. 

Am. 570. Receipt of stock or neodties in reorganixation.--Jf, with- 
out i~ny surrender of his stock or securities, a sliarrliolder in  a cor- 
poration a party to n reorganization receives in pursurince of the 
plan of reorganizntion &ock or securities in sitch corporation or in 
another corporation n pnrty to the reorganization, no p i n  to the 
&archolder vill be recognized. 
’ ART. 677. Delnitiom.-The term *‘ rrorgnnizntion,” ns iiwd in sec- 

tions 112,113, and 115 mcans- 
(1) A merger or consolidation (including the ncquisition by one 

&orporation of n t  least a majority of the voting dock nnd a t  least r 
majority of the total number of shares of all other classes of dock 
of mother corporation, or substnntinlly all the properties of another 
corporntion) , 

(SLw section 112 (e).) 

M. 677 Q 112 
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(2) A transfer by a corporation of all or a part of its assets to  
another corporation if immediately after the transfer the transferor 
or its stockholders or both are in coiitrol of the corporation to which 
the assets are transferred, 

(3) A recapitalization, or 
(4) A mere change in identity, form, or place of organization, 

however effected. 
The term “ a  party to a reorganization” as used in sections 112 

and 113 includes a corporation resulting from a reorganization 
and includes both corporations in the case of an acquisition by one 
corporation of a t  least a majority of the voting stock and a t  least a 
majority of the total number of shares of all other classes of stock of 
another corporation. This definition is not an all-inclusive one, but 
simply enumerates certain oases with respect to which doubt might 
arise. 

A person is, or two or more persons are, ‘‘ in control ” of a corpora- 
tion, within the meaning of section 112, when owning- 

(1) At least 80 per cent of the voting stock, and 
(2) At least 80 per cent of the total nuiiiber of shares of all other 

classes of stock of the corporation. 
As used in section 112, as well as in other provisions of the Act, 

the conjunction ‘‘ or ” is used to denote both ths conjunctive and the 
disjunctive, and the singular is used to incllide the plural. For 
exnmple, the provisions of article 574 are complied with if L‘stock 
nnd Securities" are received in excliango as well as if “stock or 
securities ” are received, and if securities in the same corporation, 
together with securities in anotller corporation a party to the reor- 
gluiixutioii or in other corporations parties to tlle reorganization, are 
received in excliango. 

AIW. 578. Source of distribution of itock or sequritiee.-Thc gcnernl 
rule, provided in section 115 (b),  tliilt wery tlistribritioli is ninde 
out of enrnings or profits to tlic estcnt tlicreot nncl from tho most 
recently nccumulnted eurnings or prolits,  doc^, not npply to a dis- 
tribution, in priiwiance of a pluii of reorg:uiiizn$ion, by or on behalf 
of a corporation a party to the reorgnnization, nf its stock or securi- 
ties or of stoclc or securities in a corporation a party to the reorgnillza- 
lion, if no gain to tho distributee from the recpipt of such stock or 
securities wns recognizcd by lnw. Such a distribution will not be 
considered a disttibution of earnings or profits in determining tlie 
nmount of enriiings and profits accumulated since Februni*y 28, 1913, 
which arc avuilnble for distribution and wliich under section 115 (b) 
must be distributed beforo earnings and profits accumulated before 
March 1, 1913, niny be distributed exciiipt froin tar.  

’ 
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Example: The X Corporation has a capital of $loO,ooO, earnings 
and profits accumulated prior to Mnrch 1,1913, of $25,000, and earn- 
ings and profits of $50,000 accumulated after 1pebrual.y 28, 1913. It 
causes the organization of the Y Corporation, to which i t  transfers 
$50,000 of its assets in exchange for all of thc stock of the Y Corpo- 
ration. It then distributes tho stock of the Y Corporntion as a divi- 
dend to its shareholders. No gain to the shnreholdcrs from the 
receipt of this stock will be recognized under tlie provisions of sec- 
tion 112 (g) and article 576, nor will the distribatioil be considered 
a distribution of earnings or profits in deteniiining the amount of 
earnings and profits accunlulatect since Febnlary 28, 1913, on hand 
for subsequent distribution as a dividend. 

The provisions of this article apply to the c e e  in which the X Cor- 
poration distributes the stock of the Y Corporation as a dividend, the 
case in which the X Corporatioii distributes the stock of the Y 
Corporation in retirement of a portion of the stock of tlie X Corpo- 
ration, and the case in which the Y Corporation issues its stock direct 
to the shareholders of tho X Corporation. 

ART. 579. Involuntary convernion of property.--Section 112 ( f ) deals 
with cases in which property is coinpulaorily or involuntarily 
converted into similar property, or into money, as a result of fire, 
shipwreck, theft, condemnation, or similar causes enumerated in  
the Act. If the property 60 destroyed, stolen, seized, or condemned 
is replaced in kind by similar property or property related in service 
or use, nq gain or loss is recognized. I f ,  however, the original 
property is compulsorily or involuntarily converted into money, 
gain or loss will be recognized unless the nioney is forthwith, under 
regulations prescribed by the Commissioner with the nppro’oval of 
the Secretary, expended- 

(1) I n  tho nc‘quisition of other property sinlilar or relnted in 
service or use to tlic property RO converted, 
(2) I n  the acquisition of control of n corporntion owning such 

other property, or 
(8) ’In the estnblishment of a replacement fund. 
I f  nny part of the money is not 80 expendcd, tlie gain, if m y ,  shall 

be recognizcd, but in ail amount not in excess of the money which is 
no6 so expended. Sec article GO1 for the basis for determining gain 
or loss from the sale or other disposition of the property so acquired. 

A ~ T .  580. Replacement funda.-In any case where the taxpayer 
elects to replace or restore the converted propr ty  but it is not 
practicable to do so immediately, he may ob’-in pcnnidon to 
establish a replacement fund in his accoulits in which part or all of 
the compensation so received shall be held, without deduction for 
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ment under oath of thc fwts reluting to the pkn under which the 
exchange or distribution is to be made, together with a copy of the 
plan if in writing, shnll be forwarded to the Commissioner of Inter- 
nal Revenue, Washington, D. C., for n ruling. A letter notifying 
the taxpayer of the Commissioner's determinuti011 will be muiled to 
the taxpayer. If the Comniiwioner determines that the exchunge or 
distribution is not in pursuance of a plan having as one of its prin- 
cipal purposes the avoidance of Federal income taxes, the taxpayer 
ohould retain a copy of the Commissioner's letter as authority for 
treating the foreign corporation as a corporation in determining the 
axtent to which gain is recognized from the exchange or distribution. 

SEC. 113. ADJUSTED BASIS FOR DETERMINING GAIN OR LOSS. 
(a) Baals (unadjnnted) of proputy.-The basls of prowrty shall be 

the cost of such property ; except that- 
(1) INVENT~UY VALUE.-I~ the property should have beeu In- 

cluded In the last Inventory, the bash shall be the last inventory 
value thereof. , 

(2) Qirre WEE D E C ~ B L B  31, 1WO.-If the property was nc- 
quired by glft after December 31. 1020, the basla shall be the 
some as It would be In the liuilds of the donor or the last precedinx 
owner by whom It was not ncqulred by 6Ift. It the facts necessary 
to determine such bosls are uuknown to the donee, the C o m l s -  
slouer shsll,' If pmlble, obtnln such facts from euch donor or last 
precedlog owner, or any other person cognlmnt thereof. If the 
Commlssloner Buds It Impowlble to obtnln sucll facts. the lmrls 
ehall be the fnlr market vuluo of such property a s  found by the 
Commlssloner as of the dote or approxtmate date at which. ac- 
cordlog to thc best Infolmittton that the Commlesloner Is able 
to obtnln, such property was acquired by such donor or last pre- 
ceding o\vner. 

(3) TBANSFKB IN TBUST AUTEB D E C E M B ~  31. 1020.-If the prop 
erty wns ncquired after December 31, 1020, by u trnusfer In trust 
(other than by n trnnsfer in trust by n bequest or devlse) the b i i ~ i r ;  
shnll be the enine a d I t  would be In the hnuds of the grnntor, 
lncreascd In the amount of galn or dccreased In the amount of IOSN 
recognized to the grantor upon such tronsfer under the law nIqiIl- 
cable to the year In whkh the trnii8fer was niade. 

(4) Qrm on TBAABFPL IN TBUST BESOBE JANWUY 1, 1921.--lf tlic 
propcrty wus ncqulred by gVt or transfer In trust on or bdiirc 
December 31, 1020, the bwls elinll be tho fnlr market value of ruch 
property at the time of such ncquIsItlon. The provlelone of thls 
paragraph sliali apply to the acquIaItIon of such property Intc'rWts 
ns are epcclfled In wctlon 402(e) of the Revenue Act of 1021, or Iri 
scctloii 30211) of the Revenue Act of 1024 or the Revenue Act of 
1020 (reluting to property pnsslng uodcr power of n w h t m e n t )  
rcgnrdlefs of the t h e  of acquisition. 

(6) I'BOPFBTY TBANSYITTED AT DE&TII.--X~ Iweunnl property was 
acquired by specillc bequest, or If renl property'was acqulrcd by 
general or ppeclflc devlhc nr I i y  Iiitextacy, the basis ehnll b. the 

Axt. 681 Q 1l.3 
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fair miirket vnlue of the property a t  the time of the death of the 
decctleiit. If the property w a y  iiiqulred by the decedent's wtate 
from the decedent, the biisls 111 lhe hiiiida of the estate shull be the 
fair market value of tlie property iit the tlmc of the death of the 
decedcnt. In nll other cases if the property was acquired either 
by wlll or by Intestucy. th r  biihin hhnll be the fair ninrket vnlue of 
the property ut the time of the distribution to tlie tuxpayer. In 
the case of property transferred hi trust to pay the income for life 
to or upon the order or direcliou of the grantor, with the rlglit 
rrserved to thc prnntor nt nll tlnies yrlor to his deutli to revoke tlie 
trust, the bnsls of such property In tlie hands of the persons eiititled 
uuder the terms of the trust iusti'unient to the property after tlie 
grantor's death slinll, nfter such death, be the same as if tlie trust 
Instrument litid been II ~ 1 1 1  cxcculed on the day of the grantor's 
death. 

quired npou nn exrhunge descrlhed In sectlon 112(b) to (e).  inclu- 
slve, the bnsls eliall be the same us 111 the ciise of the property 
exchanged, decreused In the amount of any money recelved by 
the taxpayer and iiicrcnscd I n  the iiiuount of guin or decreased in 
the nmount of loss to the tuxpayer that wns recognized upon such 
exchange under the inw applirnble to the yenr In which the 
exchange was made. If the property so acqulred conalsted In piirt 
of the type of property ~ern i l t t cd  by sectlon 112(b) to bc received 
without the recognltion of g:iiii or loss, and In  part of other 
proiwty, the bfislti provltled 111 llila purngrqpii slinll be ullwated 
between the properties (other than niolley) received, and for the 
purpose of the allocation there shnll be assigned to such other 
property an nmount equlvnlent to Its fiiir market vnlue a t  the date 
of the excliange. This parugrnph sliull n i t  npply to property 
acquired by a corporation by the issuunre of Its stock or securltles 
a s  tho consldertttlnii In whole or In  part for the truiisfer of tile 
proprrty to It. 

MAINE IN 8 . t ~ ~  i1euson8.-If tho property was ncquired niter 
December 81, 1017, by 11 corporiitlon in connection wlt!l a reor- 
gndisiitlon, and Ininiedii~tely nfter the trnnsfer an Interest or con- 
trol I n  such propcrty of 50 per ccntilin or qo re  remiiflied In the 
name persons or nny of tlieni. then tlie busla shrill be tlie sniiie ns 
I t  would be In the hniids of the trnnsferor, lncrenscd In tlie illnolint 
of griln or decreased 111 the niilount of loss rctognlzed to the trans- 
feror ripon such transfer under the law alipllcnble to tbe yenr In 
nhich the transfer tvas rundo. Tlils pnrngrolih slinll not nppiy if 
tlie property ncqiiired consists or stock or seburittes in a conworn- 
(Ion II tiarty to the rcorgnniziitlon, unless ucquired by the tssiinuce 
of stock or secrirltles of the trnncrferee as the connlderntlon In 
whole or in pnrt for tlie trniisfer. 

r~ns.-If tho propcrty was acqrilred t i  Ptiv nccenlbrr 31, 1020, by 
I corporntlon- 

(A )  by the issuwce of Its atwk or securltlcy la coiinectian 
wlth a trnrisnction drsrrihed in erctton 112(b) ( 6 )  (Inclading, 

(6)  T'AI-FBm b X C I i A N O W  OEN@SAlLY.-If the property WnS ac- 

( 7 )  TaANSrERR To C ~ H Y O U h l I O N  WIILllY. CONTBOL 01 P B O m T  BE- 

(8) I'IIOPELLTY ACQUlREU IIY l A S U A I \ C K  OF STW'K OW AS PAID-IN sun- 

Arb. 881 Q i ia  

tlon " uieniis the period during which such eorpor:itioiis iicre iitnli- 
ated (dctermtned in nccordnnco with the Inw nplillcdile lherrto) 
but doea not lriclutle any tnxn'iie yew begiuniny oii or nftrr J:inu- 
nry 1, 10'22, uuless n conrtiiiclntt~d retiirii was mnde. nor niiy tnxiilile 
yenr nftcr the tnralile year 1MS. The bnsls 111 caw of property 
ncquired by a corporiition during iiuy period, in tlic tnsiililr )enr 

+ f '  
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also, cuses where pnrt of the conulder,itlon for the trousfer Of 
such property to the coryoratlon was Iircqlcrty or Iiioney, In 
nddltlon to such stock or necurltles), or 
(B) as paid-In hUrpluS or ns a toutributloii to cnpit:il, 

then the bas18 el~al l  be the miwe na It would be 111 tlie hrillds of the 
trnnsfcror, increased iu the aiuount of giiiii or decreased In the 
amount of i o s ~  recopnlzed to thc trmsferor itpon such transfer 
under tlie Inw spplicnble to the yeur iu ~ l i l c h  tlic trnnsfer wns 
mnde. 

or sccuritles distribufcd iiftcr December 31, 1023, to n toxpnxer in 
counectlon wlth a trnnwrctloii described In section ll!!(g), the bnsls 
in tlie cnse of the stock I n  respect of which tlie distrlbutlon wns 
niade shall be npportlonctl, under rules nnd repulntlons prescribed 
by the Coqnulssloner wlth the nplxovnl of the Secretmy, between 
euch stock uncl tlie stock or securities dlstribbted. 
(10) IXOOLUNTARY coweasiom.-If the property wns acquired 

n8 the result of n conipiilsory or iuvoluntuiy conversion described 
In sectlon 112(1), the bash shnll be tlie annie a# la tlie cnae of tbe 
property so couverted. dccrenml In the nniount of nny luoney 
received by the taxpayer whlch wns not expended In nccordiince 
with the provlslons of law (npplicnble to the Xenr In whlch such 
converljloii wns matte) deteriiilnlng the tnrnble stntue of the  r n l ~  
or loss iipon such conversion, rind Increased In the nmount of galn 
or decreased in the nmount of lose to the tiirpa,ayer reco6nized upon 
such conversion under tlie law ugplicnble to the ye:ir lu which 
such con\erslon wne mnde. 

securftlqs the ncquiattloii of which (or the contract or optlon to 
ncqnlre wlilch) resulted I n  the nondedlictlbllily (iiiidcr eix?tlnn 118 
of thls Act or corresponding provielonu of lirlor laconic tnx IIIW*, 
relntliig to wish anlee) of the low from the mle or othrr cllsposl- 
tioii of aiibyt:intinlly ideutlcnl stock or securltles, tlicn tlic bnsls 
shnll bc tbc biials of the stock or eecurltlc8 so mI(1 or cilSWwt1 of, 
iucrenaeil or docrend,  ns the cnse iusy be, by t!ir difference. if 
nnr, betc'rcii the price tit wliicli the property wiis ncquircd 1iud 

'the prlce u t  \vIiich R U C ~  sulirtnntliilly Iileutic~il stock or Pccilritics 
were sold or otlierwlse dlslneetl of. 
(12) I'normrr ACQUIIIEU DWPISO .+F~xu.\iios.--hl the rase of 

property ncquii%d by a corliorntlon, clurliig II lrrriod of nfflli:itinll. 
froni n corpoorntlon wlth wl~lcli it V I I R  ;iMili.itcvl. the bnaia of surh 
prqwrty,  niter eurli pcrlod of ntnllntloa. cdiull be cleteln~lncul, in 

I acr.orclanee with regnlntious prescribed by the C'om~uIssi~~~~er \\ ith 
t . ,  i the nplirovii~ of the b r e t a r y ,  d t h o u t  regnrd to  L u t e r - e ~ ~ n r ~ ~ ~ i ~ i ~  
t i l  I , tmuenctions In rcxptct of uhlch gnln or loas vna not rrcu'opirizcrl. 
1 , For tlic pu~'poses of thls parngrnlih, the tertu " perltul of nflIl1:i- 

(0) TAX-FBkE DlSTBlBUTlONti.-If the prOper(y COnSlSta Of Stock 

(11) \\'ASH SALPS OF aTOCK.-If the PrOlWty CollS1StS Of 5ttH.k 01: 

1 
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1929 or nny suliscqwiit taxable yew’, in iwlwt of wlilcli n con- 
solldnted returir is innclt* Iiy mich oor~lornlioli uiider wrctlnll 141 of 
this Act 01’ llie ltc*veiiiich Art of 11)2H, rlinll be deterielned lu ticcord- 
aiice wltli isgulatlons ~ii*rscril i~~I uiidrr ~ v l i o i i  141 (b) of thlv Act 
01: the Ilrveuue Acl of 102s. Thr Iiasls I n  tlie caw of property held 
hy a co r l~~ru t lo i~  tliiring ti!iy perlotl, I n  llie luxable y w r  1820 or 
any Eubrcyurut tnxnble y m r ,  i n  rcqwct of. whlch a ronsol,tlutc~d 
returii is nnitie 11s sue-11 corii~irnllon iiiiiler Pertton 141 of this Act 
nr tlie Hewnue Act of 1028, shall be ai1Jnstc.d in rcslwct of un) 
I terns rclating to vi1c11 period, in acc.ordaiice with regulations  we- 
scribed under swtlon 141 (b)  of thls Act or the Revenue Act of 
1 828, alipllcul>le to such period. 

(13) I’RO~KBTY .\cgu~an,  mom MARCH 1, loin.-In the case of 
property ntqulrecl before March 1, 1913, If the bnsis otherwise 
tleternilnvd uiider thla vul)sectlon, ad jus t4  an provlded In snbuec- 
tloii ( b ) ,  Is I ~ H S  than thc fnlr market vulue of the property a s  of 
March 1, 1913, then the Iirisle Rhnll be such fair market value. I n  
determining the fnir niarkct value of stock I n  a corporatlon as  of 
Murrli 1, 1913, due reguril ~ 1 1 ~ 1 1  be given to the fnlr market Value 
of the risdets nf the ctqmrntlon as of that date. 

(b) Adjusted basIs.-TIic ricljiisted biials for determliiing the galii 
or log: froin the scile or nther dlqmfJlflon of property. whenever ac- 
qulred, $rul\ be thc banls drterrnlned under snbsectlon ( a ) ,  adjusted 
i s  herehaftor Iirorlded. 

(1) GeNmtr.  aur.s.-Prolier udJriatmeiit In reepect of the  prop- 

( A )  for exlicndlliirc~s, re(-cliits, losxeu, or qther Items, prop- 
crly chnrgcnble to culiltul account, luc~uding tnxev and other 
c:irrylng r41irrgt.s on unimproved nix1 tjnprodacllve renl prop- 
erty. l i r i l  no mch ucljustnieut Liliall be imrtlo for tnxes or other 
curry!np rliurgrs :or wlilrli dmluctlons liave beeu tiilcen by the 
tnrlliiyer In deter~ulnltlg net Income fbr tile tuxiiblc year or 
prlor tnxalile yrnrs; 

(1%) \ii rcqmt ot any period since kzbrunry 28, ioia, for 
ealiauvtiun, weiir mid tear, obsolescence, amortizatlon. and 
depletiob, to the extent rillowed (but not less thnn the amount 
allowable) under thls Act or prlor Income tax la\vs. Where 
for auy tnxalile year prlor to the taxnble year 3833 the de- 

.pletlon nllowaiicc: wns based on dlscOvcry VIIIUP, or n per- 
centage of income, lhen the atlJuslment for depletlnn for such 
year shall be bused on the deplctlon which would have been 
allowable for such year If eonilNIted1 wltliollt reference to 
discovery \ d u e  or n pewentrge of In ’ me; 

( C )  In respect of any period lirlor8 to March 1, 1D18, for 
exhnustlou, wear and tear, olisdmice, onrortlzatlon, and 
dcpletlon, to the exlent Rrytn1nt.d ; 
(U) in the rase of stock (to the extent not provided for I n  

the fnregoliig snlipsrugrnplis) for tilt? ainouut (if tiintrlbutlons 
prevlonnly made whli*h, nntler the. law r ~ ~ i ~ i i l ~ ~ i i l ~ l c  to the year 111 
whlch the dlntrlbutlou wiis nitrdc. eltllc*r wwc 181%-frea or were 
appllcn1,le I n  n?ductl(iii of 1i:isIa (not Iiiclucllnr: distrlliutlci~i~ 

erty shnll In ull  cases he mude- 

cp 
’ 
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mnde by n corporutlon, whlch wns clasdned as a perMHlol 
per\ lw corporcitlon uiitler the pr~rvl~loiis of the Itevenue Act 
of lOlJ or 1U21, out of Its eariiliigs or proflta whlcll were tax- 
able I n  nmrdnnce  with the p~~ovialoua of sectloh 218 of the 
Iieveiiue Act of 1016 or 1921). 

(2) ~ U O ~ T l T I J T U l  DAalS.-ThC term “ HUbI4titUtc! bnsirc” nH U d  
in thls aubxectiori means 11 bnals deteriidncd wider u u i  provlslon 
of aulisectlon (a) of this wetion or under nny corresponding pro- 
vldoii of n prlor Income tnx Inw,  1)rovlding that the bnsis &all 
be deterniliied- 

( A )  by refc.rencv to the bnwk I n  the linutls of a treuafcror. 

(B) by reference to other properly held at nny tiuie by the  

\Vliene\c_r i t  nppeura that the bash of liroppty In the hnuds of 
tlie taxpayer Is 11 rulistitutcd basla, then the adjuthicuts provided 
in purngralih (1) of this 8ubnwtlon sbrli be inade after first mak- 
Ing 111 respect of such substituted bcieln proper atljuvtnients of a 
lrlmllur uuture 111 iewlrct of the period tluring whlch the property 
was held by the trnnnfcror, donor. or grautor, or durliig wlilch the 
otlier property wns held by the person for whom tho bnsis is to  be 
c1eteruilnt.d. A slinllnr rule slit111 lie n~plircl 1.11 the cnee of a serlea 
of sllbstftutcd basra. 

donor. or graiitor, or 

ycraoii for wlinni tlie bnsls 1s to  be determlued. 

2 ART. 591. Basis (unadjusted) of property.-Tlic basis (iinurljosted) 

of property is, in general, the cost of siich property. This gciiernl 
rule is, however, subject to tlie csceptions set forth in section 113 
end articles 592404 nnd GOO. The term ”basis” 11s wed in tlija 
article and nrticles 502-004 iind GOG nieaiis the bmis provided in aucll 
urticles before the ncljiistluents reqiiired by section 113 (1) clad 
article GO6 arc iiintlc. 
‘ ART. 502. Property included in inventory.-If tlic property should 

been inclilllec1 in the lubt  iaveiitory, the basis is tlie last inveu- 
tory value. 
erty ncqiiirecl before Jlarch 1, 1013. See section P2 (c) and nrticleo 
101-108 wit11 reference to tlie requirciiients of inventories, 
ART. 403. Property acquired by gift after December 31, 1920.--If 

the yroperty \VHS acquired by gift after Deccmber 31, 1 0 ~  (even 
$ongIi tlie gi€t was mule in contemplation of, or was intenl1ec1 to 
take effect in possession or cnjoymri~t ut or nfter., tlie donor’s death), 
the basis is thc.Annic ns it ivould be in tlie Iriiiids of the dollor or 
the last preceding ownw by whoin it was not ncqiiired by gift. 
I f  tlio doiice is i:ripblc to ri..lcei.tain the fiicts necessnry to dcteriiiine 
the basis, he bliidl so stntc upon his retwn, nncl the Coiliiiiissioner 
‘;$II, if possible, htt , i i i  siicli facts fro111 tIic donor or Inst prmetjing 
owner, or niiy otlirr person cogniznnt thereof. If tIre Coiiimitisiouer 
finds it iiiipos4l)le to obttiin such facts, the basis Lilrall be the fair 

. L  

]hit see ection 113 (n) (13) ant1 article GOG ns to prop-- 
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market value of the property as found by the Commissioner as of 
the date or approximate date at which, nccording to the best infor- 
mation the Cominissioiier is able to obtain, the property was acquired 
by the donor or last precediiig otvner by whom it waa not acquired by 
gift. In  order to insure a fair and adequate appraisal or determi- 
nation of the proper basis, persons making gifts of property should 
preserve an accessible record of the facts necessary to determine the 
cost of such property and its fair market value as of March 1, 1918, 
where pertinent. 
ART. 594. Property acquired by transfer in trust after December 31, 

1820.-In the case of property acquired after December 31, 1920, by 
a transfer in trust, other than by a transfer in trust by bequest or 
devise, the basis shall be the same as it would be in the hands of the 
grantor, increased in the amount of gain or decreased in the amount 
of loss recognized to the grantor upon such transfer under the law 
applicable to the year in which the transfer was made. This article 
applies to property acquired after December 31, 1020, by a transfer 
in trust, men though such transfer mas mnde in contemplation of, or 
was intended to take effect in possession or enjoyment at or after, 
the grantor's death. However, neither this article nor article 593 
applies to such property interests received by the taxpayer a s  are 
describe4 in paragraph (a) (2) of article 595. Nor does either arti- 
c13 apply after the death of the grantor to property white was trans- 
ferred in trust to pay the income for life to or upon the order or 
direction of the grantor, with the right reserved to the grantor 
at all times prior to his death to revoke the trust. (See article 596.) 

ART. 695. Property acquired by gift or tranrfer in trnst on or before 
December 31, 1820.-(a) In  the case of property acquired by gift or 
by a transfer in trust on or before December 81, 1020, the basis 
(except as stated in (6) of this article) shall be the fair market 
value of such property at the time of acquiLition. The provisions 
of this article shall apply to- 

(1) Such property interests as the taxpnjer hos ncqiiired on or 
before December 81, 1820, as the result of a gift or a transfer in 
trust, whether or not made in contemplation of death or intended 
to take effect in possession or enjoyment at or after death, and 

(2) Such property interests as passed to the taxpayer under a 
general power of nppointrnent exercised ritder by will or by deed 
executed in conternplrttion of death or intended to take effect in pos- 
session or enjoyment at or after death, regardless of whether such 
property intermi wrm, acquired by the taxpayer on or b f o m  Deccm- 
ber 81,1920, or after that date. 

, 
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(a) I n  the cnse of property acquired by gift or transfer in trust 
prior to March 1, 1913, the basis shall be determined n8 provided in 
section 113 (a) (13) and article 606. 
ART. 506. Property transmitted at death.-111 the following c a w  the 

basis of property acquired after February 28, 1913, shall be the fair 
innrket value of the propei.ty a t  the time of the death of tlie decedent.! 

(1) Personal property acquired by specific bequest; 
(2) Real property acquired by general or specific 'deriw or by 

intestacy ; and 
(3) Property, whether real or personal, in the hands of u dece- 

dent's ebtate, acquired by the estate from the decedent (sce article 
603). 

I n  all other cases where property was acquired either by will or by 
intestacy after February 28, 1013, the basis shall be tho fair iiiarlret 
value of the property a t  the t h e  of its distribution to the tuspyer .  

I n  the case of property transferred in trust to pay the iiicoiiic for 
life to or upon the order or direction of the grantor, with th:. right 
reserved to the graiitor at  all tiniesi prior to his death to revolre the 
trust, the basis of such property in the hands of tlie persons entitled 
under the terms of the trust instrument to the property n€tcr the 
grantor's death shall, after such death, be the same as if tllc trust 
instrument had been a will executed on the day of the grantor's 
death. Accordingly, if a person ia entitled to personal property 
under such a trust instrument after the grantar's denth and if such 
property would be deemed to be acquired by bequest, other than by 
opecific bequest, were the trust instrument a will, the basis of the 
property, if acquired after February 28, 1918, would be its fair mar- 
Pet vnlue n t  the tinie i t  was distributed to the taxpayer. I n  nll other 
cases where R person is entitled to property, whether renl or per- 
Wnal, uncler such a trust instrunlent after the grantor's de:itli, the 
basis of tlie property, if acquired after Februnry 28, 1913, shall be its 
fair mnrlret value at  the time of the grantor's death. 
I If the property was ncqiiired prior to March 1, 19l'3, the bnsis shall 
be determined as proyidcd i n  section 113 (a) (13) nnd artic!c 606. 

3 For the purposea of this urticle, the value of property ns npprtiised 
for the purpose of tho Fedcml estate ta r  or in the cnse of t*stntes 
not subject to that tqx, its volue as appraised in the Stnte coiirt for 
the purpose of State inheritance taxes shall be deemed to be its fnir 
market value at  the time of the death of the decedent. 

ART. 507. Property acquired upon an exchange.-In the c ~ s e  of prop 
eity adquired after Februab 20, 1913, upon an exchange described 
in mction 112 (b), fc), (d), or (e) (see articles 572-577),. the basis 
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is the 8(u1ie a& in the cclse of the 1Jrop""t~ cscliclnged, dccretrsed ill the 
amount of aiiy iiicwiey rweived by the taxpayer and increased in the 
amount of gain or dccreabed in tlie aiiiouitt of loss to the taxpayer 
that was recognized upon biicli cxchaiige under the law ~pplicable 
to the year in which the cxclitriige W M ~  itiude. 

Exaiuple: A purclrnsed a share of btock in the X Corporation in 
1923 for $100. Pursuant to a plan of reorganization, A in 1932 
exchangod his slitire for one nliuro in the Y Corporation, worth $90, 
and $30 in cnsh. Uiider the provisions of section 112 (c) (see article 
575), A reulized a ttrxable gain of $20 from this exchange. The 
basis of the share of stock in the Y Corporation is $90; that is, the 
basis of the share in the X Corporation ($100) less the amocnt of 
iiioiiey received by A ($30) plus the ainouiit of gain recognized on 
the exchange ($20). 

I f  the property whicli was acquired upon an excliange described 
in section 112 (c), (a),  or (e) (see articles 573 and 575) consisted in 
part of the type of property permitted by paragraph (l), (2), (a), 
or (4) of section 112 (b) to be received without the recognition of 
gain or loss, and in part of other yropcrty, the basis provided in 
the first parugruph of this article shall be allocated between the prop- 
crties (other than money) received. For the purpose of this allo- 
cation there shall be assigned to such other property an amount 
equivalent to its fair market value at  the date of the exchange. 

EmampZe: A purchnsed a shnrc of stock in the X Corporation iu 
1924 for $100. Upon a reorganization of the x Corporation in 1932, 
h received in place of his stock in tho X Corporation a shnre of stock 
in the Y Corporation worth $60, a Liberty bond worth $50, and in 
addition $20 in cash. Under section 112 (c) (1), A realized a gain of 
$30 irom the excliange. The basis of the property received in 
exchange is the basis of the old stock ($100) deiwuscd in the amount 
of money received ($20) and increased in the uiiiount of gain that 
wns realized ($30) which revrilts in R basis foy the property received 
of $110. This baRis of $110 is apportioned beqwcen the Liberty bond 
a n d  tho sliare of stock, the basis of tho Liberty bond being its fair 
niarkrt vnlue at  the dute of tlie exchange, '$40, and of the share of 
stock, the remainder, $60. 

This article does not apply in ascortaiuin$ the basis of property 
acquired by a corporation by the issuance 04 its stock or securities 
as the consideration in whole or in part €or the trtinsfer of the 
property to it. 

Awr. 598. Property acquired in reorganization after December 31, 
1917.-In the case of property which wns ncquired nfter December 
31, 1917, by a corporntion in coimertioii nitli  II reorganization, if 

Art. 698 8 113 
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immediately after the transfer an interest or control in such prop- 
erty of 50 per cent or more remained in the same persons or in any- 
of *them, the basis of the property shall be the same as it would be 
in the hands of the transferor, increased in the amount of gain or 
decreased in the amount of loss recognized to the transferor upon 
such transfer under the law which was applicable to the year in 
which the transfer wns made. 

Example: The X Corporation owns property which it purchased 
in 1925 for $10,000. It causes the organization of the Y Corporation, 
transferring the property to the Y Corporation in exchange for its 
capital stock. No gain or loss from this transaction is recognized 
under section 112 (b) (4). The bnsis of the property in the hnnds 
of the Y Corporation is $10,000, the basis which the property mould 
have had in the hands of the X Corporation if the transfer had not 
been made. 

This article shall not apply if the property acquired consists of 
stock or securities in a corporation a party to a reorganization unless 
such stock or securities are acquired by the issuance of stock or 
securities of the transferee as the consideration in whole or in part 
for the transfer. The application of this article to a case where such 
stock or securities nre acquired by the issuance of stock or securities 
of the transferee may be illustrnted as follows: 

Example: The Y corporation owns nll of the stock of the X Cor- 
poration, which stock it acquired in 1932 by the issuance of all of its 
own stock to the indiridunl shareholders of the X Corposation. The 
stock of the X Corporation was ncquired by the individunls in 1924 
for $100,000 in cash. The stock of the Y Corporntion hnd a fair 
market value of $1,000,000 at the time it  was exchnnged in 1932 for 
the stock of the X Corporation. The fair innrket rrlue of the stock 
of the X Corporation n t  the time of the exchange in 1038 wns also 
$1,000,000. The basis to tho Y Corporation of tlie stock of the X 
Corporntion is h e  h i s  which such stock would have in the hands 
of the individunls from whom it \\-as ncquired by the Y Corporation, 
that is, $100,000. 

AIIT. 699. Property acquired after December 31, 1020, by a corpora- 
tioi.--In the case of property acquired by a corporation after Decem- 
ber 31,1020, (1) by the issuance of its stock or securities in exchange 
for such property, in accordance with the conditions specified in sec- 
tion 112 (b) (a), or (2) as paid-in surplus or as a contribution to 
capital, the basis of such property shall be the snme ='it would be 
in the hands of the trrnsferor, increased in the amount of gain or 
decreased in the amount of loss recognized to the transferor upon 
the transfer under the law applicable to tlie yenr in which the trans- 
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fer was made. This article nlso applies to cnsrs in which part of the 
coxisideration for the transfer of property to the corporation was 
property or money in addition to stock or sccurities, provided that 
the other conditions specified in section 112 (b) (5) are sntisfied. 

It should be noted that property may be acquired in connection 
with a reorganization without the provisions of section 113 (a) (7) 
and article 598 being applicable, because of the fact that an inter- 
est or control of 50 per cent or tnoro does not remain in the same 
persons. If, however, such a transnction falls within the provisions 
of this article, the limitations iiiiposed herein upon the bnsis of such 
property are applicable. 

ART. GOO. Stock or securitier distributed in reorganication.-In the 
case of stock or securities acquired by B shiireholder after December 
31, 1923, iv connection with a transaction described in section 112 (g) 
and article 576, the basis in the cuse of the stock in respect of which 
t,he distributiou wus inadc shall be ayportioned between such stock 
and the stock or securities distributed to the shareholder. The basis 
for the old shares and the now sliures or securit,ies shall be deter- 
mined in accordance with thc following rules : 

( 1) Where the stock distributed in reorgnnixntion consists solely 
of stock in the distributing corporation nnd is all of substantially 
tho same clinracter nnd prefeivtice as the stock in respect of which 
the distribution is made, t.he basis of euch shure will bc the quotient of 
the cwt or other basis of the old sliiires of dock divided by the total 
number of the old and new shnres. 

(2) Where thc sttick tlistriliuted hi rcorgaiiizutioii is in whole or 
in part stock in n corpoixtioii a purty t(J tlic reorgwiirntion other 
than the distributilrg corponitioii, or whcbre , the stock distributed 
in reorgniiizi~tion kj in wliolr or in part stick of a clinrncter or 
preference iiiuterinlly cliffcrent, from the stock in respect of which 
the distribution is iiinde, or where the (list ribution coiisistv wholly 
yr partly of seciiritics other than stock, tliu cost or other basis of 
the stock in respect of wllich the, distril)iitioii is iiiade slinll be 
apportioned between siirli stock uiid tlic stoc:k or sccurit,ies distrib- 
iitcd in proportioli, as nearly its a ~ t y  be, to t lp  rcspective values of 
each cluss of stock or security, old und ncd,  iit the tiirie of such 
distribution, and t!ie busis of ench sliurc of stock or unit of security 
will b6 the qudeiit  of the cost or other btisi$ of tho class of stock 
01: security with which sircli sliirre or uiiit bcIo~igs, divided b y  the 
nuinhr of shares or units i t i  the klnss. Witbi~r tho ineuiiiag of thc 
foregoing provisioli, securities iirc iliffereiit,~ i i i  class h i t i  stocks, 
stocks or acciirities in oiic corporutioii iiri! diifwcnt i n ,  chw from 
stock3 or securities iii utiother corp”tioii,~~ iiiid, iri geiieral, any 
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materinf difference in character. or preference or terms su5cient to 
distinguish one stock or security from another stock or security so 
that different values may properly be assigned thcreto, will constitute 
a difference in class. 

(a) Where the stock in respect of which a distribution in reorgan- 
ization is made was purchabed at different times or n t  different 
prices, and the identity of the lots can not be determined, any sale 
of the original stock will be charged to the earliest purchases of such 
stock (sce article 58), and any, sale of the stock or securities dis- 
tributed in reorganization will be presumed to have been made 
from the stock or securities distributed in respect of the earliest 
purchased stock. 

(4) Where the stock in respect of which a distribution in reor- 
ganizntion is made was purchased a t  different times or a t  different 
prices, and the stock or securities distributed in reorganization can 
not be identified as having been distributed in respcct of any par- 
ticular lot of such stock, then any sale of the stock or securiti- 
dktributed in reorganization will be presumed to have been made 
from the stock or securities distributed in respect of the earliest 
purchased stock. 
ART. 601. Property acquired br an involuntary convelaion.-In the 

c m  of property acquired after February 28, 1913, as the result of 
an involuiitary conversion doscribed in section 112 (f)  and article 
670;the bnsis of the property shall be the snme as in the cuse of the 
property so converted, decreased in the amount of any money 
received by the taxpayer which was not expended in accordanco 
with the provisions of lnw (applicnblo to the yenr in which such 
conversion wns made) determining the taxable status, of the gain 
or loss upon such conversion, ond incrensed in the nmount of gain 
or decreased in the amount of loss to the taxpayer recognized upon 
sucb convcrsion under the law applicable to the year in which the 
con>.ersion wns mndo. 

Exanzpkc: A vcsscl purchased by A in 1923 for $100,000 is de- 
stroyed in 1032, ant1 A rcccivcs insurance in the amount of $200,000. 
Disregnrdiiig, for the purpose of this example, the ndjustment for 
deprcciation, if A invests $150,000 in a new vessel, tnxable gain to 
the extent of $50,000 would bo recognizcd. Tho basis of the new 
vessel is $100,000; that is, the cost of the old vessel ($100,000) minus 
tho money received by the taxpayer which was not expenlled in the 
acquisition of the new vessel (850,000) plus tho amount of gain 
mwgnized upon the conversioii ($50,000). 

Am. 602. Stook or reonritier acquired in ‘‘ wmh rder.”-If the prop- 
erty consists of stocks or securities the acquisition of which (or the 
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contract or option to acquire which) resulted in the nondediictibility 
(under section 118 of the Revenue Act of 1932 or the Revenue Act of 
1928, or section 214 (a) (5) or 234 (a) (4) of the Revenue Act of 1921, 
the Revenue Act of 1924, or the Revenue Act of 1926, relating to wash 
sales) of the loss from the sale or other disposition of substantially 
identical stock or securities, the basis of such stock or securities shall 
be the same as the basis of the stock or securities so sold or disposed 
of, increased or decreased, as the cnse may be, by the difference, if 
any, between the price at  which the property was acquired and the 
price at which such substantially identical stock or securities were 
sold or otherwise disposed of. 
Example (1) : A purchased H. share of corninon stock of the X Cor- 

poration for $100 in 1926, which he sold January 15, 1932, for $80. 
On February 1, 1932, he purchased a share of common stock of the 
bame corporntion for $90. No loss from the sale is recognized under 
section 118. The basis of the new share is $110; that is, the baris of 
the old share ($100) increased by $10, the excws of the price at which 
the new share was acquired ($90) over the price a t  which the old 
share was sold ($80). 

Emjuplc ( 8 )  : A purchased a share of common stock of the Y Cor- 
poration for $100 in 1926, which he sold January 15, 1932, for $80. 
On February 1, 1932, he purchased n share of common stock of tlie 
same corporation for $70. No loss from the sale is recognized iinder 
section 118. The bnsis of the new share is $90; that is. tho basis 
of the old share ($100) decreased by $10, the escess of the price at 
which the old share wns sold ($80) over tlie 1wic.e at which the 
new share was acqllired ($70). 

*4s to deductions for losses in connection with wnsli sales, see 
article 661. 

ART. 003. Basis of property acquired during aiBliation.-The bnsia 
of property acquired by a corporation during a period of affiliation 
from a corporation with which i t  was nffiliatcd shall bo the snme 
as i t  would be in the hands of the corporation froiri which acquired. 
This rule is applicable where the basis of the property is material 
in determining t a r  liability for any year, wli&her a sepnrate return 
or a consolidated return is made in respect of such year. For the 
purpose of this article, the term " period of affiliation '' means the 
period during which such corporations wero affiliated (determined in 
accordance with the law applicable thereto) bpt does not include nny 
taxable year beginning on or after January 1, 1922, unless a con- 
solidated return THS made, nor any taxable year after the taxnble 
year 1928. 

Example: The X Corporation, the Y Corporation, not1 the Z Cor- 
poration were affiliated for the triable year 1920. During that year 
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the X Corporation tranaferred a w t s  to the Y Corporation for 
$120,000 cash, and the Y Corporation in turn transferred the asseta 
(luring the same year to the Z Corporation for $130,000 cash. The 
assets were acquired by the X Corporation in 1016 at a cost of $100,- 
000. The basis of the assets in the hands of the Z Corporation is 

The basis in case of property acquired by a corporation during 
any poriod, in the taxable year 1029 or any subsequent taxable year, 
in respect of which a consolidated return is made or required under 
Regulations 78 or Regulations 75, relating to consolidated returns, 
shall be determined in accordance with such regulations. The basis 
in the cnse of property held by a corporation during any period, 
in the tasablo year 1020 or any subsequent taxable year, in respect of 
which a consolidated return is made or required under Regulationa 
78 or Regulations 75, shall be adjusted in respect of any items re- 
lating to such period in accordance with such regulations. 

ART. 004. Readjustment of partnership intererb-When a partner 
retires from a partnership, or it is dissolved, he realizes a gain or lm 
measured by the difference between the price received for Lis interest 
and the cost to him of his interest in the partnership, including in 
such cost the amount of his sllnro in any undistributed partnership 
net income earned since he bccanie n prrtncr on which the income tax 
has been paid. However, if such interest in the partnership was 
acquired prior to Diarch 1, 1013, both the cost as hereinbefore pro- 
vided and the vnlue of such interest as of such date, plus the amount 
of his share in any undistribotcd partnership net iiicoii~e earned since 
February 28, 1013, on which the income tax lins been paid, shall be 
ascertuined, and the gain derived or tile loss sustained sliall be com- 
puted ns provided in article 561. If tho pnrtnership distributes its 
nssets in Itind and not in cash, the partner realizes no gain or loss 
until lie disposcs of the property received in  liquidntion. Whenever 
u IICW partncr is ndniiticd to 3 partnership, or any existing partner- 
ship is rcorgnirized, the facts iis to such cllunge or reorganization 
~ J ~ o u l d  Le fully wt forth in tho iiest return of i~icomc, in ordcr that 
the Coinniissioncr may dctcriiiine vrlietlier any gain or loss has been 
realizecl by any pnrtncr. 

ART. 003. Adjusted basis for determining gain or lom.-Tlie adjusted 
biisis for drtormining tlie gain or loss froin the sale or other disposi- 
tit& of property, is tlio cast of such property (or, in  tho case of such 
property us is tlcscribed in nrticlcs 502404 arid G06, the bnsis thercin 
lusvitlctl), ndjubted to the wtcnt providcd in this article. - Tho cost or other bnbis slinll be properly adjusted for nny espendi- 
tiire, receipt, loss, or other iteiii, properly clinrgenble to capital ac- 
count, iriclucliiig tlie cost of iiiil~rovements nnd betkrnients made to 
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the property. In tho case of mines and oil or gas wells the following 
shall not be considered as i t e m  properly chargeable to capital 
account: (1) Expenditures made in the taxable year 1932 or subse- 
quent taxable years which are allowable under art.icle 235 or article 
286 as deductions in computing net income; (2) expenditures made in 
taxnble years prior to 1032 which were allowed, or which may heiv- 
nfter be allowed, as deductions in computing the net income of the 
taxpayer for such taxable years. In  the case of unimproved and 
unproductive real property, carrying charges, such aR taxes and inter- 
est, which have not been taken as deductions by the taxpayer in 
determining net income for the taxable year, or a prior taxable year, 
are properly chargeable to capital account. 

Enample: A purchased property in 1927 for $10,000. He subse- 
quently expended $6,000 for improvements. Disregarding, for the 
purpose of this example, the adjust.ments required for depreciation, 
the adjusted basis of the property is $16,000. I f  A sells the property 
in 1982 for $20,000, the amount of his gain will be $4,000. 

The cost or other basis must also be decreased by the amount of the 
deductions for exhaustion, wear nnd tear, obsolescence, amortization, 
and depletion to the oxtent such deduct.ions, have in respect of any 
period since February 28,1013, been allowed (but such decrease shall 
not be less than tlie aniount of deductions allowable) under the Reve- 
nue Act of 1932 or prior income tax laws. The deductions by which 
the cost or other basis is to be decreased shall include deductions 
allowed under section 114 (b) (2), (3), and (4) for 1082 and subse- 
quent taxable years, but the amount of the diminution in respect of 
depletion for taxable years prior to 1932 slinll not exceed a depletion 
deduction computed without reference to discovery value in the case 
of mines, or withouf reference to discovery \ d u e  or a percentage of 
income in the crse of oil and gas wells. 

Emample: A purchased property in 1927 for $10,000. The de- 
preciation allowed (not leas than the amount allownble) with respect 
to the property for the period held uiriountetl to $l,OOO. The ad- 
justed basis of the property is $9,000. If A !  sells the property in 
1932 for $8,000, the amount of his loss will be $1,000. 

The cost or other basis Fhall ulso be tlec.rea&d by the exhaustion, 
wear and tear, obsolescence, aniortizution, and'ldepletion sustained in 
respect of any period prior to I h r F h  1, 1913. ' :  (Se.! article 600.) 

I n  the case of stock, the cost or other busis must be diminished by 
the amount of distrihutions previously irinde ;which, iintler the law 
applicable to tho year in which the distribution wtw iiiude, either 
were tax-free or were 1tppliuble i n  recliiction of busis (not including 
distributions mado by a corporutioii, which ww classified as u per- 
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Bonal service corporation under the provisions of the Revenue Act 
of 1918 or 1021, out of its eurnings or profib which were tnxnble in 
accordnnce with tli6 proviaions of section 218 of the Bevenue Act 
of 1b18 or 1921). 

Emample: A purcliamd stock in 1023 for p5,cHN). He received in 
1924 a distribution of $!!,OOO paid out of enrningw and profita of the 
corporation accumulated prior to March 1,1013. The adjusted basis 
for determining the gain or loss froin the sale or other disposition 
of the stock in 1932 is $3,000 less $2.000, or $3,0oO, and the amount 
of the gain or loss from the snle or other disposition of the stock ia 
the difference between $3.000 and the amount rerlized from the sale 
or other disposition. 

Whenever i t  apperrs that the basis of property in tlie hands of 
the taxpayer is a substituted basis, as defined in this paragraph, the 
adjustments prnvided in this article shall be made after first making 
in respect of such substituted basis proper adjustnients of a similar 
nature in respect of the period during which the property was held 
by the trnnsferor, donor, or grantor, or during which the other prop- 
erty was held by the pewon for whom the basis is to be determined. 
A similar rule shnll also be applied in the CBSB of a wries of 
substituted bases. The term " Substituted basis " means a basis de- 
termined under any provision of section 113(a) of the Act or under 
any corresponding provision of a prior income tax law, providing 
that the basis shall be determined ( a )  by reference to the bask in the 
hands of a transferor, donor, or grantor, or (a) by reference to other 
property held a t  any time by the person for whom the basis is to b 
determined. 

Ewarnple: A in 1920 purchased the X building and subsequently 
gave it to his son B. B exchanged the X Building for the Y build- 
ing in a tns-free exchange, and then gave the Y building to his wife 
C. C, in determiniy the gain or loss from the snle or other d i s p  
sitioii of the Y bidding in 1932, is required to reduce the basis of the 
building by dcductions for depreciation which were siiccessively a1- 
lowed (but not lcvv than the aniouiit allowable) to A and B upon 
the X buildiiig ant1 to I3 upon tlie Y building, in addition to the 
deduc.tionu for deprcciation allowed (biit not less thnn the amount 
allowabla) to herself during her owuerahip of tho Y building. 

Am.. OM. Property q a i r e d  before March 1, 1013.-In the case of 
property ncqiiircd behre March 1, 1913, if the bnsis otherwise 
deterriiiiiecl iiiitler section 113 (a), adjusted to March 1, 1918, in 
rccorhicc with section 113 (b), is less t!mn the fair mnrltet vulue of 
tho property ns of M.mh 1, 1013, then the basis is siicli fuir market 
r d u c .  

Art. 606 g i ia 
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Exumple (I) : A in 1905 piirdiiiwd prctperty for $100,000. The 
depreciation sustrined 011 the property prior to March 1, 1913, was 
$16,000, so that the cost ridjusted for deprecintioii sustained prior to 
March 1, 1913, was $84,000. As of that Jute the fuir iiiarlret value 
of the property was $80,000. 111 1932 A sold tho property for 
$50,000. Depreciation 011 tlio property subsryueiit to I'rbriiary 28, 
1913, allowed as deductions (not, less than thc iinioiint nllowqbla) was 
$38,000. A realized n gain of $4,000 from the snlc of the property, 
computed as follows : 

Coat of property___-_--____-----__---------------_-------_---_---- $100. OOO Less depreciation sustalned prlor to March 1, 1018 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Cost. adjusted for depreclntlon bustahed prlor to March 1, 1013___-- 
Fair niarkrt value of property as of nlnrch 1, 1913 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Bnsle for determlnlng gnln or loss (cost, alnce co8t dlnilnlshed by 

depreclntlon sustained prior to March 1. 1013, Is greater thnn the 
fair mnrket value cf the property as of Murch 1, 1913)- ._________ 100,OOO ' 

Less : 
Depreciation sustnlucul prlor to Mnrch 1, 1013 _ _ _ _ _ _ _ _ _ _ _  $10, OOO 
Depreclatlon on the propcrty subsequciit to February 28, 

1013, nllowed ne dcdiictlons (not les8 thun the uinount 
ullowable) ___--__-__- - _..--__-_______________________ 38,000 

64.060 
Basie ns  adjusted-------------------- ---- - ----_----_-__--______-_- 40,000 
Selllng price of property ---- ---- --------__--_____-_________________ GO, 000 

4, OOO Qaln ($5O,OOO minus $46,000)------ _---_-___-_____________________ 
EXanq.de (le): A in 1905 purchased property for $100,000. The 

depreciation sustnined on tlie property prior to lInrch 1, 1913, \vas 
$16,000, so that the cost adjusted for depreciation sustainetl prior to 
March 1, 1913, wns $84,000. As of that date the fnir mnrlret ~ a l u o  

. of the property was $86,000. In 1932 11 sold the property for 
$50,000. Depreciation on tlic property subsequent to February 28, 
1913, allowed as deductions (not less than tho amount nlloffable) 
was $38,000. A realized a gain of $2,000 from the snle OL :11o prop- 
erty, computed as follows: 
@st of property.------------------------------_--__~-__---_----_- $ioo,ooo 
Less depreclntlon sustaliietl prlor to Murcii 1, 1013 _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _  10 000 
Cost, adjust4  idr depreciation hmtaincd prior to filiircJ1, 1013-,__-, s4. ooo 
Palr market vnlue of the jwoiicrty 11s of AIiirch 1, 1013--, _ _ _ _ _ _ _ _ _ _ _ _  80. 000 
Bash for cletermlnlng gnlu or loas (fnir mnrkct vulue qf propcrty ns 

of Mnrch 1, 1013, since the cost nclJustetl for deprccln 1011 sustriinetl 
prlor to Morch 1, 1913, Is less t l i i in such vniuc) _ _ _ _ _  + _ _ _ _ _ _ _ _ _ _ _ _  

Less depreclatlon ou the iiropcrty subscquciit to Febrl nry Pa, 1'313, 
nllowed 11s drductlone (not less tliun the amount ullon' blc)..___--_- 

10 .00  

84,000 
80,000 

fy~,ooo 
3s. 00 

rid, 000 -__ 
Basts as arljusted-------------------------- _---_-____ F _ _ _ _ _ _ _ _ _ _ _ _  48. OJO 

selling price of property---. - ------- .___-___________ _ _ _ _ _ _ _ _ _ _ _ _ _  
Ouln ($50,000 minus _--_________ 2,000 
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Whet the fair market value of property wns on March 1, 1913, ie 
a question of fact to be established by competent evidence. 111 deter- 
mining the fair market value of stock in a corporation, due regard 
shall be given to the fnir market value of the corporate assets on 
tho basic date. In  the cam of property traded in on public ex- 
changes, actl-lnl sales a t  or about the basic date afford evidorrca of 
value, but in  each cnse the nature and extent of the sides nnd the 
circiimstancar under which they were made must be considered. 
Thus, prices received at forced bales or prices received for small lots 
of property limy be 110 real indication of the value of the properby. 

SEC. 114. BASIS FOR DEPRECIATION AND DEPLETION. 
(a) Baris for depreo1aticn.-Thr I~asls up011 which exhtiustloii, \veur 

arid tcar, ?ntl obsolesccnce nre to he nllowed lo respect of nuy property 
shall be the ncljuuted basis provided In aectlou 118 (b) for the purpoe 
of determlnlng the gnln or Itw upon the ~ n l e  or other cliv~slt ion of 
such property. 

(b) Bads for depletion.- 
( I )  QENFXIAL HULE. -T~~  basts ulioir r l i l r l i  drpl~~tlou, is to be 

iillowed 111 respect of any properiy n h i ~ l l  bc the udjustrd bud* pro- 
vlded In Hectlou 115 (b)  for the purpqe  of det.?rmlnlng the galn 
or low upon tlie snle or other dlapneltloii of aiich Ioroloerty. except 
IY provided in pnragrnphe (2),  (3) ,  und (4) of t h b  tiuliswtlou. 

(2) I~SCOVEEY VALUE I N  CAB& or vraEa.--ln the case of niincs 
(other thnu iuetul, coul or rciilplriir niiiies) dlwuverc.ti bf the tiia- 
priyrr after F4irunry 28, 1013. the bnriix fur dr[iletlon whiiil be the 
friir ninrkct value oP tho property at !he tliitc. of dincovcryU or 
wlthiii thirty duys thurtwftpr, If such iuiiieti \yere uot ucquIrc*tl as  
tile reriult of purcliuse of n proven truct or Itwe, a id  I t  tlir falr 
iiinrkct vnlue of tho yropr ty  la iuiiter1nll.v didyrtymrtlounte to t1.e 
cost. Tbe depletlon nllo\vunn bused on c1l::cuvery vulue providcd 
in thln puragiapli shrill iiot excited [io l)er wiiliiiii of Llic! uet fiiconie 
of the trixpnyer (coiiiputetl n*ltlitiut ul1ov;uiicc for depletion) f w u i  
!he i)rio~rrIy upon wliich t.he dlwuvery \viw niiiclo. cxcelot tiiut in 
110 case shull tlie tlcplctlun nllowaiicc Ioe ICSL; liiriii I t  wuiild be if 
4.onipiitetI without refereiwo to tl1sc:orcry viiliiv. I)bcovcrie~ slitill 
Iiiclude inliicruls I n  roniuierclul quuiititie~ contiiiiitvl witliiii n 1 viii 
or clepcslt discovered lo iin nl8ting m i i w  or niiniiig tract b~ the 
tnulingrr after February 2% 1013, I C  t ~ i t !  vc.iii or tkplJSit tliun 111s- 

covc.red wns not inercly the uniiitcrrupted c*nlenaion ul a c.oiiIluu- 
lug coiiiiiierclal veiii or deiiwlt ulrcndy kiiowi to i%iat, and If tho 
dlwoveretl millernin nre of siiltlcieiit viiluc nnd quantity that they 
I ~ I I I I ~ I ~  be Neparately niined uiid uiarkcted ut R grunt. 

of oil ant1 gnH welin the ullonnuce for L'c.plstlou 8lioll bc 2734 per 
wi i tn i i i  o! the grws inconie L ~ O I U  the Iiropeerty durliig the tuxlrble 
genr, excludliig froui surli firuaa l~i~'oiiio YII aiiiuuiit cvluiil to a n r  
rriits or roynltles iIIIld or incurred by the tiixliuyrr III respwt of 
tho property. S11r.h allurniice shall iiot exceed 30 p r  ceiitum of 
the net hicoinc of the tuxpuyer (coinlouted rWinut nllonnnce for 

(3) I'EWENTAOE 1~EPLCTlOX FOP OIL AN11 l I A S  \VEI.I.R.-lII till' C I I M  

I 

Art. 606 $114 



190 INCOME TAX REGULATION8 

depletion) from' tlie property, except that in no caw sliall the 
dcpletlon nllownncc be less than i t  wcUld be if coinputed wlthout 
reference to tlils paragraph. 

rnun.-Tbe nllowunce for tlepletlon shill bc, 111 thc case of con1 
mlney. 6 per ceutuui, In tlic case of nietul mlncs, 15 per centum, 
and, in the rase UP sulpliur niinea or deposits, 23 per ceutuni. of the 
gross income froni the propc-rtx during the tnxnble year, excluding 
from such gross Inconic an ainouiit equul to oily rcnts or royulties 
pnld or Incurred by the tuxpayer III respect of the property. Such 
ullowance shull not exceed 50 pcr centuiu of the bet incoule of tlic 
taspiiyer (coulputed wltliout a l lownnr~  for deplctlon) from the 
property, exccapt that ln no ca.?e slinll the dcpletlon allowance for 
thc tnrnble yenr 1D32 6r 1U33 be less t lmi I t  would be lf coniputed 
without reference to tlils IJarngrniih. A tnxpnyer xnaklng return 
for the tnxnble year 1033 shall stute In such return, ns to each 
property (or, if he flrst m k e s  return in rcspect of a propcrty for 
any taxable year nfter tlie taxa1)le yenr 1033, then In such first 
return), whether he elects to have the dcpletion allowance for 
such property Por tiocceedlug taxrlble years coniputed with or 
without reference to percentiige depletion. The depletlon allow- 
ance in respect of such property for 1111 succecdlng taxable years 
shall be computed according to the electlon thus mode. If the 
tnxpayer fnlls tb n,ake such statement In the return, the depletion 
allowance for such proiiertr for succeedlng tnml)lb Sc'nrs slinll be 
computed wlthout reference to percentage depletlon. During tho 
perlod for shlcli property acqulred after December 31, 1033, is 
held by the taxpuyer- 

(A)  if thu busis of the property In thc Ilnnds of the tnx- 
payer is, under sectinn 113 ( a ) ,  deterrnlned by rcference to the 
baais In the hands of lhe lrnnsfcror,, donor, or grantor, then 
tho depletion nllosvnncc In rcspcct of the propcrty shnll 110 
computed nlt l i  or wltlioiit rcfcrc!nce to perccntnge clcpli~tion, 
according 1.0 the mctliofl of computii tion whlch would have 
been nppllcnble If the trurlsferor, tlonor, or grantor had con- 
tinued to hold the I)ropcrry. or 
(B) lf the basta of tlic ,property Is, ririder sc!ctlon 113 ( u ) ,  

determined by refercnrc tn the biisls of other property pre- 
viously held by the tuxpnxcr,' tlien tlie dClJktl0ll I I I I ~ W ; I I I ~ C  

In respect of tlie property sl1111l be C l J l l l l J ~ t ~ c l  n i l l ~  or wliliout 
reference to iierccntage deplellon, nccortldlig to tile methtitl of 
computation which moqp have bccn ntqMcal)le 111 rcspct of 
the [~roporty pretkusly held if the tnnpnyer lint1 C ~ I I ~ ~ . ~ I I I I I ~ ( I  to 
hold nuch property. 

(4 )  PEBCESTAoE DEPLKTION FOB COAL ASD MkTAL YIh'E8 AND B U G  

ART. 611. Basis for allowance of depreciatiop aud depletion.-'l'ho 
basis upon which exhnustion, wear and tear, i !  obsolescence, anti  dc- 
pietion will be nllomed in respect of any proderty is tho saine ns is 
provided in section 113 (a) ,  ndjustccl 11s provided in sectioii 113 (b), 
for the purpme of determining the gniri or loss from tho solo or 
other disposition of such property, except ns provilled in article 223, 

- 

Ar6.611 

SEC. 115. DISTRIBUTIONS BY CORPORATIONS. 
(a) Definition of divldend.--l'hc tcrui " tllvldeiid " w l ~ c * n  wnl in I l i ig 

tttle (except in recthin 203 1.11 I ( 4 )  uncl wwtiiin 2ON (1') ( 1  1, rdiitin;: 
to insurance conipauic.r) I I I I - H I I S  1111)' dlntrlli~itio~i ~ i i i ~ ~ l i s  11s n iyirlwrittion 
to  its slinreholders. wlit-tlier in nioriey or 111 i i t  1ii.r ]ir(ii,wrty, out (if Its 
euriiings or protltn urcuniiiltitcd after IWiriiiiry 2% l!)l:L 

(b) Source of dirtributionr.--For the ~iiii~iiii~w Of l l i l ~  Act evwy tllx- 
trlhution Is luudc out ol wrulngn or lirolitn 111 1 Iw c*stcwt thereof. rlnd 
from tlie most rerently nc~curiiulntt~tl enriiiiig* or ~ i r ~ i I \ i s .  .\ny eiirnlngs 
or profits nccumnliitwl, or i i i c w i i s c ~  111 virluc. i if  iiriqiwty r w w d .  
bcfore March 1, 1013, niny Iw tllstrit,iilcul es(w1it iiiim tux, nf1c.r tile 
earnings and protits uccurnulntc~tl i iftrr Felwiln'ry 2%. 1013, Iiitve Iwcw 
distributed, hut any snc l~  tax-frw cllntrll~ullon slitill  hv nlqilietl azniriwt 
nrid reduce the linsla of tile stock ~irovltletl in h w t l o i l  113. 

(c) Distributions in liquidation.-AliiiilllltH tllstriliulrtl 111 ronilili@te 
Iiquidntlon of a curlior:illon rlinll lie trcantetl na 111 full I I I I ~ U I P I I ~  in 
excllnnge for tlic stock, nntl tllilountn dir triliotc*d la partliil ll~~oltlntkili 
of a corporntlon ehi~ll be treated us In purt or full pilyrneiit 111 exdinnge 
for the stock. The giiln 01' loss to the tlistr1l)utec rc*sultliig fwrn such 
exchaiige Nhdl be dctcwnlncd on4ler r;ectkin 111, lint ~ 1 1 ~ 1 1  lie rwognizcd 
only to tlie extent providal in sectlon 11s. 111 tile caw of ~IIliiUlltN 

, dlstrihutcd In partial llqnltlatlan (other than a dimlriliuti~in wltllln the 
provialonu of mwtlon 112 (11) of &JCk 'or securities in cwuncctlon wlth 
a reorgnnb~~tlon) the lnirt of sucll dlntributioll wl~lcb Ir proiavly 
chargenblc to capital arcoullt slltlll not be ro:!sicleretl 11 e1istrilWtkIp Of 

enrniligy or profits withln the olcnlilng of sulisection ( t i )  of tills seetion 
for the purpose of drtcrniinlng tlic tusnl~illty of subweclueilt dl#tribntlons 
by the corporation. 

(d) Other. distributions from capital.-If tiny clistrlbutlon (not In 
partlnl or coniplete Ihlultli~ticiu) uiadt; Iiy u corporal tioii to itw r l ia re  
hoidc.rs 1s not out of Iucrcwse iu viilue of prolwrty nccructl licfore 
&larch 1, 1913, ond 1s i:ot out of enrnliigs or profits. tlicn the iunount 
of siicli distrlbutlon sliull be ngpllctl iiguiiiat nnd iwlun? thc liusls of 
the stock provided 111 serlhin 113, nil11 If 10 CL(WS of rticli I i t W i ~ .  such 
excess slirill Iic InxiilA~ In tlie s:iiiie iniin~ier as I I  gii111 frorn tlw x n k  or 
esclinugc of prolicrty. 

(e) Distributions by personal rervice corporations.--hny dislribnlitm 
nlnilc by a curgoratloll. wliirl~ was clnasified 11s a person:il rervlrc 
corporutloii under the IirUViNilJll8 of the Ileveiiut! Act of 1915 or the 
itc!veniic Act of IWI, out of itn ('atwings 'or profits wMcli \vcrc* tnsiible 
in uccortlunce with the l)rovluions of scctlon 218 of the I(avenuc~ k t  of 
1018 OK section 218 of the Itcvcwue Adt of ltnl, sliull he eseiillit fivm 
tax to tlic clistrlbutt!cn. 

( f )  Stook dividendr.--h slwk divicleritl sliiill )lot be subject to  tax. 
(g) Redemption of stock.-If a corporntlMI cuucols or redtW?ms ItB 

sbck (whctlier or iiot such stock w i s  Issurd as 11 stock dIvldeiid) at 
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4 
192 ISCOME TAX HEOULATIONB 

such tlmc and In such mniiiier ns to iiiakc the rllstrlbutloii aiitl cnn- 
cellation or rrdcmptlon in wliole or In pnrt essentlnlly equirnlent to  
the dlstrlbutlon of a tasnble dlvidend, the umouiit 80 dlstrlbuted In 
redemplloii or cnncellntlon of the htock, to the erteiit that It represents 
a distrlbritloii of enrtiliigs or proills nccuniiilnted alter Fcbrunry 28, 
1013, sliall be trented ns n tiirnlile tllvlilciitl. 

(h) Definition of partial 1Iquidation.-As tiutvl In Ilils sectloii &he 
tcrui ‘ I  aiuouiits distrlliutcd 111 pi i i  tin1 Ilqiiltlulloii ” iiiriius n dlstrlbutloii 
by a corpcwtitloii In complete miicellatlon or rrdeiiiptloii of n plirt of its 
stock, or oiie of a ncrleu of dlrrtrlbutloiis In comiilvto cnnrrllatloii or 
redemption of 1111 or n portion of its stock. 

ART. 521. Dividends.-The term “ dividends ” for the purpose of 
Title I (except when osed in sections 203 (a) (4) and 208 (c) (1)) 
comprises any distribution in the ordinary course of business, even 
though extraordinary in amount, made by a domestic or fo re ip  
corporation to its sliareholtlers out of its earnings or profits accumu- 
lated since February 28, i013. Although interest on State bonds and 
certnin otliw obligntions is not tnsiible wlien received by a corpora- 
tion, upon riiiirilgnmntion with the other funds of tlie corporation 
6uch iiiconie loses its identity and when distributed to sliareholders in 
dividends is taxible to the saiiie estent as other dividends. 

A taxable distribution mado by a corporation to its shareholders 
shall be incluiletl in the gross incoiiie of the distributees whes the 
cash or otlicr property is unquulilictlly inndc subject to their dr- 
maads. (Scc urticlc 3&.) 

Am. G22. Source of distribution.-For the purpose of incomc tnx- 
ution every distribution made by a corpor~ition is niade out of earn- 
ings or profits to the extent thereof and from the most recently accu- 
iiiulated eariiings or profits. 

ART. G83. Distributions out of earnings or profits accumulated, or in- 
crease in value of property accrued, prior to March 1, lBl3.-Any distri- 
bution by a corpnration out of earnings or profits accumulated prior 
to March 1,1013, or out of increase in value of property accrued prior 
to March 1, 1913 (whether or not realized by sale or other disposi- 
tion, and, if realized, whether prior to or on or after March 1, 1913), ;‘‘ 
is not a dividend within the meaning of Title I. A corporation can. ,‘ 
not distribute earnings or profits uccumulated or increase in value of 
property accrued prior to March 1, 1013, exempt from tax, unless 
and until all earnings or profits accumulated since February 28,1913, 
have been distributed. Whenever one corporation receives from 
another corporation distributions out of earnings or profits accwnu- 
leted by such other corporation prior to March 1, 1913, or out of 
increuse in value of its property accrued prior to March 1, 1913, and 

‘ the “ receiving ” corporation, after having firet distributed all of its 
earnings and profita accumulated since Februqry 28,1913, distribute3 

Art. 623 I116 
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to its sliarcholdeis tho amount so received by it from such other cor- 
poration, tho distribution by the “ receiving ” corporation to its 
shnreholdors is iiot a dividend within the meaning of Title I and is 
exempt from tRx. 

I n  tletcrinining wlictlicr a dividend is out of earnings or profits 
accumuln~cl since Febrriary 48: 1013, or prior to March 1, 1913, due 
consideration niust Iw given to tho fit&, and mere bookkeeping 
cntries iricreusiiig ior derrwsing surplus will not be conclusive. 

A tnx-free distribution mnatle by a corporation out of carnihgs or 
profits accuniulated or increiiso in value of property accrued prior 
to Mlrrcli 1, 1913, sliall be applied against the basis of the stock for 
the purpnse of determining gain or loss from its subsequent sale. 
The fact thtit such distribution is in excess of the cost or othur basis 
(provided in section 113 ant1 nrticlea 591-GOO) of the stock on which 
declared docs not render it siibject to tax. The provisions of this 
paragraph are also appliciible to u distribution by e receiving ” 
corporatioii niade under the conditions set forth iii the first para- 
graph of this article, and to the distributees in determining gain or 
loss from the subsequent sale or other disposition of stock in the 
“ receiving ” corporation. 

Ezuntp+: A purchased certain shnres of stock subsqriciit to 
February 28, 1913, for $10,000. IIe received in 103‘2 II distribution of 
$6,000 paid out of earnings irnd profits of the corporation accuiiiu- 
lated prior to March 1, 1913. Tllis tlistribution is not siibject to tnx 
if tlie earnings and 1 m J f i t S  of the corporation accumulated after 
February 28, 1913, have been distributed. If A subsequently sells 
the stock for $6,000, a losr of $2,000 is sustained, the deduction of 
which is subject to the liiriitatioiis provided in nrticle 272. I f  lie 
sells the stock for $9,000, lie rcalizes a taxable gnin of $1,000. 

Am. G24. Distributions other than those out of increase in value of 
property accrued prior to  March 1, 1913, or out of earnings or profits.- 
Any distribution (not in partial or complete liquidation) made by 
a corporation to its shareholders otherake than out of inrrense in 
value of property accrued prior to  March 1, 1913, or earnings or 
profits, shall be taxablu to the recipient only if and to the extent 
that such distribution exceeds the basis of his stock as provided in 
scction 113 and articles 891-606. Any kwh distribution, Iiowever, 
shall be applied agninst and reduce the cost or other basis of the 
stock upon which declared, for the purpose of determining the gain 
or loss from the subsequent disposition of the stock. 

I f  he 
receives in 1932 a distribution thereon of $2,000 paid by the corpora- 
tion out of paid-in surplus, this distribution does not constitute tax- 

Ewantpte: A purchased certain stock in 1922 for $10,000. 
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able income to A. I f  A snhseqiiently sells the stock, the difference 
between the amount renlized Chcrefor and $8,0o0 is tnxnble gain or 
detliictible loss, as tlic cnw niny be. If, Iiowever, A receives a dis- 
tribution of $12,000 in 1032, pnitl by tlie corporation otherwise than 
out of its cnrnings or profits or tlie incrrwe in vriluc of property 
uccrucd prior to March 1, 1013, A iwilizcs taxitblo inconie to the 
ertent of $2,000, wliicli at  liis option iiiuy be tnsed 11s a capital 
gain. (See serfion 101 and article 501.) 
ART. 625. Dirtributions in liquidation.-Aillolints distributed in com- 

plete liqiiidution of a corporiitioii are to be treuted ns in full pnyinent 
in exchange for the stock, tind nniounts distributed in pnrtinl liqui- 
dation nre to bo treated as in pnrt or full pnyment in exchnnge for 
the stock so canceled or redccined. Tlie plirnse “aiiioiints dis- 
tributed in partial liqiiidution ” nienns n distribution by n corpo- 
rntion in complete cnncellation or redemption of n pnrt of its stock, 
or one of a series of distributions in cwnpletc cnncellntion or re- 
demption of all or n portion of its stock. h c*oniph?te cnnccllntion or 
redemption of a pnrt of the corporute stock iiiuy be accomplislied, for 
exninple, by the complete retirement of rill tlio slinrcs of n particulnr 
preference or series, or by tuking up all tlic old shares of n particiilar 
prefercnce or series and issuing new sli:ires to replace n portion 
thereof, or by the complete retirement of any pnrt of the stock, 
whether or not pro rnta among the shnreholtlers. 

The gain or loss to a shareholdor from n distribntion in liquida- 
tion is to bc determined, as provided in section 111 nnd nrticle 561, 
by comparing the aniount of the distribution with the cost or other 
basis of the stock provided in section 113 and articles 501-606; 
but the gain or loss will be recognized only to the extent provided in 
section 112 and nrticles 571-581. Any p i n  to the slinreholder 
niny, a t  liis option, be tared ns n copitiil iict gain in the manlier 
and subject to the conditions prescribed in section 101 and articles 
501-503. I n  tho cnse of uniouiits clistribntctl i n  pnrtinl liquidation, 
otiicr tlinn a distribution in pursiinnce of II plnn of reorgniiizntioli 
as dcscribcd in section 112 (h),  the pnrt of sncli rlistribiition which 1s 
properly chargcnble to cnpitul uccoiiiit slinll qot be considcrctl n dis- 
tribution of earnings or profits within the iiieaning of section 115 (b) 
for tlie purpose of detcrmiiiiiig tlie tnrability of siibseqiiciit clistribu- 
tions by the corporation. 

E’arample (1 ) :  A owns 10 shares of stock’in tlio bl Corporntion 
for which he paid $1,250 in 1027. IIc receivep in 1‘332 n clividentl of 
$1,500 in complete liquidation. A is subject both to the normnl tax 
and to thc surtax upon his profit of $250 oy a t  his option, in lieu 
of guch taxes, to the tax upon capital net gain. 

g 115 a Art. 625 

SUPPLEMENTAL PROVI81ONS 19, 

Exampk (9) : A owns 10 shares of pivferred stock uird 10 elinre 
of common stock in the M Corporation which ha piirchnsed in 102 
for $1,100 and $1,OOO, respectivoly. I n  1932 the M Corporation ha 
on hand $225,000 of cnpitnl, mrnings and profita of $‘25,000 nccuinu 
lated prior to March 1, 1918, and earnings nnd profits of $125,00 
nccumulated after February 28, 1913. Tlie preferred stock is rotire 
a t  $125 per slum, $125,000 being used by the corporation for thi 
purpose. A receives $1,250 in exchnnge for his 10 shares of pre 
ferred stock and is therefore subject to the norinnl tnx and the siirtn 
on $150, or a t  his option, in lieu of such tnxes, to the tnx upon cnpita 
net gain. Tlie M Corporntion thcn distribrltes a cash dividend o 
$25,000 on the common stock, which is subject only to the siirtni 
Without any further acciirnlllntion of earnings and profits, the 1 
Corporation therenfter liquidates completely. A r e d v e s  $2,250 i 
exchange for his 10 shares of common stock and is therefore subjee 
to the normal tax and the surtax on $1,250, or a t  his option, in lie 
of such tnxes, to the tax upon capital net gain. 

ART. 626. Distribution, from depletion or depreciation reserves.--i 
reserve set up out of gross income by a corporntion and mnintnine 
for the purpose of making good any loss of capital assets on accoun 
of depletion or depreciation is not R part of surplus out of whic 
ordinary dividends may be pnid. A dis$ribution made from 
depletion or a deprecintion reserve bnsed upon the cost of the pro€ 
erty will not be considered as having been paid out of enrninp a 
profits, but the amount thereof shall be npplied agninst and reduc 
the cost or other bmis of the stock upon which dcclnrcd for th 
purpose of determining the gnin or loss from the subsequent di! 
position of the stock. I f  such a distribution is in excess of the baai 
the excess sholl be taxed as a gain from the sale or othur dispositio 
of property. A distribution from a depletion reserve bnsed upon dE 
covery vnlte to tlie extent that such reserve represents the exccss < 
the discovery value over cost or March I, 1913, value, is, when N 
ceived by the shnreholders, taxable as an ordinary dividend. ‘I7 
amount by which n carporntion’s perccntnge depletion allomnnce fc 
any yenr exceeds depletion sustnincd on the basis of cost or March 
1913, value, computed without regard to discorcry or percentage dl 
pletion nllomnnces for the year of distribution or prior years, mnst 
tutes a pnrt of the corporatio!i’s ”enrn inp  or profits accumulnta 
nfter Fcbninry 28, 1913.” within the rneaning of section 115, ant 
upon distribution to shnreholders, is taxnble to them ns B divideni 
A distribution ninde from thiit portion of a depletion mserre bast 
upon a valuation ns of March 1, 1913, which is in exeess of tl 
depletion reserve based upon cost, will not be considered as havix 
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been p i l id  out of ealniiigs or profits. biit the amount of the distribu- 
tiori slid1 be upplicul i i f i I t i t i s t  i i i i t l  r~tliicc tlic cost 01’ otlier basis of the 
btock upon \diich tlccliirrd for tho piir1)ose of detariiiining the gain 
or loss froin tlie silbsqlcnt tlispositioii of the stock. No distribution, 
1;owever~ clin be in:itlt* froni siicli ~1 rtwrvt! iiiitil all tho eurnings or 
1)rofits of tlic corporutioii Iinvc first bwii distributed. 

Awr. 027. Dividends paid in property.-I)ivitlencs pricl in securities 
or otlier pi-oprty (otlirr llirin its own F!oc*lr) in  wIii(-li tlie eurnings 
of n corpoixtioii liuve bt~eii  investe(1, iire incmie to the recipients to 
tlie uinoiirit of tlie marltet vuliic of sucli property when receivable by 
t,lic! shnrrholtlers. (Sec, Iiowwer, stvtioii 112 (h)  and nrticlu 576.) 
TVhsre n cor1)orntioll tleclnrw II clivitltwl puyiible in StoClt of another 
corportitioii, setting wide the stock to be so tlistrib\itcd and notify- 
ing tlic sliurehol(1crs of its uc*tion, the incoiiie arising to tlie recipients 
of such stock is its iiiarlcet vulue at tlic tiiiie the dividend becoines 
puynblc. (Sech article 333.) Scrip tlivitle~itls lire siibject to tax in 
tlic yciir in wliicli the wurrnnts lire issued. 

AIIT. 628. Stock dividendn.-‘llllc~ issiiunre of its own stoclr by a cor- 
porutioii ns a tlivitleiitl to its slriii*elioltlcrs docs not rt?sirlt in tuxable 
income to siich sliurt~lioltlci~s, hut g i i n  may be clerivecl or loss sus- 
tained by tlie shareliolclers from tlie sule of sricli stock. The ninount 
o f  gaiii derived or loss sustiliiied from tllc! side of ~11~11  stcxk, or 
from the sulo of the stock in respect of wllicll it is issuetl, shall be 
detcrniiiictl as provided in nrticles BG1 niicl 600. 

Arr. G39. Distribution in redemption or cancellation of stock taxable 
as a dividend.-lf H corporntion cnncds 01. rrtlcelns its shcl< (whether 
or not siirii stoclc was issiietl HS II stock tliviclelitl) at SIICII time and 
in siwlt i i i ~ i n i i w  11s to niulre tlic t1istril)tition n r d  cuncellution gr re- 
~lriiiptioii in  whole or in  p i r t  essviiliully eqiiivnlent to’ tho distribu- 
tion of a tilsuI.de divitlcntl, tlic iillioullt so distributed in redeniption 
or canccllution of the stock, to the c ~ t n i t  that it  represents a dis- 
tribution of rurnings or profits accilmdiitetl I fter February 28, 1913, 
shall bc treated as a tnsuble divitlenrl. 

The question whether a clistributioii in connection with a cancel- 
lation or retlcmption of stoclr is t~ssrntinllg equivalent to the dis- 
tribution of a tasuble tlivitlcnd tl~pcnds upon the circiiinstances of 
each case. A cancellation br redempt.ion by a corporiition of a per- 
tion, of its stock pro rata niiiong all the shareholders will generally 
be considered as effecting a distribution essentiaily equivalent to a 
dividend distribution to the estcnt of tlie earn ine  and profits accu- 
muluted after February 28, 1913. On tlie other Iiynd, a cancellation 
or redemption by a corporation of all of the stock of a particular 
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slinrcliolclcr, so thnt the slirreholtler ceases to be iiitere+ed in tlie 
affairs of tho corporation, docs not effect u tlistributioa of 11 tnsable 
dividend. A b 4 J n l l  fide tlistriblltion in c(JniplCt0 crnc*elhtioil or 
wdeniption of ull  of the utwk of a corporation, or OIIP of n series 
of bona ficle di~tributions in conipletc cancc4lntion or retlwiption of 
all of tho stock of a corporotioa, is not esscntially eqiiivultwt to 
the distribution of a,tnxublc dividend. Where II clistribut ion is niutlr 
pursuant to a corporate rcsolution r(witi1ig t l iu t  tlic distl*ihtioll is 
niade in .liqiiitlution of the corponitioii, rtntl  tlie corporiition is coli1- 
pletely liqiiidtrtd ant1 tlissctlved witliiii  O I I P  yiwr nfter tlic (lidribii- 
tion, the (1istril)iition will not lw c w i n i i l w w l  cswitiully qiiivulwit 
to the distributiou of n tninblc dividcatl; in it11 other enses tlte fuds 
und circuiiatunccs ~lioiild be rqiurtctl to tlw C!oiiuiiissioiicr for Itis tie- 
terininatictn wliether or not the tlistriliiititin, or uny p r t  tlitwof, is 
essentially cyiiivn1e1it to tlie clistribiitioii of II ttisihle tlivitlciid. 

In addition t t j  t lw i toms S~ICI~I~ICYI it1 wc:lm ?L(Ii I, the fdlt,\vln;: 
SEC. 116. EXCLUSIONS FROM GROSS INCOME. 

items rllull I tUt  110 i~t’luclcd 111 KI’ltSs i t i c ~ O l l 1 l ~  :l l lt l  S h I l l l  Ill* CXt’ttl1)t frlllll 

tuxation under this tltlr : 
(a) Earned income from sources without United Staten.-Iit Ilie CIIW 

of an Indlviduul c1tlzc.n of tltc I1nltcd Stitti% II IJ*III~I flde noitresltl~~nt 
of the IJnttcil Ytutes for more tlulu six  nu)tttlla dut’ lu~ thv tilxnlilt. 
year, nniountn rcwlred from ROUI’CCN wltltout the Z!uItctl Mates (except 
amounts paid IJ.V thc IJnlled Hti1tc.a or IIII~ ~rgcl~cy theiwf) If  x w h  
amounts constitute eiiriid Inc~inu~: but suc.11 lntllvltlaul whull not be 
nllowed us 11 clet!uctloli frlJlll 11lv gross Itit~tiuic I I I I ~  i l ~ ! I W * t l * ~ n s  ])rolurly 
nllocuble to or c1utrgail)Ie tigulnst nittoiint 4 ext:liitlt~~l f n m i  gros~  Iiirtiiite 
under thh suhaectlon. AN nwcl In 1111s aubsec-tltin the term ‘ I  eunu’d 
incwne ” meuiis wage$, siilnriw, grufc*ssiur~ul f w d ,  i ltttl  til1rc.r unioiittts 
‘rwelved HS conilwitsiillon fur personu1 services uctii:tlly rrnilrred, but 
does not Inrlude thet part of tltc ci)ullwllantiort clcrivc*d by the tllx- 
p y c r  for ~ J ~ ~ ~ O I I I I ~  scrv1c:es rcnderetl by him to a corporctlou wlilch 
mprcscnts n dlwtrllwtiini of aiming* ur proflta riithrr than II rru+uu- 
nhlc allo\vnnce as courpensiitlon for the pt’rStJnlI1 service8 uctutrlly 
rendered. In the (*use of n taxpayer cngiiged l r r  a trade or business 
in which both pcrwniil seroicr~ nntl cal)itul arc niuterlul income p r e  
dllcing fwtorn, II rciisonuble uilowttrce 11s cuuryetirculion for the personal 
wrvicw nctuully reiidered.by the tuxpuyer, not In ex- of 20 per 
ccutiuu of ltls tAr~re of the net proflts of such trnde or buslnecLo, s h l l  
be coiiulclrrcd na enrnrtl Incornr. 

(b) Teachers in Alaika and Hawaii.-Ia thc U L J ~  of an individunl 
employed by Alnskn or Huanll or Uny polltlcitl subdivision thereof as 
a tenchcr iu uny educatlouul instltutlon, the compeiisutlon recelved 
ns such. This sulwxtlon shnll not crrnqt coumusntlon pnid directly 
or Indtrrctly by the Governmrttt of thc Unltttd Stutea Suhsectlon (b)  
of w t l o n  R of tlie Act eutltlml “An Act to provide n govcrnment for 
the Territory of €Itiwail,” :q~iirt~ved Aprll 30, 1!@0, as amended by the 
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Act ctitl!lrd "A;: Art to niii:i!itl swtloli 6 of the Act entlttcd 'An Act to 
prcxidc t i  go~c~riiiiir.~~t f o r ' t h  Territoyy oP IIawali,' uliiwovctl April 30, 
1900," uliiiro~ed AlwlI 12, l!M) [U.  S. C.. Suli. V. title 48. sec. 495(1))], 
1s repenlcil 11s ol' J:inii:rry 1, l!):U. 

(c) Income of foreign governments.-The lncoiiie of forelgii govern- 
mciits r e ~ i v c ~ d  fi'oiu invcrhiicii ls  lii tlie Unltc'tl StuteN in stockrc, bonds, 
or othcr d~~niestiv stv uritlea, ocvued by such f o r e i p  go:ovenili1ents, or 
frimi lliteiest 011 tlcqioxI(s 111 biiriks Iii  the IJliitetl Stiiten of moneys 
iielongli::: L O  niic*ii rclr(ai:tl pcwimiiic.~~ta, or fruit1 iruy otiicr so~~rce  wltlrin 
the Un l ld  Stutcs. 

(d) Income of States, municipalities, ctc.--Iiicwnie derived froiii tiny 
public. ulillly or the c!xcrclsc ~l itny essciitiiil govcrtiiiieiitcil function 
niid nccrulilg to any Stute, Terrllory, or the Dislrict OP Columbla, or 
any politlcul subdlvlthn of a Stute or Terrltory, or income uccruiug 
to the Ooveriiincwt of niiy possession of the Uuited Stutes, or any polltl- 
cul subdi\'ision thereoi. 

Whenever any Sttitr, Territory, or the District of Columl~la, or 
nny po1itlc;il subdivision of u Stute or  Terrltory, prior to Septciiiber 
8, 1016, eritered In g ~ i d  fttitli into 11 coiitrurt with any pwsuu, thc 
object and purpose of n'hlvh Is  to ucqulre, coiistruct, operute, or mnln- 
taln a public utllity- 

(1) If by llie terms of suc'h coiitruct the tax Imliosed by this 
title Is to he puid out of the i)rocccda from tile operution of such 
public utility, prior to tluy di\Moil  of such yrocciA.ds betweell the 
person and tho State, Territory, polltlcal subdivlstoo, or the 
District of Coluniblii, und if, but for the inipositlon of tlie tax 
Imposed by tliis title, u purt of sucli procevds for the tnxnble yeur 
would. aecruc directly to or for the use of sucii State, Territory, 
pollllcnl siibilivlslon, or the Dlstr1c.t of Columbla, tliei~ u trlr 
upon thc nct lucouie from the operutiou OP sue11 pnbllc utility 
ehnll be levied, assessed, collcctetl, nrttl 111ilc1 in the nianner nnd tit 
the rutes prescribed iii this title, but time silnll be refurltied to 
rriich Slule, Territory, imllticnl tiubdivlxlm, or the Dlqtrlct of 
Coliinihlii (under rules iiiid rcguliitioiis to be prescribed hy tlic 
Con~~ulssloner \clth tlie ii1)provul or tlic Secreinry) 1111 ninoilnt 
whlch beers the sume relutloll to the uuiount oP tlic trls ns tlie 
nmoirnt which (but  for the iiqwsifiull of ilic tllx lolposcd liy tilis 
tltlc) would lravc iic.c:rnrd directly to OP fur t110 U Y ~  of such Stntc, 
Terrltory, politlcnl siibtlivlsioii, or tlic Ilisirlct of Coluilibiti, tlrilrs 

to the niiioiint of tlie nrt  Iiic~olue frWl tile opcriitio~~ of sric411 

public ullllty for s~icli tasiilile yeiir. 
( 2 )  If Iiy tlic terins of xuc.11 coiilrnct 110 1iliri of tlic proc*cc~tia 

froin llic oiicrtrtlori of' tlic ~ ) u l ~ I l c  titillty for (tic tar1111ic ~'c:rr 
wniild, ir~llsja(~ti\.c of l lw ltix iiiiliuded by this t itlo, U C C ~ U D  dircsc:tly 
to or for the UNC of HUCh Sttile, Tcrrltory, 1)oliticul sul~dlvisioll, or 
tht! I l h t r k t  Of ~ ~ o ~ l l l i i ~ J h i ,  tlirii (tic tlir i l l l~ lr l  the llct illconlc of 
such persoti froin tlic opcrtillo~l o l  auc.11 public i~tility ~111 i11  be 
levied, cisscvisctl, c'o~lcric*t~, rii it i  I I I I I I I  i i i  tiit! I I I ~ I I I ~ I I ( ~ ~  nriti ut tile rut(+s 
1JrcscTi)Il.d I l l  this t i t  Ic. 

(e) Bridges to be acquired by State or political subdivirion.-\Vl~en- 
evtr t w y  Sttitc or puliiicui suI)cIIvitiion tllvrcop, in i)iirsutIIice of 8 con- 
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M& to which it Is not a party entered h t o  liefore tllr c'nactmmt of 
the Revenue Act of 1929. Is to acquire a briik4+ 

(1) If by the ternls of siwh coutrvct t1i.e lax III I I IOSL~~  by thlr 
title Is to be pnltl out of tlie proc%eds from the opc*rntion of such 
bridge prior to m y  division of such proceeds, und if, but for the 
imposltlon of the tax imlmed by this title, 11 liar1 of such p r a w d s  
for the taxnble yeur would nccrue directly to or for the urn of 
or would be apylled for the hrnefil of such State or polltlcnl 
subdlvlsion, then n tax upon tliv net income from- the oyeratlon 
of such bridge shall be I t~ led ,  i~s~esxed, rollectcd, uud puld in  
the manner und at the rulea prexcrlbtul In  this title, but there 
shall be refnnded to siicli Stnte ur 1iollticnl sulwllvtslon (under 
rules and regulutlons to be prwcriberl by the Uommisslouer with 
the npprovnl of the Secretary) an amount wlilch benrs the anme 
relutlon to the amount of the tn r  us the nmount which (but for 
the imposltlon of the tnx imposed by this title) would have 
nccrued directly to or for the use of or would be applied for the 
benefit of such Stnte br political subdlvision, benrl to the amount 
of the net Income from the oprntlon of sneh brldge for such 
tnwble yeur. No such rehnd bhall be made unlese the entire 
amouut of tho refund is to be iipplled jn Iinrt puyment for the 
clcyulsltion of such bridge. 

(2) If by the terms of aiich contract no purt of the proceed# 
from the operntlon of the bridge for the taxnble year would, 
irrespective of the tax imposed by thls title, amme directly to or 
for the use of or be applied for the beiieflt of such State or political 
subdivision, then the tax upon the net Income from the operntlon 
of such bddge shnll be levied. nsuessed, collected. cind puld in the 
manner and ut the rates prescrlbed i n  this title. 

( f )  Diridandr from '' OhiM Trade Aot " corporation.-In the cnae of a 
person, amounts distributed as dividends to or for his beneflt by a cor- 
poration organized uiider the Ch1M Trade Act, 1022, If, at the t h e  of 
such dlstrlbutlon, he  Is a resldent of China, nud the equitable right 
to  the Income of the shnres of stock oi the corporatlon ie in good faith 
vested in him. 

(0 )  (Ihlpownerr' proteotion and indemnity mrooiPtion@.-The recelpts 
of shlpowners' mutual protection and IndemliIW associations not organ- 
ized for profit, nnd no pert of the net earnings of which inures to the 
benefit of any private shareholder ; but such corporations shnll be sub- 
ject ns other persons to the tax upon thelr net Income from iiitereBt, 
dividends, and rents. 

Am. 641. lnoome 02 Zoreign governments, ambassadors, and oonanb.- 
The exemption of the income of foreign governments applics also to 
their political subdivisions. Any income collected by foreign govern- 
ments fro% investments in the United States in stocks, bonds, or other 
domestic securities, which nre not actually owned by but are lonned to 
such foreign governments, is subject to tax. 

Ambassadors and ministers accredited to the United Stntefl nnd the 
members of 'their households (including secretaries, attnchh, and 
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srrvunts) who are wt cilimws o f  tlic United Stntes, are exempt from 
the puyincnt of I'eclcrnl iiiconic tus  ii1Joti their salaries, fees, or wages. 
The income from investnicnts in the IJnitcd States in bonds and 
stocks and froin intercst 011 bank Imlances received by ambassadors 
an(] ministers accredited to the United States, who are not citizens of 
the United States, is exempt from tas, but iticoriie from any business 
carried on by thein in the United Sttitcs is tnxnble. These provisions 
are also applicable to the wives and minor cliildrcii of foreign ambas- 
sadors atitl ministers and the members of their households, including 
secretaries, attacbfs, and servants. 

All foreign consular officers nnd employees in foreign consulates in 
the Unitod States ivho are nntionnls of the States nppointing them are 
exempt from Pederal income tux with respect to wnges, fees, and sal- 
aries received by tlieni in conlpensution for tlieir consular services, 
provided the appointing State grants a similar exemption to  citizens 
of the United States w110 are American consiilnr officers or employees 
of the American coesulntes in such Stute. Tlie iiicome received by 
foreign conbiilor officcrs and einployees of foreign consulntcs from in- 
vestments in the United StHtes in bonds nncl stocks and from interest 
on bank bnlances as well as income from any business carried on by 
them in  the United States is subject to Federal income tux. 

The compensation of citizens of tho United States wbo are oflicers 
or employccs of a foreign government is not exempt from income 
tax. 

Aiw, G42. Income of States.-Income derived from any public util- 
ity or from the exorcise of nny esseiitinl governmentnl function and 
accruing to any Stnte or Territory of the United Stutcs, to any 
political subdivision thereof, or to the District of Columbin, or 
inconio accruing to tho govcrnment of any possession of the United 
Stutes, or any political subdivision thereof, is exempt from tax. 
The income of State worltmen's compensntion insurance funds estab- 
lished by State statutes is not taxoble. 
ART. 643. Cornpenfation of State oficers and employees.-Compensn- 

tion pnid to its officers nnd employees by a State or politicul subdi- 
vision thereof for services rendered in connection with the exercise 
of an essential governmental function of the S t a b  or political siibdi- 
vision, including fees received by notaries public commissioned by 
States, is not taruble. Compensntion received for services rendered 
to a State or political subdivision tliereof is included in gross iiicome 
unless (a) the person receivcs siicll colnpensation as an officer or 
employee of a State or political subdivision, nncl (I) the services are 
rendered in connection with tho esewisc ( I f  :in (ywi t i111  govrrnlaental 

(But SIW sectioii 1 1 G  (a).) 
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fuct ion.  The conriiii+siolls of receivers appointed by State courta 
are taxable. 

An officer is a persoil who wci1piw B position in the borvice of 
the State or political subdivisioll, the tenure of wliicli is continuous 
and not tumporary and tho duties of wliich are &ublkhtd by luu 
or regulations and not by agroenwnt. An umployee is OIU! whom 
duties consist in the rendition of prescribed services and not the 
accomplishment of specific objectg, slid ahosc services ure coatinu- 
ow, not occusidnn) or temporary. Employees of universitiw receiv- 
ing salaries pnid in.part ot. in whole froni,funds available tinder tllc 
Smith-Lever Act of May 8, 1914, who ure officers or employoes of a 
Stntk, are not requirrd to return us tasable iiicome the salaries 60 

received. This is also true with rospect to the Act of August 80, 
1890, relating to colleges for the benefit of ugriciilturo and the 
mechiuiic arb, and to the Act of March 2, 1887, relating to ugricul- 
tural exl~rimunt  stations in such colleges. As to State cotitriicts, hc'o 

article GO. 
ART. 044. Bridges t o  be acquired by State or political mb&ivbion.- 

(1) Aiiy Stato or political subdivision thereof claiming a refund 
under the provisions of section 110 (e) of a11 utnount equal to all 
or a portion of any incoino tax lei-id,  asse,wd, collected, und puid in 
the mariuer und a t  the rates prescribed in Title I, shall file n clainr 
therefor on Forin 848 (to which there shall be iitttrclietl as cxhihib 
the matter hereitlufter proscribed) with the collkctor of internal 
revenue for the district in which tho tux was puid, which claim shall 
bo executed on behalf of such State or politicul sirklivision tlieruof 
by the trewurer or other fiscal officer thereof and shall contain- 
(a) A stutemeiit of tlie ntllllo of the taxpyur,  of the uinoutit of tax 

levied, ussessed, collected, nnd paid for the taxable year or p e r i d  in 
respect of which tlie clnim is made, uiid the amount of. refund thereby 
sought, 

(b) 4 full stutemeut of the facts comidurod by thu claimant suffi- 
cient to entitla it to receive the refund, including copies of all con- 
tracts and/or other documents beuring on the case, and a statement 
that the claim is submitted under tlie provisions of section 116 (c), 

( 0 )  A showing which will establish to tlie satisfaction of the Corn- 
inissioner that the fiscal officer presenting the claim has authority to 
receive the amount of the refund on behalf of the State or political 
subdivision which he ass,unies to represent and to apply without delay 
the entire amount of such refund in part payment for the acquisition 
of such bridge., including copies of the laws, ordinances, or similar 
enactments considered by the claimant sufficient to establish its w- 

I 
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thority to receive the refund and so to apply it, together with a state- 
ment that such fiscal officer will receive and immediately so apply the 
entire amount of the refund, 

(d )  An affiduvit made by or on behalf of the taxpayer, which affi- 
davit shall state that the taxpayer thereby joins with and concurs in 
the request of the State or political subdivision thereof that a refund 
of an amount eqiial to all or a portion of the tax previously paid by 
such taxpayer be made to such State or political subdivision, that the 
taxpayer agrees to receive the tlniount refunded from the State or 
political subdivision to which it is paid and iinniediately to apply 
the entire ninount of such refund in part payment for the ncquieitiou 
of such bridge, nnd thut if for any reason the contract which is the 
bnsis of the claim for refuiid is not fully executed and performed, tho 
taxpayer will repay to the United States upon its demand the entire 
amount of the refund with interest at  6 per cent per annum from the 
date the refuiid is mndc without seeking or claiming the benefit of any 
statute of limitations which prior thereto may have run against the 
United States. 

(2) No refund shall be iiiade bf any amount in excess of the amount 
of the tax levied, assessed, collected, and pnid by the taxpayer for 
nny taxable year or period. A separate claim shall be made in respect 
of each separate taxable year or period. If by the terms of the con- 
tract on wliich the claini is based two or more Stutes or political sub- 
divisions of a State or States are entitled to acquire the bridge, th0 
claim for refuiid in reqiect of each sephrute tuxuble year or period 
must be nude jointly by the Stales or political subdivisions thereof so 
entitled. The amount refunded under section 116 (e) and this article 
is not considered an overpiyment within the meaning of section 614 
of the Revenue Act of 1028, relaling to interest on oi-erpnyments, and 
no interest shnll b:! nlloivetl br paid upon the uinoiuit of the refund. 

(3) A check or voucher iii puyiiiei~t of u cluilii for refund allowed 
under section 116 (e) will l o  druwn in the nume of tlie fiscal officer 
or officers huring authority, us estnbIi~hed under paragraph (1) (c) 
hereof, to reoeivc the same, and will contain nn express provision 
that it is issued for the sole purpose and subject to the conditions 
prescribed in that seclioii aiitl this article. 

SEC. 117. NET LOSSES. 
(a) Deflnltlon of ‘‘ net losr.”-As used in tlils section the term “net 

iois ” n i e 4  the eqcrs~ of flie dcductioiis nllowd by this tltle over 
the gross Incorne, with tht! foilowilig esceptlons nnd Ilmltntions : 

(1) NON-DIJHINX~S D~U~riONS.-D~lUctlons otherniw nllow& 
by lnw uot nttrbutnble to the oIJerntioh of a trade or busin- 
kgulurly cnrriwl on by the tnvyuyer pall  be nllowed only to the 

,. 
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extent of tile nmount of thc gross inccme not derived from 6Wh 
trnde or business ; 

(2) CAPITAL mssEs.-In tlie cnse of a tnrpnyer other thnn a 
mrporntion, deductlons for capltnl losses otherwhe allow& by 
Inw elinll be allowed only to the extent of the capital gilil~s; 

(3) DI!PUTION.-T~C deduction for depletion shnll not exceed 
the amount which would be nllownble if computed without refcr- 
euce to discovery value, or to pcrcentngc deliletton under section 

. ,  
of amounts receivcd as divhlends slinll not be nllowed; 
(3) 1NTlCmsT.-Therc shnll be included In computlng grosa 

lncome the amount of lntcrest received free from tnx under thls 
title, decreased by the nmount of interest pnid or accrued which 
is not allowed as a deduction by scetlon 23(b) ; 

1068 for any tnxnble year a net losa for n Iirlor year shnll not be 
allowed ns a deduction. 

(b) Net loss an a deduction.-If, for nny tnrnble year, i t  apDenrs 
upon the production of evldeucc sntlsfnctory to the Commlssloner 
t h r t  any tnspayer hna sustained a net loss, the amount thereof shall 
be allowed as n deduetlon in computing the net income of the tnx- 
p y e r  for tile succeeding tosable year (Iicrelnnfter in tliis aectlon 
cnl!ed “second yenr ”) ; tlie deductlon In all cases to be mnde under 
reylntlons prescribed by tlie Commissioner with the npprovnl of 

( 0 )  NET LO88 KOT TO PBODUCE N E T  ILJSS.-In COmpUthlg the 

tbe Secretnry. 
( 0 )  Capital net gnin in reaond year.-If In the second year the tnr- 

pnycr (other than n mrporntion) lins a cnpitnl net gnln. the deduction 
allowed by subsection (b) of thls section shnll first bc nppUed as a . - 
deduction in computlng the ordinary net lucome for sucli year. If 
the deduction 1s In excB68 of the ordinary net income (computed without 
such deduction) the amount of such excess shall then be opplled 
ngainst the capital net gnin for such year. 

(d) Net lorrei for 1BSO or 1981.--If for the tnrnble year 1030 a tax- 
pnyer sustnlued a het loss within the provislons of the Revenue 4 c t  
of 1928, the amount of suck net loss shall not be nllowed ns a deduc- 
tion in computlng net lncomc under thls title. If for tlie taxable 
yenr 1881 a tnrpnyer sustnlned n net 1088 within the provislom of 
the Revenuc Act of 1928, the amount ‘of such net loss sball be nllowed 
ns a deduction in computing net iucome for the taxable year 1032 to 
the snmc estent nnd in  the snme mnnner ns n net loss sustninecl for 
one tnxnble yenr Is, under thls Act, nllowed ns D deduction for the suc- 
ceeding tnxable yenr. 

(e) Fimal gear returnr.--If a tnrpnyer mnkes return for a period 
beginning in om calendar year (heretnnfter in t l i l  subsection cnlled 
“flrst cnlendar year”) and endlng in tlie following cnlemlnr year 
(liereinafter in this subsection cnILd ’‘ second calendar Fear ”) and the 
lnw npplicable to the second cnlendnr yenr h different from the 
lnw applicnble to the flrst cnlcndar year, thon his net lose for the 
period eudlng during the second cnlendnr yenr slinll be tlie sum of: 
(1) The same proportion of a net loss for the entire period, detcr- 
m i n d  under the law n p p l h b k  to the flrst cnlendnr yenr, which the 

’ 
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(2) The ninount by which the interest rcceived frcc froiu tax 

undcr the provisions of Title I dscecds the amou:it of interest pnid 
or accrued within the tnsable yenr ~vhicli is not ullowcd as a deduc- 
tion by section 28 (b). 

AFT. 082. Allovanee of nct lone.-A tnspixxer sustaining for any 
taxnble yenr a net loss ns defined in section 117 (n) nnd iirticle 651 
iiiny take a deduction therefor in his return for tho succeeding tas- 
nble gear (referred to in article 083 ns the "second yenr"). Tho 
dcduclion should be supported by n concise statement setting forth 
the nmount of tho net loss and nll pertinent fncts relative themto, 
including a schrdule showing tho computation of the net loss. If 
tlie evidoncu furnished sntisfics tho Comnlissioner thnt the tnspnyor 
lins sustnincd a net loss, tho amount of Ruth net loss niny be allowed 
ns n rlcduction in computing the net income of the taxpayer for the 
succeeding taxnble yew. Howevcr, the amount of such net loss ninp 
not be considered in coniputing n net loss for such succeeding tnxnble 
yenr. 

Am. 653. Net lois and oapital net gain.-If in the second year 
the taxpayer (other thnn n corporation) hns n capital net gain, as de- 
fined in section 101 (c)  (5) and nrticle 601, tho deduction of n net loss 
nllowed by section 117 (b) slinll first be applied as a deduction in 
computing the ordiiinrg net incoino for tbnt ycnr. If the dcduction 
is in excess of the ordinary net iiicome (computed without such 
deduction) the nmount of tho excess shall next b applied against 
the capitol net gain for thnt yenr. 

A m  G54. Net loss for taxable year 1931 and for the flscal year 1932.- 
I f  a tuxpager sustained a net loss for the tnxable year 1031 within 
tho provisions of the Revenue Act of 1018, tho nnioiiiit of the net 
loss slinll be nllowed ns n deduction in computing net incoino for 
tho succeeding tnxable yew to the snine estrnt nnd in the snme mnn- 
iier ns a net loss sustained for om taxable sear is, under section 117, 
allowed ns a deduction for tlie succectling trixnble ycnr. 

Where a tnxpnyer has a fiscal yenr beginniiig in 1931 nnd ending 
in 1932, his net loss for tho period ending during 1032 shnll be the 
gum of- 

(1) Tho snrne proportion of n net loss for the entire pcriod, do- 
termined under the Revenue Act of 1028, which the portion of llre 
period falling within 1931 is of the entire period, and 

(2) The same proportion of a net loss for the entire period deter- 
mined under the Revenue Act of i932 which the portion of the p e r i d  
falling within 1032 is of the entire period. 

* 

' 
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A w .  655. Illustration of computation of net lofs.-Tlie metliod of 
coitiyiitation of iiet losses iih otttlirietl i n  nr(icles 651453 muy he 
i l luhtrrtd ns follows : 

A, uii iiicliridunl, conilucting II trude or n business, finds tlre 
following fncts relntiog to 1!W : 
(a) His ticductions ns coniputccl tiiitler 'l'itle 1 uiiiount to $100,000. 
(b) Inclutled in the deductions is un iteiit of !$IO,O(H) €or loss by 

fire of property occupicd by liiiii HS n rrsitleiic*c niicl not used in con- 
nection \+ itli his trade or busincbs. 

( c )  Otlicr tleductioiis otherwise allowed under 'l'itle I 011 account of 
truiisuctions cnterctl into for profit outsitlr of his trude'or busincs 
aniount to $8.000. 

( d )  His taxable guins froiii truiisuctions entered into for profit 
and not coniicctccl with his trnde or business are $8,000. 

( P )  Donations to tl iu Rctl Cross nmoiinting to $1,000 arc included 
ainong the deductions. 

( f )  Depletion is clniined ill tho uiiioliiit of $2.000, of wliicli $500 
is bnsetl iipoii the value of tlie minerul in the mine as of biurch 1, 
1013, niid $1,500 is attrillutnble to iiicrense in vuliiniion oil uccount 
of discovery subsequciit to February 28. 1013. 

( g )  His ciitirc gross incoinc ns coinputccl under l'itlo 1 it, $50,000. 
( / I )  Intercbt received from tiiunicipul boiids crciiiptcct from taxii- 

tion by hection 22 (b) ( 4 )  rinounted to W0.000. 
( i )  hiterest w i s  paid upon inotiey borrowccl to curry inuiiicipnl 

boncls in the ntiiouiit of $8,000, which aiiioitiit is not clecluctiLle iinder 
sectioii 23 (b) : 
Totnl dediwtloi1s ( 0 )  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _  __.___. _ _ _ _ _  _____._______ ~ _ _ _  $100, OOO 
Deduct: 

Losa by flre ( b )  ________________________________--_--__ $10. uuc) 
Othcr clctluctloni ( c )  ______________________________ --__ 3.000 

Art.665 
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Total expnses  directly nttrlbutnble to the con- 
duct of the trade or buslness _-______-----__-__--___ - _-____ 

Gross income ( g )  _______________________________________ ~ P30,OOO 
Add: Nontnrable iuterest recelved ( I & )  _ _ _ _ _ _ _ _ _ _ _ _  $10,000 
Less: Interest paid on money borrowed to ciir i~ '  mu- 

nlclpal bonds ( 6 )  _______-___________----_--------- 8, OOQ 
2,000 

62,000 

87,600 

I f  A has ordinary net income in 1033 of $25,000 and a cnpital net 
gain of $100,000, the amount by which his net loss sustained in 1932 
exceeds tlie amount of his ordinary net iccome in 1933 is deductible 
from capital net gnin for the latter year. A mny, n t  his option, pay 
8 tax of 12% per cent upon the remninder of his capitnl net gnin 
($87,500) in accordnnce with tlie provisions of section 101(n) and 
article 501 in lieu of all otlicr tnxes imposed by Title I. 

Stiitutory net loss _ _ _ _ _ _  - --________-_________________________ 

SEC. 118. LOSS FROM WASH SALES OF STOCK OR SECURI- 

( a )  In the cnse of nngloss cliiiued to have beeu sustulnd froui nny 
eale or other dlspositlon ot slruics of stock or securitlm where i t  n p  - 
pears tlint, wlthln a perlod beginning 30 dnys before the dnte of suc l~  
snle or  dlsposltlon nud eudlng 30 day8 nftcr nu(% date. the toxpnyer 
lias acqulred (by purchnse or by nn escliauge upoii whlcll tlie entire 
nmount of gnin or loss wns recognized by luw), or hus entered iuto a 
contrnct or optlon so to acqulre. substnntlally identlcnl stock or m u r -  
itles, then no deductlon for the loss shall be nllored under section 23 
(e) (2) ; hor shull such deductlon be alloived under section 3 ( f )  un- 
less the clalm 1s made by n corwrntlon, n dcnler iu stocks or securltles. 
and with resped to a tninanclio!i mnde In the ordlnnry course of it.l 
buslness. 

( b )  If  tlie nmount of stock or sccurllles ncqulred (or corered by the 
contract or o@tiOn to ncqulre) is less than the hinount of stock or 
securltles sold or otlierwlse dlsiwsed of. tlien the pnrtlcular shnrcs of 
stock or secnrltics the loss from the sale or other dlsposltion of \v11icl1 1s 
not deductible sllnll be deteimlucul under rules aild regnlntio~is~ pre- 
scribed by the Comluissloncr with tlie npprovnl of the Secretary. 

(c) If tlie ninount of stock or securities acqulrcd (or cvvered by the 
contrnct or optlull to ncqulre) is not less tliiiii the amount of stock or 
securltlee aold or otlierwlse cllsywcd of, tlieii the pnrtlculnr slrum of 
stock or Eccurltlcs the nwulsltion of whleli (or the coutract or option to 
ncqulre whlch) resulted lu the uondductlbillty of the losa bllnll be 
determined under rules nnd rcylntlons prewrlbed by the Commissioner 
with the iiyprornl of the Secretary. 

TIES. 

ART. (501. Lmes from waah sale8 of stock or aecnrities.-((a) A tnr- 
payer can not deduct any loss claimed to have been sustnined in>m 
the snle or other disposition of stock or securities, if, within a period 

II 118 Art. 661 
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beginning 80 dtcys bcforc tlie , t l n t o  of sii(*li s:ilc or tlispositioii t int1 

ending 30 duys after H I I ~ I I  clatc (referred t,u iii tlris urticle us the 
61-dny period), lie 11::s iic*qiiii*cil (by piirvliase or by nu csclittnge 
upon wliich tlie entire iiiiiouiit of guiu or loss \\'tin rccogiiizetl by 
lnw), or has erikrecl iiito'a contract 01' option so to ncqiiire, substan- 
tially idetiticul stoclc 01' wcurities. H o ~ Y ~ ~ v c I ~ ,  this proliibition does 
not apply (1) in tlie CI!SC of R tnspuyrr, iiot n corpxitioii, if the 
sale or other ( l ispi t ion of stork or securities is niadc iii coiinectioii 
with the tuspuyt& trade or biisinm, or (2) in the casc of a cor- 
poration, a dealer h i  titoclc or securit.ies, if the sa.le or other clispo- 
sition of stoclr or securities is iii:itlo iii  tliu oriliiinry coiirso of its 
business as ouch deiiler. Scc article 58 as to stoclc or sciiuritics sold 
froin lots purcliusetl at tliffereiit tliitw or ut diflcrent prices wliurc tho 
identity of the lots c n i i  not bc detcriilined; nrticle 501 as to tlic trent- 
ment, for tho purpose of cepitaI iict gain, of stock or securities ac- 
quired in conncctioii wilh wnsh salrs; u r d  article 6@2 for tlic busis 
for determining gain or loss froiii the subscqiirnt snlu or other clis- 
position of such stock or sccuritics. 

(6) Where iiiore t l iui i  one loss is claiinetl t o  huve been sustained 
within tlie tuxulilc, yenr from tlic sale or other tlispositioii of stock 
or securities, t1:c provisions of this article slinll be applied to the 
losses iii tlict orgler i i i  wliicli the stock or uecuritiq the disposition 
of which resulted in, tlic respective losw were disposed of (beginning 
with the enrliesL disposition). I f  the order of disposition of stock 
or securities disposed of s t  u loss on tl iu saiiie clay can iiot be deter- 
mined, the stwk or securities mill be considered to have becn dis- 
posed of in the older in wliicli tlicy w r e  orii$iaiilly ucquirccl (bcgin- 
ning with the enrlicst acquisition) .' 

(c) IVicre the amount of stock or securities acquire(1 within tho 
GI-day period is less than the niiiouiit of stock or securities sold or 
otherwise disposed of, tlieii the purticdur slitires of stock or sociiri- 
ties the loss from thc sale or other disposition of which is not dcduct- 
ible sliall be those with which tho stock or scciirities ncqiiirccl are 
matched in accorJance with the following riilc : 

The Ftock or securities acquired will IIP inutched in accordance with 
the order of their scquisit,ioii (beginniiig with tlic earliest ncquisi.- 
tion) with an equal number of the sliurc.~ of stock or seciirit.ics sold 
or. otherwise disposed of. 

(d) Where the a.mount of stock or securities ncquircd mit.liin tlie 
61-day period is not less than tlic ainount of stock or securitirs sold 
or otherwise d'sposed of, tlien the particular slinrcs of stock or securi- 
ties the acquisition of whicli resulted in the iiondcductibility of tho 

i 
! 

Art. 6G1 li' Q 118 

209 

loss shall bc those with wliicli tlic atocl; or securities disnoscd of aro 
matched in accorduncc with tlie following rule : 

Tlic stock or sccuritics sold or otlierivisc disposcd of iyill bo 
mntclied with nn eqiinl number of the slinres of stock or securities 
acquired in accordance witl: tlic order of acquisition (beginning with 
tlic cnrliest ncqiiisition) of tlic stock or securities ncqiiircd. 

(e) Thc acqiiisihn of any share of storlc or niiy scciirity which 
risults in tlic nondedurtibility of a loss uiidcr the provisions of this 
article sliall be clisregnrdcd in detcmiining tlic dccluctibility of niiy 
other loss. 

( f )  The word "acquired I' as used in tliis nrticlc inenns ncqiiirccl 
by piirclinse or by nn exchange upon wliicli the entire nniount of p i n  
or loss wns recogiiized by luw, and comprelicnds cascs wlicru the tas-. 
payer has entercd into a coiitrnct or option witliin tlio 01-day pcrioJ 
to ucquire by purchnsc or by siich nn esrliaige. 

fi'wmpze ( I ) :  A on Dcceniber 1, 1931, piirchased 100 slinrcs of 
coiiinion stock i n  the It1 Coinpnny for $10,000 niid on Deceiiibcr 15, 
1031, piirclinscd 100 nclclitioiial sliarcs for 80,000. On Jnnunn 2, 
1032, lie sold tlic 100 shares purclinsed on Dcceiiibcr 1, 1031, for 
$9,000. 13ccause of tlio provisioiis of section 118 no loss from tllc 
btilc is nllowablc no n dcduction. 

/:',yump7e (2 ) ;  -1 011 Scptcxiibcr 21, 1931, piirclinscd 100 sllnrc.,. of 
tho coiiimon stock of tlie 11 Coinpany for $5,000. On Dcce11)hr 
21, 1031, lie piircliascd 50 slmrcs of subsl:ii:tially iilcntiral stock for 
8 2 , X O ,  and 011 Dccciiibcr PO, 1031, hc piirc!isscd 95 ndditionrll s1111r(a4 

of siich stock for $1,105. On Jnnt~nry 0, 1032, lir sold for $1,000 tlia 
100 slinreo piirclinscd on Septciiibcr 21, 1931. There is nn int1ic~;itctI 
10s of $1,000 on tlic snlc of the 100 s1:nrcs. Siiire n-itliin the Gl-c!,ry 
pcriod A piirchased 75 s!.:ircs of substnntinlly idcilticnl stock. t l i o  
loss on tlie s:ilo of 75 of thc slilircs ($3,750--$~3,000, or SZO) i.: l iot 

nllownble as n deduction bccuuso of tlic 11rovisions of scctioli 11s. 
'Ilie loss 011 the eale of tlie reumining 25 dinrcs ($l,P;O-$I,GOO. or 
$%O) is decluctible subject to tlie liiiiitntio~~s providccl in sect ioii 
23(r). (Sco article 2i2.) Tho bnsi  of tlic 60'slinrcs purclin..rtl 
Deceiiibcr 21, 1031, the ncqiiisition of which rcsiiltecl in tho noa?le- 
cluctibility of-, tlie 10s  ($500) sustained on 50 of the 100 slrnrc>i 
sold on Jaiiuary 2, 1935, is $E,;jOO (tlic cost of 50 of tlie shnrrs a+l 
on January 2, 1032), plus $750 (tlie diffcrencu, betwccn tlie pnrcir.lsz 
pricc of the 50 shares ncqiiircd on Dccciiibr 21, 1031 ($9,750) ~ 1 1 ~ 1  
tho sclling price of 50 of the shares sold on January 2, 103:! 
($2,000) ), or $3.250. Similarly tlie basis of tlie 25 slinres purcliasrtl 
on Deceiiiber 20, 1031, tlie acquisition of which resulted in t h e  11011- 

SUITLElrEST.iL PnOrJSTOSS 

" 

1 

Art. 661 Q 118 



210 TNOOME TAX REOULATIORS 

deductibility of the loss ($250) sustained on 25 of the shnres sold 
on January 2, 1DY2, is $1;350 pi118 $125, or $1.375. (See article 602.) 

Emamp18 (S ) j  A on Srptenikr 15, I 1 ) : U  imrtliawd 100 shares of 
tbe stock of the M Conipuny for $5.(MM. Ile sold these shrres on 
Februnry 1, 1982, for $4,000. On each of tho four days from Feb- 
iuary 15, 1952, to Februurp IS, lU:12, he purchased 50 shares of sub- 
stantially identical stock for $2,000. There is an indicated loss of 
$1,000 from the sale of the 100 ehtlrcs on February 1, iDH2, but, since 
within the 61-day period A ptirchused not l a .  than 100 shrrrs of 
suhstnntinlly identical stock, the IOU is not dqditctiblo. Tho par- 
ticular shares of stock the purclineo of mhicli resulted in the non- 
deductibility of the loss are tho first 100 cllirirea pi~rchnsed within 
euch period, that is, the 60 &area purclin.d on February 15, 1932, 
end the 60 s h a m  purchased on Fehrrlnry 16, 1932. I n  determining 
the period for which the 50 sharra purchased on Fabnirry 15, 19M, 
and the 50 shares purchksed on Fetiruary 16. 1032, were held, thero 
in to be included the period for which the 100 shares pilrrhascd on 
September 15, 1930, and sold on February 1, 1932, were hcld. 

SEC. 119. INCOME FROM SOURCES WTTHIN UNTTED STATES.  
(a) Ororr lnoome from rouroer In Unlted Btater.-The fiillowlng lrernr 

of mow income &all be treated ns Lucuuie from mimes within the 
Unitad Btatea: 

(1 1 InWT.-Interert  on bnda,  notea, or other interert-henrlng 

(A) lntrrest on depw1I.n wlih lwruonr currylrig on t h e  hnnk- 
lng boninrcu pald to pereons not engnrwl In liuslneas wlthlii  the 
Unlted ltum and not having an ofllee or place of bushelie 
therein, or 

( B )  Intoreat recelved from n rfsldcnt allen indlrldunl. a 
reddeut forelm corporatlm. or a donicwtlc corlioratlon. when I t  
la shown to the aatlefactloii of the Cmmlnthier  IhHt lesp rhan 
20 per centum of the prw Illcome of nuvb rewldent payor or 
domentk.coqmratlon has b c n  derlved from w i u r w  wlthlii the 
Unlted Btntes. as determ1iit-d uoder the pmirldona of thls w- 
tlon. for the three)ear period rnillug u l th  the clone of the tux- 
able year of rucb payor prrcmllng the wsment of aucb Luterest, 
or for rorb p r t  of such period aF may he appllrehle. or 

( C )  Income derlved by a forelyn centrnl bank of h o e  
from bankera' acceptaneee; 

obliptlone o! realdcnta. corporute or othrrmlw. not 1 l l C I U l ~ h R -  

(2) DtwDmDe.-The amount m l v e d  SB d lv l t l ende  
(A) from a domestic corporatlon other thuri a corporatlon 

entltled to the beueflta of eection 231. nnd other thnn I corpora- 
tion less than 20 per cenlom of whoae grow Income Is shown to 
the aatisfsctlon of the Oonlmlmioner to have been derlved from 
wurcea within the Uulted luites. ns determllled under the prw 
&lone a! thls gection. for the three-year pcrlnd endlng wlth 
the close af the taxable year of such corporntlon pre$edlng the 
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declnrallon OC such divldends (or for ench p r t  of such period 
as the corporntlon hns been in exlstcuce), or 
(B) from a foreign cotporntlou uiiles leas thin a mr 

centum of tlie grors hicome of such foreign corporntion €or the 
three-ycnr 1;eriod endlng with the d08e of its taxable r ea r  pre- 
ccdlng the declnrotlou of euch illriilends (or for s w h  part  of 
such per:od as the corporntion hne hem iu eslsteuce) wnr 
derived d o u  B I J U ~ C ~ R  within the Unlted States or dctermlned 
under the provlslous of this sectlou; 

(3) PESSOSU. envIcrs.-Compeirsntion for labor or personnl 
serricew performed 111 tile United Stnies ; 
(4) RESTAL~ Ann PoYALnrs.-Rentnla or royalties from p r o p  

erty locntecl in the Kuited Stntea or from nny luterest 111 uuch 
property, ii~cludlng reutnls or roynllles for the use of or for the 
prlvlieye of usiug iii the Uulted Stutes, pnteiitw. copyrlylits, secret 
processes niid forintilns, g00d will, trncle-nirirlis, trndc brnnb, 
frnnclilxes, uiid other Ilke property ; nntl 

(5) S.U,E OF RIAL PswrnrY.-Gnlus, proflts, nnd income from 
the sale of rcnl property locntcd hi tlie Uulted Stntes. 

(b) Net inoome from rouroer in United Stater.--Yrom the ltelur of 
gross iiicoi~~c elmitied 111 rubsectiou ( a )  of 1!1h erctloii there slinll be 
cleductwl the expenses, losses, ond other detloctions properlr appor- 
tioned or nllocicted thereto nnd a rntnlile purt of any expeuwes, losses, 
01' oihcr deductlous wlllch ciin not denultciy be nllocnted to some item 
or clues of gross income. ' f ie  remelndcr, If any, sliall be Included in 
full as net inconie from sources witliln the Uiilted Notes. 

( 0 )  Ororr income from rooroer without United Water.-The follorlng 
itelus of gross lnconle uhull be trcutecl (18 luccm~c frou Bourccs wlthout 
the Ulllted Btotes: 

(1) IUtelX?Nt other tllnu thnt derived from ~011rces wltl1111 the 
United Stntcs ns provldrd in eubsectlon (n) (1) of this section; 

(2) L)lvldeiids olher tllan tlioue ilerlvrd from e o u r w  wl thh  the 
C'ulted Htutes ns provided lu subsection (a) (2) of thlr sectloo; 
(3) Compcnsntlon for ltibor or prrsuni~l wrrrlcrs wrfoimed 

wltliout the Uulted Stutcs; 
(4 )  Rerltnle or roynltles from 'property lornted \vlthoat the 

united m t c d  or from nny interest in rurh prol*rty. inc~utling 
rentnla or rornltlca for the iise of or for (he privilege of Udillg 
willlout the Z-ultccl Stnter, Imeutp, copyrlghtd, m r e t  procwes 
nnd forluulnr, good will, trntle-marlir, trndc brnntls, fralrcilies, 
oiid othcr llke propertled; and 
. ( 0 )  Ctiina, profits, nud incclue from tlie ~ U I C  oi reni yrutarty 

lorntcd \v&iout tl:e r'nlteti ~ t n t e s .  
(a) R t t  income from rouroem without United Stater.--From a e  items 

oi gross iucouie tq i~~i f lrd  IU ~ U I ~ ~ ~ I ~ I I  (c ) .  of tills rectioll tilere silnii 
be deducted the expenees, losm-s, nud 01 hcr tledtlctiolls prolwrlp apwr- 
tionpcl or nllocnted thereto, nnd n ratable lwrt of nny c r j r ~ m ,  1- 
or otlier dednctloua wlilch rnu not cleflultelr be uiiwotei to wme ltcln 
or cluss of gross iuco~ic. The I.eniaindc*r, If nny,, F ~ : I I I  bc trentcd in 
full ns uet liicouie froiu sourcw without the Z;llitt.ci Stnt1.s. 

(e) I I U X I ~ O  from ronrcer partly within and partly without united 
Stater.--Itema of 6roS ~ U C ~ I U C ,  eriwnsea, loma uud dcVi11ctio118, otjler 
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than those p i f l e d  In subsectfons ( a )  end (c) of thls sectlon, shrill 
be allocated 01’ apportloncad to sources withln or witlIout the Unked 
Btetes, under rules and re&ntlons preecrlbed by the Commlssloner 
wfth the approval of the Secretary. Where Items of gross Income are 
separately allocated to sources wltliln the Unltcd Stat-, there sliall be 
deducted (for the purpose of cornputlag the net incomb thereirom) 
the expenses, louees, and other deductlons properly apportlolled or 
allocated thereto and a ratable part of other expenses. losses or other 
deductlons whlcli can not definitely be allocated to Borne Item or Class 
of gross Income. The remainder, If uiiy, sliull be Included I n  full us 
net income from Bources within the Unlted Stntes. In the cam of 
gross income derlved from sources partly wlthln and partly without 
tlie UnIted<tates, the net income inuy flrst be computed by deducting 
Uie expenses. losses, or oiher deductlons apportioned or allocated thereto 
and a rateble part of any erpeuaes, losses, or other deductlons whlch 
can not detlnltely be nllocuted to some Items or cluss of grow Income; 
and the portion of such net Income attrlbutable to source8 wlthln the 
U n l M  States may be determlned by proceshes or formulas of general 
apportlonment prescribed by the Conimbsloncr wtth the approval of the 
Elecretery. Qalna proflts. and Income from- 

(1) transportatlon or ollier bcrvlcee reudered pnrtly withln and 
partly wltliout tire Uuited Btutes. or 

(2)  from the sale of peraonal property produced (In whole or 
In part) by the laxpajer wlthln nud sold wlthout the Unltfd 
States, or produced ( I n  whole or In part) by the tuxyaycr wltliout 
and sold wlthin the United Stat-, 

shall be treated a y  derlved partly from sources wlthln nnd partly from 
sonrcee wlthout the Unlted Stuten. Qaliis, Ijrotlts and income derived 
from the purclioee of personal property witliin eud Its sale withuut 
the United State# or from the liurcliase of personal property wlthout 
and Its sale wlthln the United States. shall be trcuted us derived 
entlrely from s o u r w  withln the country I n  which sold, except that 
galns, proflts. aud lncomc derlved from the pu+~use of personal 
properly wlthln the United Btatea and Its sale withln n powexsloii of 
the United States or from the irurchuse of personal property wlthln 
a po8~eesion of the United States und Its sale althlo the Unlted Stutes 
&all be treated us clerlred partly from sources withln and partly froni 
murcoa without the Unlted States. 

( f )  Dednilioni.-As uwd i i i  thls secllou the words ‘‘ sule ” or I’ aold ** 
lnclude “ exchange ” or “ exchaiigd ” ; and the word ,“ produced ’* 
Includes “ creeted,” ‘I fabrlmtcd,” I‘ mnnufoctured,” ‘‘ extracted,” 
” proceseed,” “ cured,” or “agtbd.” 

ART. (171. Income from ionrctr within the United Stater.-Nonresi- 
dent alien individuals, foreign corporntions, and citizens of the 
United States or domestic corporations entitled to the b.nefits of 
section 251 are taxable only upon income from sources within tho 
United States. Citizens of the United States uiid domestic corpora- 
tions entitled to the benefits of section 251 are, however, taxable upon 
income received within the United States, whedicr derived from 
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(See sections 212 (a), 

Tlie Act clivicles the inroiiie of siirli taspnycrs into tlirce cliiwes: 
(1) Income which is t lcriwl in full from soi!rccs within the 

Ijnitcd States; 
! (2) Iiiroiiw wliicli is dcrired in full froin soiirccs witlront tlio 
Uiiitecl Stntes; and 

(8) Iiicoinc which is derived pnrtly froin soiirces within nnd 
partly froin sources without the United States. 

The tnsnble income from sources within the t-iliteil Stiitcs includes 
tlint dcrivcd in frill froiii soiirccs within the Cnited Sttites nncl thnt 
portion of tho income wliicli is clcrived partly from sowces within 
uncl partly from sources without the United States wliich is allocutecl 
or npportioticd to sources within tlie Uiiifed States. 

h r .  GTI. Interett.-‘l’liet-e eliall be inclncled iii  the gross inconlo 
from sourccs witliin tIic United Stntes, of noaresiclent alien indi- 
vidiials, forcigii corl$orations, and citizens of tlic Uiiitcd Stntes or 
domestic corporatioiis n-hicli are. entitled to tlie benefits of sect ion 
251, nll iirtercst receivccl or iiccriied, ns the CIISC limy be, on bol~ds, 
notes, or other intcrcst-bearing obligations of r2ditlents of tile I-iiitrd 
Stntvs, wlictlicr corporutc or otherwi‘se, except : 

( (I)  Intercat piiid on drposils with persoiis, includiiig iidivitlituls, 
pni.tnei*sliips, or corporatioas, carrying on the bniiking biisiiicrilit lo  
peisons (iionrcsiclent nlie~i indivitlunls, foreign corporations, a i d  

citizciis of tlic Unit.ed Shites or doiiwstic corporations ciititlcd to 
the Lciirfits of section 251) not engnged iIi busincsa ivitliin tho 
United Stiitcs, and not having 1111 ofice ur p1:ico of business tllcrtbill; 

( 6 )  Intcrc.st received from R residelit olieii iiidiviclunl, n rcsidpirt 
foiriyn corporation, or n cloiriestic corpor:it ioii, wIic.li it is SIII~IYII to 
tlie siitisfiit*tion of tlic Coiiiliiiesioncr t1i:it 1 ~ s  t h i n  10 per ccbllt o f  111,: 
gross iacoirie of such resident payor or doiiiestic corporntiou llus ttc~,~11 

derived froiii E~III’CCS within tlie United Stntcs (:is cIetcwiiinet1 iirrtlrr 
tho provisions of sc.clion 110 nntl nrticlcs Gi1-6S4) ftn- tire 8-yc:)r 
pr io t l  eiicliiig wit11 tlic close of tlic tiisnllo ycnr of tlic payor wIiic.h 
.precci~es tlie pnpieiit oi euc~i  interest, or fur siicll p r t  of tllnt periotl 
ns niay bc itpplicublc; and 

(c) Inc*oirie tlcrivecl by n forcigii ccmt r:i1 L:III~C of isluc fro111 

bnirlrcrs‘ nccCi)tulires. h foreign cciitrnl l~iiirk of issue iiicnns banit 
wliicli is by law or govcrnmc.nt sanctioil tho principal nutlioritg 
. ( o t I i c ~  tlinii the govcmiiwt itsclf) issiring in~trurncnts iiitcnJed to 
circiilutc ns ciirrcnc?.  SUP^ b a i ~ l i ~  nrc g~~iicriillg tlic castodians of 
tlic! biitilring i * t ” ~ v c s  of tlrcir rountries. 
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soiirccs within or witlioiit tlie Vnitecl Stntes. 
%I1 (a), nnd 251.) 
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Ang taxpayer who excludes from gross income from uources within 
the United States income of the type specified in paragraph (aj, 
(b),  or (c) shall file with his returr. a statement setting forth the 
amount of such income and such information as may be necessary to 
show that the income is of tlie type specified in those paragraphs. 

As to the inclusion in gross income of items received in the United 
States even though representing income from sources without the 
United States, in the case of citizens of the United States and 
domestic corporations entitled to the benefits of section 251, see 
article 1132 

ART. 673. Divioendr.--Cfross income from sources within the United 
States includes all dividends, as defined by section 115 : 

( a )  From a domestic corporation other than one entitled to the 
benefits of section 251, and other than a corporation lese than 20 per 
cent of whose gross income is shown to the satisfaction of the Com- 
missioner to have been derived from sources within the United States, 
as determined under the provisions of section 119, for the 3-year 
period ending with the close of the taxable year of such corporation 
preceding the declaration of such dividends (or for such part of such 
period as the corporation has been in existence) ; or 
(6) From a foreign corporation unless less than 50 per cent of its 

gross income for the 3-year period ending with the close of its 
taxable year preceding the declaration of such dividends, or for such 
part of such period as it has been in existence, was derived from 
sources witliiii the United States. 

Dividends will be treated as income froiri bources within the United 
States unless the taxpayer submits sufficient data to establish to the 
satisfaction of the Commissioner that they should be excluded froni 
gross income under (a) or (b) of this article. (See also section 
116 (f),) 

ART. 674. Compensation for labor or peraonal rervioes.4ross income 
from sources within the United States includes compensntion for 
labor or personal services perforined within the United States regard- 
less of the residence of the payor, of the place in which the contract 
for services was made, or of the place of pnyment. When a specific 
amount. is pald for  labor or personal services performed in the United 
States, such amount shall be included in tlie gross income. When no 
accurate allocation or segregation of compensation for labor or per- 
sonal services performed in the United States can be made; or when 
such labor or service is performed partly within and partly without 
the lJnited States, the amount to be included in the gross income 
shall be determined by an apportionment on the time basis, i. e., there 
ahall be included in the gross income an nmount which bears the same 
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relation to the total compensntion as the number of days of perform- 
ance of the labor or services within the United States bears to tha  
total number of days of performance of lnbor or services for which 
the payment is made. Wages received for services rendered inside 
the territorial limits of the United States nre to be regarded as from 
sources within the United States. The wnges of an alien seamnn 
earned on n coastwise vessel are from sources within the United 
States. 

ART. 075. Rentals and royalties.-Gross income from sources within 
the United Stntes inclitdes rmtals or royalties from property located 
within the United States or from any interest in such property, 
including rentnls or royalties for the use of or the privilege of using 
in the United States, patents, copyrights, secret processes and for- 
mulns, good will, trade-marks, trade brands, franchises, nnd other 
like property. The income arising from the rental of property, 
whether tnngible or intangible, locntcd within the United States, or 
from the use of property, whether tnngible or intangible, within the 
United Stntes, is from sources within the United States. 
ART. 650. gale of real property.-Gross incomo from sourccs within 

tho United States includes gnin, computed under the provisions of 
sections 111-113, derived from the sale or other disposition of real 
property locnted in the United States. For the treatment of capital 
net p i n s  and capital net losses, see section 101 nnd articles 501-503. 
ART. 077. Income from 8ouroes without the United Gtatecl.-Grom 

income from sources without the United States includes: 
(1) Interest other thnn that specified in section 119 (a) (1) and 

article 072, as being derived from sources within the United States; 
(2) Dividends other than tliose derived from sources within the 

United Stntes as provided in section 119 (a) (2) and nrticle 673; 
(3) Compensation for labor or personal services pefformed mith- 

out the United Stntes (for the treatment of compensntion for labor 
or personal services performed partly within the United States and 
partly without the United States, see article 674) ; 

(4) Rentals or royalties derived from property without the United 
States or from nny interest in such property, including rentals or 
royalties for the use of or for the privilege of using without tlie 
United States, patents, copyrights, secret processes and formulns, 
good will, trademarks, trade brands, fronchises, and other like 
property (see article 675) ; and 
(5) Gnin derived from the sale of real property locnted mitliout 

the United States (see sections 111-113). 
ART. 678. Sale of personal property.-Income derived from the pur- 

chase and snle of personal property shnll be treated as dorived 

Art. 678 ’ g 119 



119 

i 

BUPPLEMENTAL PRO\?STORS 217 

$40,000 is properly allocatcd to income f r  i i  soiirccs without the 
United States. 

The rciiiaiiider of the expenses, $30,000, can not be definitely 
allocntcd to any class of inconic. A ratable part thereof, based 
upon tlic rclation of gross income froin sources within the United 
States to the total gross income, shall be deducted in computing net 
income from soiirccs within tho United Stntes. Thus, there is de- 
ducted from thc $30,000 of gross inconic from sources within the 
United States, espenses amounting to $14,000 (representing $8,000 
propcrly npportioncd to tlie income from sourccs within the United 
States iind $0,000, n ratablo part (one-fifth) of the expenses which 
could not be nllocnted to any item or clws of gross income). The 
relhninder, $22,000, is the nct income from sources within the United 
States. 
ART. G81. Other income from sources within the United Staten.-Items 

of gross inconic other than those specificd in section 119 (a )  and 
(c) and urticlcs 652-678 shall be allocated or apportioned to soiirces 
lvithin or without tlie Unitcd States, as provided in section 119 (0). 

The income derived from the ownership or operation of any fnrm, 
mino, oil or gas mcll, other nnturnl deposit, or timber, located within 
the United States, and from tho sale by the producer of the products 
tilereof within or witlioiit tho United Stntcs, sliall ordinarily be in- 
duded in gross income from soiirces within the United Stntes. If, 
liowefer, it is shown to the satisfaction of the Commissioner that diro 
to tho pcciilinr conditions of production and sale in a spccific cnso 
or for othcr rensans all of such gross income should not bo allocated 
to SOUI~CCS within tlie Unitcd Statcs, an iipportionment tlicrcof to 
soiirccs within tlic United States and to soiirces without tho United 
States shnll be made as providccl in nrticlc G82. 

IVhcre iteiiis of gross income nrc scparntely nllocuted to ~iot irws 

within the Unitcd States, there shnll bc deducted therefrom, in coin- 
pu ting iict income, the espenses, losscs, and othcr deductions prop- 
erly apportioned or allocated thereto and B ratable p a r t  of other 
expenses, losses, or other deductions which ciii not definitely be 
allocnted to some item or class of gross incomc. 

Am. G82. Income from the sale of personal property derived from 
sources partly within and partly without the United States.-Xtcms of 
gross iiiconie not allocated by nrticlcs G’il-678 or GS1 to soiirccs mitliin 
oPp without the United Stulcs shall (unless unmistnkiibly from a 
rcourea within or a source without tho United States) be treated M 
derived from sourccs partly within and pnrtly without thc United 
States. Such income derived from the sala of personal property mny 
bc divided into two classes: (A) income derived from sources partly 
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within the United States a i d  partly within a foreign country, and 
(l3) income derived from sources partly within the Uiiitetl States 
;nd partly within a possession of the United States. 

A. The portion of ciicli iiiconie derived from boiirces pnrtly withiii 
the United States and partly witliin n foreign country which is at- 
tributable to sources within the United Stntes shall be (lctcrminetl 
according to the following rules and cases : 

Persviial property produced and 8Okd.-&OSS income derived froln 
the snle of personal property produced (in whole or’ in part) by tlie 
taxpayer within the United States nnd sold within a foreign country. 
or produced (in whole or in part)  by the taxpayer within n foreigii 
. mntry and sold within tlie United Stutes sliall be trented as tle- 
rived partly from sources within tlie United States and partly frolii 
sources within a foreign country under one of the cases named below. 
As used herein the word “ produred ’’ includes crented, fabricnted, 
manufactured, extracted, processed, cured, or aged. 

Case 1 A. Where the lnnnufacturer or producer regiilnrly ~ 1 1 ~  
part of his output to wholly indepcnclent distributors or other selling 
conceriis in such a way ns to establish fnirly an independent factory 
or production 1)ric-r shows to the satisfaction of the Commissioner 
that such u n  independent factory or production price Iias been other- 
wise established-unaffected by considerations of‘ tax liubility, and 
the selling or distributing branch or department of the busiuess is 
located in a different country from that in which the factory is 
locnted or the production carried on, the net income attributable to 
murcey within the United Stntes slinll be computed by an accounting 
which treats the products as ~olcl by the factory or productive de- 
partment of the business to the tlistributiiig or selling departinent 
at  the independent factory price so establislied. I n  all such caws 
the basis of tlie accounting slinll I)c fully esplained in n rjtrrtrment 
nttnched to tlie returii. 

Case 2 A. Where an independent fnctory or production price lins 
not been establislied as provided under case 1 A, the net income shall 
first he coinpiited l)g deducting froiii the gross iiicoirie derived froni 
the snle of personal proprrtg produced (in wliolc or in part)  by the 
taxpayer within the United States and SOA witliin n foreign country 
or produced ( in  whole or in part) by the taxpayer nitliin a foreign 
country and sold within the United Statcs, thc expenses, losses, or 
other detluctions properly apportioned or allocnted thereto aiid a 
ratable part of any expenses, losses, or other deductions which call 
not definitely be Hllocated to soi~ie item or class of gross income. Of 
the niiiount of net incollie so determined, one-half shall be appor- 
tioned in accordance with the vnlue of the taxpeyer‘s property within 

Art. 682 Q 119 

8UPPLICMENTA.L PROVISIONS 219 

the United States and within the foreign country, the portioii at- 
tributable to sources within tho United States being determined by 
mu-tiplying such one-half by a frnclion the numerat& of which con- 
sists of the value of the taxpayer’s property within the United Stabs, 
and tlie denominator of which conskts of the value of the taxpayer’s 
property both within tlie United States and within the foreign 
country. The remaining one-half of such net income shall be appor- 
tioned in  accordance with the gross sales of the taxpayer within 
the United States and within the foreign country, the portion at- 
tributable to sources withiii the United States being determined by 
multiplying ‘such one-half by a .fraction the numerator of which 
consists of the taxpayer’s gross sales for the taxable year or p e r i d  
within the United Stntes, tind tlic? denoniinator of wliich consists of 
the taxpayer’b: gross sales for the tasable year or period both within 
tlia Uiiited StateR and within the foreign country. The ‘‘ gross sales 
of the tcixpnyer within the United States” meane the gross salea 
made during the taxable yew which were principaJy secured, nego- 
tiated, or effected by einployees, agents, offices, or branches of the 
taxpnyer’n business resident or located in the United States. The 
term “grosa sales” as used in this pnragrupli refers only to the 
sales of personal property prodoccd (in whole or in part) by the 
taxpayer within the United States nnd sold within n foreign country 
or produced (in whole or in part) by tlin taxpayer within a foreign 
coiintry and sold within the United States, and the terni “ property ” 
includes only the property lield or used to prodiice income which is 
&rived from such sales. Surli property should b taken a t  its actual 
v iue ,  which in thc case of property vnlued or tippraised for pur- 
poses of inreiitory, depreciation, depletion, or other purposes of 
taratioii ljliiill be the highest amount a t  wliich so TIIlUd or ap- 
praised, and which in other cases shall be deemed to t?e its book 
value in the ubscnce of affirmrtivc? evidence showing siicli value to bo 
greiitcr or less tlian the nctunl value. The average value during tho 
tuable  yenr or period sliull be employed. The avernge vnlm of 
property u s  above prescribed at  the beginning and end of the taxabk 
yenr or period ordinarily iauy be used, unless by reason of inaterial 
clinngm during the Sasiiblu year or period such irverage does not 
frirlg rcprc.seat the averagc for such ycnr or period, in which event 
the nvcragc elinll be deteriiiined upon a monthly or daily basis. Bills 
and nccoiints rtbceivabk slinll (unless sntisfnctory reason for a cliffer- 
cnt. timtmciit is sliown) b assigned or allwated to the United States 
jdien the debtor rrsides in the Unitcd Statrc, niiless tlic t n x p j e r  
Jwj no office, b r ~ ~ i c h ~  or ngeiit in the I’nitecl Stntes. 
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Cnse 3 A. Applicntion for permission to base 'the return iipon the 
tnxpsycr's books of account will be considcred by tho Comiriissioncr 
in the caw of nny tnspnger who, in good fuith a i d  unnffwtcq by 
considerations of tax liability, regulnrly ciiiploys i n  his Looks of 
account a detailed allocation of receipts and rxpenditurcs which 
reflects more clearly than the procwscs or forinidus lierein prcss'ribcd, 
the incoiiic derived from sources witliin the United States. 
I). The portion of such incoiiie clcrived froin soiirces pnrtly witliin 

the United Stntes and purtly within a possession of the United States 
which is attributublc to sources within the United States sliull be 
determined according to the following rules and cnses : 

Peirowl property pt*oditccd a d  80?d.--Gr0ss iiiconre derived from 
the sale of personal property prOdticCd (in wliole or in part) by the 
taxpayer \Tithin the United States and sold witliin a possession of 
tlie United States, or produced (in wlidc or in purt) by thc tnspnyer 
within a possession of the United States arid sold within tliu United 
States shall be treated as derived purtly from soiirccs within tlie 
United States and partly from sources within a possession of the 
United States under one of the cuses ~ i a i i i r d  below. As used herein 
the word "produced " includes created, falirir:ateil, innnufucturcd, 
cxtracted, processed, cured, or aged. 

Case 1 D. Same as cnse 1 A. 
Cnse 2 13. Where an independent factory or iiroduction price has 

not been estublisliecl as provkled tirider case 1 A, tlic net inconic slinll 
first be computccl by deducting from the gross income dcri\rcd fro111 
tlie,snle of per'sonal property producecl (in \vholc or in part) by tlio 
tnxpaycr within the United Stutes nncl sold within n posscssion of 
the United States, or produced (in wholo or in part) I)y the ta. y 1 myer 
within a posscssion of tlio United States mid sold ~vitl~ii i  the United 
States, t lx  cspenscs, losses, or other detliictions properly nppoitionec\ 
or allocntcd tliereto anit tl r:itnblc p r t  of any espensee, losses, or 
other deductions whicl~ cnn iiot rlcfiuitcly bc allocated to ~01110 item 
or class of gross incomr. Of tlic olnoilnt of net inromo so dctcrlninctl, 
one-half shall be~npportioned in accordonce with thc d u e  of the tax- 
payer's property within. tlie United Stntes and within the posscssion 
of t.lie Cnited States, tlie portio!l nltribulablc to soiirces within tho 
United States being determined by niultiplying siich one-half by a 
fraction the numerator of wl~ich consists of the VUIUO of,tIie tux- 
payer's property within the United States, and 1110 denominator of 
which consists of tlie value of tho tnxpnyer's poperty bolh within 
the United States and within the possession of thc United St:itcs. 
The remaining one-half of such iict income sliiill be npportioned in 
accordance Kith the total business of tlic tuxlinycr witllin-tlle 1;iiitcd 
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‘%usiness of the taxpayer ” as that term is usdd in this paragraph 
shall be mensured by the umounts which the taxpayer paid out 
during the taxnble year or period for wages, salpries, nnd other com- 
pensation of employces and for the purchase of goods, materials, 
nnd supplies sold or consumed in tlie regulad course of business, 
plus the amount received during thc taxable ycar or period from 
gross sales, such expenses, purchases, and gross sales being limited 
to those attributable to the purchnse of porsonnl property within 
the United Stntes.anc1 its sale within a possession of the United 
States or to the purchase of personal property within a possession 
of the United States and its sale within the United States. 

Case I1 B. Same as case 3 A. 
ART. 083. Transportation service.-A foreign corporation cnrrying 

on the business of transportation service between points in the 
United States and points outside the United States derives income 
pnrtly from sources within and partly from sources without the 
United States. 

(1) The gross income from sources within the United States de- 
rived from such services shall be determined by taking such a por- 
tion of tho total gross revenues therefrom as ( a )  the sum of the 
costs or expenses of such trnnsportation businqss carried on by the 
taxpayer within the United States and a reasonable return upon the 
property used in its transportation business while within the United 
States bears to ( 6 )  the sum of the total costs or expenses of such 
transportation business carried on by the taxpayer and a reasonable 
return upon the total property used in such transportation business. 
Revenues from operations incidental to trnnsportntion services (such 
as the sale of money orders) shall be apportioned on the same basis 
as direct revenues from trnnsportation services. 

I n  allocating the total costs or expenses incurred in such transpor- 
tation business, costs or espenses incurred in conncction with such 
part of the services 89 was wholly rendered in the United States 
should be assigned to the cost of transportation business within tho 
United States. For example, expenses of Ionding and unlonding in 
the United States, rentals, office expenxs, snlaries, nnd wages wholly 
incurred for services rendered to.the taxpayer in tho United States 
belong to this class. Costs and expenses incurred in connection with 
services rendered partly within and pnrtly without the United States 
may be prorated on a reasonable bnsis betmeen such services. For 
example, ship wages, charter money, insurancc, .rind supplies charge- 
able to voyagc expenses should ordinarily be prorated for each voyage 
on the basis of the proportion which tho number of days tho ship was 
within the territorial limits of the Unitcd Statcs bears to the total 
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number of days on the voyage, and fuel consumed on each voyage 
may be prorated on the busis of the proportion which the number of 
miles sailed within the tcrritorial limits of the United States bears 
to the total number of miles sailed on the voyage. Income, war- 
profits, and cscess-profits tnres should not be regarded as costs or ex- 
penses for the piirposc of determining the proportion of gross iwomc 
from sources within the United States; and for such purpose, interest 
and other expenses for the use of borrowed capital should not be 
taken into the cost of services rendered, for the rcason that the return 
upon the property used mensures the extent to which such borrowed 
capital is the source of the income. For other expenses entering into 
the cost of services, only such expenscs as are allowable deductionu 
under the Revenue Act of 1982 slioiild be tnlten. 

The value of the property used should be determined upon the 
basis of cost less depreciation. Eight per cent mny ordinarily bu 
talcen as n rensonnble rate of return to npply to such property. The 
property taken should be the arernge property employed in the 
transportation service between points in the United Stntes nnd points 
outside the United States during tlie taxable yenr. Current asseta 
should be decreased by current liabilities nnd ellorntcd to services 
between the United States and foreign countries nnd to other sem- 
ices. The pnrt allocated to services between the United States nnd 
foreign countries should be based on the propoltion which the gross 
receipts from such services bear to the gross receipts from all serv- 
ices. The nmount so aliocnted to services betwcen the United 
States and foreign countries sliould be further allocated to services 
rendered within the United Stntes nnd to services rendered without 
the United States. The portion allocable to services rendered within 
the United States should be bnsed on the proportion which the ex- 
penses incurred within the territorinl limits of the United States bear 
to the total expenses incurred in services between the United Stntcs 
g d  foreign countries. For ships the avernge should be determined 
upon a daily bnsis for each ship and the amount to  be apportioned 
for each ship 89 assets employed within the United States Rhould bo 
computed upon the proportion which the number of dnys the ship 
was within the territorinl limits of the United States bears to the 
total number of days the ship wns in service during the taxable 
period. For other assets employed in the transportation business, the 
average o! the assets a t  the beginning and end of the tnsnble period 
ordinarily may be taken, but if the average so obtained does not, by 
reason of material changes during the taxable yenr, fairly represent 
the average for such year either for the asseta employed in the trans- 1 
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ART. 081. Oomputation of income. -1Vlicrc. a taxpnycr h:is gross 
income from soilrces within or mitimiit the Unitcd Stntes ns tlcfined 
by section 110 (a)  or (c) together with gross inconie tlerivetl p r t l y  
from sources within nnd pnrtly from source61 dt.liout the United 
States, the amounts thereof! together with tile expenscs nud invwt- 
mcnt. applicuble thereto, slinll ba scgrcgnted, nnd tlio net iiiconw froni 
sources within the United StnteR sliall bc scpurntely coiiipiited 
thew f rom. 

SEC. 120. U N L I M I T E D  DEDUCTION F O R  C H A R I T A B L E  A N D  

I n  the cnse of un lndi~idi ial  If  I n  the  taxnbie year nntl 111 ench of 
the tcn preceding taxuble ymrs  the ninount of the contrihiitlons or 
gifts i1encritrt.d in section 23 ( t i )  pius ilie aiiiouiit of iitcunic.. wir -  
prolltn, or exceaa-profits tnsea piiid diiriup ouch reur ln rc!pect of 
preceding tomtile yeura. erct-dn W per centrim of tlie taxpnyer'r net 
hcorne for euch such year, as eomputcd wltliout llie bcrietlt of acctlo;l 
2a In ) ,  lhrn the 15 per ceiitum littiit imimscul by such atrtlun eh~ill 
not be appllctlble. 

O T H E R  CONTRIBUTIONS.  

BUPPLLNEHT (F--CPLDIT'B AOAIRBT TAX 

[Supplementary to Rubtltls B. Part I l l J  

SEC. 131. TAXES OF FOREIGN COUNTRIES A N D  POSSESSIONS 

(a) Allowanoe of credit.--If the tnxpnycr sijinlRe?r In tila retiiin l i ls 
dralre to hnve the hmt.flts of thb  rectfon. tho Ins imposed by thlr title 
sliull be credited with: 

(1) C>nmn AAU mnrmnc CORYORATIOPI.-~Il tlic r a w  of n cltizeit 
of the United Shire8 antJ of a domestic corpomtltin. the nmonnr of 
any Iiicoine, war-proHis. ntid erccwepraflts tuxes bald or acu.mccl 
durlng the taxnhlt. yrar to uny forclgn country or to nny I W Y ~ R  

siuu of tlic Uuitod Stater; and 
(2 )  1h3IIJENT w UNITULI eTAms.--Tn the cn*e of o rwidetlt 4 the 

United Statea, the Iim(iuiit uL any such taxes iinld or nccrud  during 
the taxuble yenr to uny Iionwwloii of ilic I;u:twl Stater;  utitl 

resident of the Unlted Stnteu, the amount of any xucb taxes puid 
or accrued during the tcrxtible yenr to uny forvlgn couiitry, if thc 
foreign country of mlilch such alien rwltlent Is a c:tler.n or a& 
jwt ,  in iriip~~siiig such tuxcs. u l l o w ~  n wlmilnr credit to cltimns of 
the Uiiitrcl Stntes reddlng ;n such country; and 

vidual who is ii member of a partnership or R bwcdclary or an  
estate or trwt. his proportionrite sbnre of such t ax*  of rhe Imt-tner- 
ship or the estate or trust pnld or n a m e d  clurtng the taxable yenr 
to a fnrclpt cfiilntrg or to any POS:ieSSloIl of tlie Uiilted Btutes, a8 
the ca8e may he. 

(b) Limit on credit.-Tlic iiinaiint of the cmllt t nkw uiic:cr tliln wc- 

OF U N I T E D  STATES. 

(3)  ALIEN PKSIDEST OF WIIITXD STATE.. .--I11 the Cnw! Of a n  nllCn 

( 4 )  ~ ' A ~ S ~ l I I l ' ~  AN3 KETAT&W.-h tllC CllW Of nlly silCh illdi; 

tion sbull be mliject to ench of thc fo!lowlng llmitntlonu: 
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(1) The aniount of tlic crcd!t In renpcct of the tox paid or 
nccrucd to nny coiintiy ehull not rxt*ectl the mnic proportlon of the 
tax ngnlnst wlilcli such crvtllt Is tnlicw, wlilq-li the taxpayer's net 
Income frcm 8ources w l t h l i i  such ccuutry beiirs to his entlre net 
lncoine for the sninc turnblc yrnr; and 

(2) Tlic totnl iiinotitit of thc? crcillt gh!ill not crcced the some 
proportlon of the tux iignlust whlcli nucli crccllt 18 tnken, wliicli 
the taxpayer's iict lilcoinc froiu sourcrs rl thout the United Stcites 
benrs to h h  ciitlre iiet Iii(oiiie fqr tlic wiiiie tcimble ycqir. 

( 0 )  Adjuatmenta on payment of accrued taxea.-Ii iiivrurd tcises wlieii 
pal11 dldler from the ainmits clulmetl nH cwcllts by the taxliuycr, or I t  
nny tux paltl la rrfundod 111 whole or 111 liart, the tiixpnyer sliull uotlfy 
the Comiulwiloner, who ehiill rccletcrmIilc the ciiiiouiit of the tox for the 
rear or yrars nffwted, und Ihe uinouiit of tnx due upoii such retleterinl- 
iintlon, If nny, shall lw 1ialtl by the tnxiinyer tilion iiotlce niid dcinund by 
the collector, or the ninourit o l  tnx overpnid. If triiy, eliall be ci-edlted or 
refunded to tho ttixpnyer In nrcordnnce with tlie provlwloiis or seetlon 
82. I n  the cnw of nucli II lox nccruetl but iiot iinld, the ('omuilssloiicr 
8 s  a coiiclltlou precedent to the alltwniit~e of tlilr credlt may reqiilrc the 
tarpnyey to glrc B bond with surrtlrs siitlnftirh~ry to niid to be approved 
by the. Coininlasloncr lii such Bum (is (lie ('oniiiilvsloner mny requlre, 
coridltlonrd iipon the pfllUit!nt IJY the tiixlio.\'er of niiy uiuouiit of tux 
found diie upon aiiy vucli reiletcriiiliiutloii ; uiid tlie bond lirrcln pre- 
scribed eh1111 coiituln rucli fiirtlier contiitloiie ns tlic 'Couiiuiwloncr may 
require. 

(d )  Year in whloh oredit taken.--The credlta provldccl for in thls 
sectlon iiiiiy, tit tlie opt!clii of tho tnxiiuyer arid lrrcslirctlvo of the 
method of iiccouutlng enlp!oycd In krrlillig hle books, be tokeii 111 the 
yeur In wliicli the turps of the l'orc4yii country or the pwwwnion of the 
Uulted Bttites accrucd, EubJcct, Iio\vevcr, l o  the coudltloiitj prescribed In 
subscctloll ( C )  of t l i h  Declloll. If thc tUXiiu)t!r c*lects to take such 
credits hi the yeoi' 111 wlikli  tliu t U X r f I  of llie fore~gii country or the 
~ios~euslon of the Uultctl 8tIItCM uecrued, the credlts for nll subsequent 
yerirs ahnll he tulmi upou the snme busls, iiiid no l)ortloii of any such 
tnxes ~ l iu l l  I)c iillowed ns  u deductiou In the same or uny succeeding 
yeur. 

(e) Proof of credita.-Tlie credits provided Ill  1h:a scctloii sliull be 
nllo\vcul only If the tnxiuyer estublialies to the xutlsfiictloii of .the 
Comrnlssioner (1) the totul oinouiit of Iiicome dcrlved frcln sources 
without the Uulted Stiilc!w, deteirnlnc*tl UH lirovltled 111 Eectlon 110, (2 )  
the aniouiit of liiconie dcrlvcd froiu ciich couiitry, tlic tux ~ u l d  or 
nccrucd to wlilch la clu:iuetl 11s n cretllt under this aectloii. such nioount 
to be detrrmlncd under r u l ~ e  uiid r( '~lllIlti~ll8 lircscrlbetl by the Cum. 
mlssloiic*r wltli tlic iililirovul o[  the! Sccwtury, uiid (3) all other Iiiforuin- 
tloil ncvessiiry for  the verltlcntlon oiid couiliututlon of aucli credlta. 

( f )  Taxer of foreign mbsidlary.-h'or tlie purl~oscs of tlila section a 
tloluestlc corpcirntloil whh!h o \ \ l l W  U 1Ilo.lt~rlty of 1 he Toting stock of 
a iorrlgii coryornt~oii from wh1c.h It rrrclvcs dtvidcnds (riot dccluctil,lo 
iindcr sectlon 23(p>)  I n  niiy tiisiible ycnr xliull be tleemed to Iiiivc paid 
the snnie prolmrtlon of noy Income, wiir-liroflts, or exceau-proflts tnxes 
p l d  by E U C ~  forelgu corlioriillon to iiliy fol't?igii c40untry or to uny 
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yussesslon of the U n l t d  States, upon or with respect to thc necwnu- 
lated profits of such fnrelgn corimntlon from which siicli dlrltlenda 
were paid. ivhlch the amount of such dlvldenclw bears to the ulnouiit of 
such nccuuiulnted profits: Proeidcd, Thnt the iimount of tnx d~wncd 
to huve been puld under this subectlou Rhnll Iii no caw exceecl the 
mme proportlon of the tux ngolnst ahlcli credit I s  takeu wlilcli the 
amount of such dlvldends k u r s  to tlic nmount of the entlre net 
Income of tbe domestlc mrporutlon lu wlilch such dlvldencls a re  
Included. The. tcrxu ** accumiiltited protlts " when osetl I n  this s u b w -  
tlon In rcfereiice to a forelgn corpuriitlon, uicnnu the umouiit of Its 
giilns. prc.flts. or lnronie In cxcess of the Income. war-protks. and 
excess-profits tosen lmpnsed upnu or with resprct to siich profits or 
Income; and tlie Cornmissloner wllh thc opprornl uf the Recretary 
6hnll hnre full power to determlne from tlic accumulated proflts of 
what yenr or j ea r s  such dlvldends werc puld ; trentlng dlvldeiids 
pold bi tile nrst slxty dujn of nriy j ea r  nn lin\Inp been paid from the 
ncmnuleted prollts of the precedluy year or yeam (unless to 111s 
mtIefoc?lon shown othcrwlr).  niid In othcr rwpecta treatlug dlrl- 
(lends 08 havhg been puld froui the most recently acculnuliitecl 
piilns. prolltr, o r  eurnlugs. 10 the cuae of a foreign mrpru t lon ,  the 
Incoinc. wur-profits, uud ercetjs-profits tarem of whlcli arc cleterlnlued 
OII the basis of a n  uccountlng period of lcee tliair one yew, the word 
"yeor" UA uacd 111 ilils subsection nhiill hc ronstriwtl to incaii nuch 

(g) Corporation# treated ar !orelgn.--Wor the purl- of th is  scctlon 

(11 A corporntloii entltled to the Iwnelltn of nectloii 261, by 
reosou of rccelvliig o large percciitogc of Its gonn liiconir froni 
noui'Ces wlthln a possesalon of tbc Uolted Notea; 

( 2 )  A corporation orgunlzed under the Chlnn Trndc Act, I=, 
and cntltled to the c r d l t  provlded for In sectlon 261. 

E 
P accouiitliig perlod. 1 .' 

tho follou lug corportitlims elinll be trcuted ns forclgn corporiitlons : 1' 
i 
t 

ART. 601. Analyst of oredit for taxec.-Where tlic tnryuger eignifiea 
in liie return his desire to claim a credit for taxes, the bnsis of euch 
credit, in the case of a citizen of the United States, whether resident 
or nonresident, and in the cam of a domestic corporation, is a9 

follows: ( a )  The amount of any income, mar-profits, nnd esce98- 
profits taxes paid or accrued during the tnsublo yenr to any foreign 
country or to any possession of the United Stntes; and ( 6 )  nn in- 
dividual'e proportionate share of any such taxes of a partnership of 
wliicli he is a partner or of an estate or trust of which he is a bene- 
ficiary paid or accrued during the taxable year ta a foreign country 
or to any possession of thc United States, as the case may bc. 

I n  the case of an alien resident of the Unitcd States who signifies 
in hie return his desire to claina a credit for such tuxes the basis 
of the credit is 08 follows: ( a )  The amount of any wich taxes paid 
or accrued during the taxable year to any possession of the United 
States; (a) the amount of any such tnxes pnid or accrued d u r h g  the 
tnxable year to any foreign country, if the foreign coiintry of which 
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siidi ulicn residcnt is a citizcn or siibjcct, in ipiposing such tnxes, 
allows ri siniilur credit to ritizciis of tlie Unit Stntes residing in 
ptic‘li c~)iintry; n i d  ( c )  his 1)rtil~oi’tion:itc slinre o P any cjuch taxes of a 
piirtiiersliip of wliirli lie is n partiicr or of nil  esqbtc or tiwst of which 
Ilc is n bcncficinry pnid or ;iccriiccl during the itnsable J C A ~  to any 
forcign country, if tlic forcigii cnuiitry of wliicb siicli nlien resident 
is a citizcn or siibjcct, in  iniposing sucli tuscs, n[lows a siinihr credit 
to citizens of the Uiiitcd Stntcs residing in suc.11 country, or to any 
possev,ion o f  tlic Uiiitcd States, ns tlic rase mny be. 

It! u taslqvcr elects to chiin* n cwtlit for tiisds, sucli election will 
be ronsi~lcrctl to ripply to incoinc, war-profib, and esccss-profits 
tiiscs pd’d to nII ioreign countrics nnd possessions of the Uliited 
Stntcs, n i i d  110 portion of :illy wcli tiiscs shnll be nllowcd as a deduc- 
tion from giws inconic. 

A citizeii of tlic United Stutev or n donicstic ‘corporation cntitlcd 
to tho benefits of heclioii 251, or a C‘hinrr Trade Act corporntion, is 
not nllotvcd nny of the credits provided by section 181, 
ART. flW. Meaning of terms.-Tlic “ tinloillit gf any incoinc, wnr- 

prolits, niiil cscess-profits tnses pnid or accrued during the tnxnblo 
yciir ” Iiicnns (uses propcr (no credit Lcing given for nmounts rcprc- 
scntiiig interest or penalties) puicl or accrued during the tnsuble 
genr 011 beliulf of tho tnspnycr cliriining credit. “ Foreign country ” 
nienns any foicign s h t e  or political subdivision thereof, or niiy for- 
eign politicid cntity, wliicli Icvics nnd collects income, vinr-profits, or  
rsccss-profits tnscu. “Any posscs4oii of !lie United Stntc3 ” includes, 

’niiiong otliers, Pucrto Rico, tlic I’liilippines, nncl the Virgin Islands. 
But see scctioii 251 nnd urticlc 1192. A s  to the meaning of “ sources,” 
beo scction 11‘3. 
, ART. 69.7. Conditions of allowance of credit.-V’lierc tho taSlJtIyCr 

sipifics in his retorn his clcsire to cliiiin crctlit for income, war- 
profits, or csccss-profits tiiscs paid otlicr t h i i  to tho Unitcd States, 
the iiicoiiie ta r  return inust bc accoiiipniiitd by Form l l l G  in tho 
case of an indiridunl, and by For111 1118 iii thc! C I W  of a corpor:ltioii. 
The foriii niiibt be carefully filled in witli 1111 the information tlicro 
cnllctl for and \villi tho cnlctiliitioiis of crctlits thero indicated, and 
niust be diily signed end sworn to or uifirmed. Wlicn cl‘cdit is 
souglit for tuscs nlrcwrly paid the forin iiiiist have nttuched to it 
the reccipt for cncli such tux payment. When credit is souglit for 
tascs accriicd, the forni iiiust IMVC nttaclied to it tlic rcturn on 
which cnch such nccrued tnx was bnsed. This receipt or rcttirn 
so attached must k citlier the original, a ilriplicnto original, n duIy 
certified or nut1iciitic:itecl copy, or ii s~vorii copy. I n  cilso only n 
sworn copy of n receipt or re t~irn is attached, tlierc must be lcepf 
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rcullily iidlulb!tb for conipnriwii on rcipwt tlie origiiiul, tk clupli- 
cntc origimil, 0 1 ’  n tlrily wrtifictl or iiiitlicwtic*atctl copy. \\’ticre 
tlie rcceipt or the rctuni is in r fore:gii lnngii:igo, n certified trnss- 
liition tlrereof nru-t be fiiriiislietl by the tnxpnpei*. Aiiy utltlitioiral in- 
fornintion ncc(wiry for tlir tlctcrniiiiation uii(lcr *(vtion 11!) of tlio 
:iiiiniint of i i icwic tlcriwtl f r m i  ~ o i i r c w  wittio:it tlrc I 7 i d r t l  Staitci 
ruitl froin encli foreign coiiiitry slinll,. iipoii ttic nqiicbt of t h t *  (‘om- 
missioner. be fiiriiiclirtl 1)y tlrc tiispaijwr. 

I n  the cnse of u credit soiight for :I t u s  ncwiiztl biit iiot lmid, tlic 
Coiiiii~issiorier niiiy rcquirc~ ns n cwditioii prccedeiit to tlic rillow- 
iincc ( J f  cl*cdit II boiirl froiii the tiisp:ipr in iiiltlitioii to Form 1ll~i 
or 1115. If s ~ d r  a bold is rcqi~ired, FOriii 1117 dinll 1)1! iiseil by 011 

intlirLliia1 a n d  Foriii 111’3 by IL ror1)oriitioa. It s l in l l  be iii siich 
himi us the Coiiiinibsioiicr iiiiiy prcwri!,~; iiiii1 h h l l  be rontIitioiicd 
for tlie pnynit’nt by tlie tatspgcr of m y  U I I I ~ J I I I I L  of tux fo i in t l  due 
upoii uiiy retletei minntioa of ttic tus niiitlc nrwsaury by hitch wetlit 
proving incorrect, with such furtlirr coiitlitions nh the Commission- 
rr iniiy require. This 1)oiitl shall be csrcutctl by tlie tuxpayw, 01’ 

Y the ugwt or 1-rpscntntivc of  tlic tn6spiiycr, as lwincipul, nntl b 
sureties sntisfiictory to and approved by t tic. Coiiiinissioiiw. (&c 
also section 1126 of the Revenue Act of 1926.) 

For rretlit where tnses are pnid by n forcigii corporution controlled 
by a doiiabtic corporntion, sce nrticlc 697. h vliiiiri for vretlit i n  sucli 
n case is also to IIC made on Form 111H. Scc iirtic.l(* (D(i with rchf- 
crence to tlie ontion grnntcd by section 131 (ti). 

AI~T. 69 4. Redetermination of tax when cre3it proves incorreot.-ln 
case credit has becn given for taxer nccruc(1, or 11 proportionnta dinro 
thereof, niid the itiiiount that is rctin~lly ]>aid oil nccount of hitch 
tHxcs, or n proportionnte shnrc thcvrof, is no t  the hiirnc tis tlic siiioiliit 
of siidi credit, or in caw nny tax payiiieiit crcditeil is refriiiclril i i i  

W ~ I U  or in part, tlic tnspryer shall iimwtliutcly notify tho Coiii- 
niissioiier. The (!ortimissioner will tliereiipoii retleteriiiino tlir 
aiiiouiit of the invome tnx of such tnspaycr for the p a r  or ycrirs 
for ahich such incorrect credit was grnnttvl. The  uiiiount of tiis, 
if  nng, duo upon such redetcrininrition shall lw  pic1 by tlic tnxpnycr 
qmi notice nnrt tlcinnnrl by the collector. Tlie airioiint of tax, if 
any, ~ ~ l ~ \ \ - i l  by such redeterininntion to  1mve k c n  overpnicl shnll be 
credited oi’ refunded to the taupnyer iii accordonre with tlic provi- 
sions of section 322. (See articles 12514257.) 

h t T .  G9.5. Countries which do or do not Eatisfy the dmilar credit re 
quirement.-A coiintry satisfies the Fiinilnr-credit requirement of sec 
tion 131 (a) (3) of the Re.rciiiic Act of 1032, either by allowing 
to citizens of the United S t u t a  residing in such country a credit fm 
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the amount of inconic tascs paid to the Unite? States, or, in impos- 
ing such tases, by esempting from tasation tho incomes received 
frcin sources within the Unitcd States by citizens of the United 
States rosilling in such country. A country dops not satisfy the sim- 
ilar credit requirement of section 131 (a) (3) yf the Revenue Act of 
1932, if it does not allow nny credit to citizen4 of tho United States 
residing in such country for the aniount of inqpme tases paid to the 
United States, or if such country does not iiiipose nny income taxes. 

ART. G0G. When credit for taxes may be taken.-The crcdit for tnses 
provided by section 131 (a) may ordinarily be takcn either in  the 
return for the yenr in which the tnxes accrued or in which the tasea 
mere paid, dependent upon wlicther the uccounts of tlie tnxpayer are 
kept and his returns filed upon tho accrurl basis or upon the cash re- 
ceipts and disbursements basis. Scction 131 (d) nllows tlic taxpayer, 
at  his option and irrespective of the iiictliocl of accounting employed 
in lteeping his books, l o  take such credit for taxes as niay be nllownble 
in the return for the year in which thc tascs accrued. An election 
thus made under this section or under section 232 (c) or 238 (c) of 
the Revenue Act of 1924 or 1026, or under section 131 (d) 0: the 

,)Revenue Act of 1928, must be followed in returns for all subsequent 
yenrs, and no portion of any such tnxcs will be allowcd as a deduc- 
tion from gross inconie for 1932 or any subscqucnt taxable year. 

ART. 697. Domestio corporation owning a majority of the stock of 
foreign corporation.-In the cam of u doniestic corporntion which 
owns a mnjority of tho voting stock of a foreign corporation from 
which i t  rcceivae dividends (not deductible under section 23 ( p ) )  
in any taxable year, the credit for foreign tuses includes not only 
tho inconic, war-profits, and excess-profits taxes paid or nccrued 
during the taxable yenr to any foreign country or to any possession 
of tho United States by such doincstic corporation, but also income, 
war-profits, and excess-profits taxes deemccl to have becn paid do- 
termined by taking the same proportion of any income, war-profits, 
and cxcess-profits taxes paid or accrucd by such controlled forcign 
corporation to any foreign country or to any possession of the 
United States, upon or with respect to the accumulated profits of 
such foreign corporntion from which such dividends were paid, 
which tho amount of any such dividends received bears to tlie aniount 
of such accumulated profits. The amount of taxes deelned to have 
been paid is limited, however, to an amount which shall in no case 
excoed the same proportion of the tax ugainst which the credit for 
€oreign taxes is taken, which the amount of such dividend3 bears 
to the nmount of the entire net income of the domestic corporation 
in which such dividends ‘are included. I f  dividends are received 
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from more than one controlled foreign ,corporation, the limitation 
is to be computed separately for the dividends received from each 
controlled foreign corporation. Where the credit for foreign tuxes 
includm taxes deemed to havc bee11 paid, the tuspager must famish 
the same inforniation with respect to tlie taxes deemed to have been 
paid as it is required to furnish with respect to the, taseg.actuully 
pnid or accrued by it. Taxes paid or accrued by a contrplled foreign 
corporation are deemed to have been paid by tlio domestic corporr- 
tion for purposes of credit only. 

ART. GOY. Limitations on oredit for foreign taxer.-Tlic umouiit of 
the iiichne and profits taxes paid or accrued (including such taxes as, 
in accordance with the provisions of section 131 ( f )  and nrticle 607, 
are deemed to have been paid) during tho taxable year to each 
foreign country or possession of the tinited States, limited under 
section 131 (b) (1 )  so as not ,to exceed that proportion of the tax 
against which credit is taken which the taxpayer’s net iiicomo from 
aources within such country or possession bears to liis entire net 
income for the same taxable gear, is the tentative credit in respect of 
the taxes paid or accrued to such country or posscssion. Tlic sum of 
these tentutive credits. limited under ection 131 (b)  (2) so ns not to 
exceed tlie same proportion of the tax against which cred:t is taken 
mliich the tnxpnyer’a net income from murces without tho United 
Stutes bears to his entire net income for the snme taxable year, is the 
amount allowable as a credit agaiast the income tax under Title I for 
income or profits taxes paid OF accrued to foroign countries or 
possessions of the United States. 

The operation of the limitations on the crcdit for foreign taxes may 
be illustrated by the following examples: 

Eeumple (1 ) :  In 1984. A. a citizen of the IJnited Statcs, had a iict 
income froni sources within the Unlted States nmnunting to $ 5 0 . 0  
and a net income from sources witliin Great Britain of $25.00. 
He is entitled to n personal exemption of $1,000. The credit for 
foreign taxes allowable to A is $8,950, computed as follows: 
Income from awrccs wlthln the Uulted States _____-_________________ $50. OOO 
Income Croui source8 wlthln Qrcat Hrltain ___________________________ 2L). UUO 

Totnl net income ____________-___________________ ?&00 
17.910 
6.250 

6,870 

1 

Unlted Slates income tns on $73.000 -_______________________________ 
Brltlsh Income and grotlts case8 ---- - _______________________________ 
Liultatloii on Brltlah lucome aud profltn taxes under section 181 (b) (1) 

26,000 
and (2) to deternillic crecllt (75,p@jof $17,910 _________________ 

Credlt for Brltish liicolue niid proflts taxes (totnl Brltleh lnconie and 
profits tares, reduced In occordnnce a l th  the llmltatlona under eee  
tion 131 (b) (1) and (2))_-___-----___________--_-----___-______ 6,970 

) 
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Limltatlon on sum of tciitntlre crecllts undcr uectl,)n 131(b) (2) to 
determine credit (gSoo0 of $45,375) - -___- -_____________________ 17,876 

330.0m . ,  
Totnl ninount of crcdlt allowable (sum of tentatlve credlts reduced In 

awordnnce wlth tlie llniltntlon ulider scctlon 131 (b) (2) )----------- 17,876 
SEC. 132. PAYMENTS UNDER 1928 ACT. 
Any amount paid before or after the ennctlnel~t of tills Act on nc- 

count of tllc tax hlPoSe(1 for n flscal rear  bcglnning In 1031 and cnd- 
In:: In 1032 by Title I1 of tlic lievenue Act of 102s shall bc crcdltcd 
toward the pnymeiit of tho tnx Imposed for such flvcul year by this 
Act, and if tllc flmount so pnld cxccedfl the illiio~iit of such t a r  1111- 
posed by this Act, the excess slinli be crrvllted or rclonded in nccord- 
aim with thc provlalolls of section 322. 

SUI’I’LEUEXT h R l Z T U B X 8  AXD PAYUEST 01’ T.\S 

LSupidemcutary to Subtliic n, Part V] 

SEC. 141. CONSOLIDATED RETURNS OF CORPORATIONS. 
(a) Prlvllege to  5le oonsol/dsted returns.-An amliatcd group of cor- 

parntlonu ahall, subject to tlie provisions of tlils scctlon, hiivc the prlvf- 
Icge of mnklng a consolld~~tetl return for the tusu1)lc ycar in Hcu of 
separate returi~s. The making of n convol1d;itcd return sl~ull  be upon 
tlie condltlon tlint pll tlic corporations whkh liiive becll melnbcrs or 
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the ufnllntcd group a t  auy t h e  during the taxable year for whlch the 
return 1s mnde consent to  a11 the rcgulatlons undcr subswtlon (b) (or, 
in case such regulatlons are not prescribed prlor to the maklllg of the 
return, then tlie regulations prescrlkd under section l l l ( b )  of the  
Iteveiiue Act of 1918 in so fa r  as not Inconsistent with t h b  Act) yre- 
wrlkd prlor to the making of such return; and the maklug of D con- 
soliated return sliall be colrsldered as such conseut. In tlie cnse of n 
corporatlon which is a member of the afflllatcd noup for a fractional 
part of the year the consollduted return shall include the Income of 
such corporfltlon for such part of the year us I t  is n member of the 
alfillated group. ~ 

(b) Begulations.-The Commlsnloner, with the approval of the Secre- 
tary, shull prewrlbe such regulatlons as  he may deem neccrvllry iu 
order tlint the tnx llablllty of an aftiilattxl group of coIprntlon8 muk- 
lug a consollated return nnd of each rorporatlon lo the goup, both 
durlng and ufter the perlod of anlllution, may be deteriulied, cum- 
puted, assessed, collected, and adjusted in sue% manncr ns clearly to 
reflect the income and to prevent avoldunce of trir llabllitr. 

( 0 )  Computation and payment of tax.-In any cuse In wlllcli u cotk 
Rolldatcd return la ninde the tnx shall be determlned, computcd, 
assessed, collected, nnd adjusted In accordance with the rebulntlons 
under subsection (b)  (or, in case such reguli~tlons are not prescrlbed 
prlor to tlie mnklug of the r eh rn ,  thcn the rcgulatlons prescrlbed 
under eectlon 141(b) of the Revenue Act of 1928 In so fnr am not 
lnconslutent with tills Act) prescribed prior to the date on whlch 
such return Is mnde: except that for the taxable years 1932 and 1033 
there shull be add8d to the rate or tax prescrlbed by sectlons 13(a), 
201(b), and 201(a). a rate of % of 1 pcr centum. 

(d) Definition of “aillliated ponp”.-As used .iu thls seetion an  
“aftillated gronp” means one or more ehalns of corporatlons connected 
through Rtock ownershlp wlth a coumon parent co iprn t lon  lf- 

(1) At least 95 per ceiitum of the stock of ench of the cwrpora- 
tlons (except the comniorr pnrent corporatlon) la own& illrectly 
by one or more of the otlicr corporations; and 

(2) The e‘omnion parent corporatlon own8 ilirectlp n t  least 011 
per cehtum of the stock of a t  leaat one of the other coqtoratloru 

As used In tbls subsection the term “stock” dom not Include uon- 
votlng stock whlcli Is l lmi td  and preferred aa to dlvldends. 

(8)  A conllolldated return sh1111 be made only for tlie domestic c u p  
ration8 wltlrln the nftiilnted group. An Insurance company nubject 
to the tax Impuacd by sectlon 201 or 204 shall not be Included in the 
same consolldatcd return wlth p corporatlou subJect to the tax Im- 
posed by sectlon 13, nnd an  lnsurance compnny nubject to tlic tnx 
imposed by scctlon 201 shnll not be lncludctl In the same consolldnte,d 
return with an lnsurnuce compuy subject to tlie tnx Imposcul liy , 
section 204. 

( f )  China Trade Aot oorporatiom.-A corporatlan orgunbed under the  
China Trndc Act, 1922, gllnll not bo deemed to be aftillatefl wltli any 
other qorpomtion wltlilu thc menning of thlv swtiou. 

Art& 698 Q 141 
148851 “-33-47 
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wlnpllrnce. wltli the nbovo requlrenrent. Such flduclary shall make 
oath (1) tliut lie has aultlcient knowledge of the nfhlra of the lndl- 
vldtlul, estclte, or trust for which the returu Is made, to euuble lilm to 
muke tlic return, atid (2) that tlie return IN, to the best of hiu knowl- 
~ulge and belief, true nud c-orrcvt. 

( 0 )  Law applloabla to fldueiarier.--bny flducli~i*~ requlred to make a 
return under thls title shill1 be hul)ject to nll tuc provlslone of law 
which tipply to lndlvlduuls. 

ANT. 741. Fiduciary returns.-Every fiduciary, OD at least one of 
joint fidiiciuries, milst malie a return of incomt+- 

( a )  For tlie individual whose income is in his charge, if the p o w  
illcome of such individiinl is $5,oO0 or over, of if tho net income of 
sucll individual is $1,0oc) or over if  sitiglc or if innrried Rlld not 
living with husband or wifc for any part of the tumble year; or if 
such individual is inarried und was living with husband 01' wife for 
niiy part of the tavablc Seer but iiot tit the close of the tavuhle ycnr 
and his gross income for the tnxnble ycar is $5,000 or over, or his net 
illcome is equal to, or in exrchs of, thr? credit nllowcd liiin by Hection 
25(c) nnd ( 0 )  (coniputcd without reg&Ird to his btntris ns head of 
R family) ; or i f  such individual is iiinrried and was liviiig with Iiuri- 
band or wife for the entire taxable year u1id tho uggivgutc grow in- 
come of both husband mcl wife is $5,(J00 or ovei, or the nggregnte net 
inconie of both husband nnd wifc is $2,600 or over; or if ciuch indi- 
vidual is married and was living with liubbiiiid or N ifu at  the close of 
the tnxnblo ycar but iiot diiriiig tlic entire ti~xnble yerr and tho aggre- 
gate gross income of both husband and mifc is $5,000 or over, or thc. 
uggregnte net income of both hasbnnd nnd wifc is equal to, or in 
uxccss o€, the credit allowoil tlieiti I)y scction 25 (c) and (e) (coni- 
puted without regard to the slutus of either of theni RR liend of II 

family), or 
(6) For the estate 01' trust €or which lic iwt8 if tho net incoine of 

such estate or trust is $1,000 01' over, or if tlic gross iiicoiiie of the 
estotu or trust is $5,000 or over, iugirrdlchs of tlio aiiiount of the net 
income, or i f  any beneficiary of sircli ehtato or trust is (L lionresidelit 
alien. 

The return in cuso ( u )  sliull bc on Poriir 1040 or 1040 A. 111 cum 
(b) a return is required on Fom 1040 with respect to any tnsiiblc net 
incomo of the estntc or trust coiiiputetl in uccordniico with section 
162 and a return on Form 1041 with respect to nny income deductocl 
under section 162 (b) or (c). If o portion of tlie income of tlic 
estate or tnist is retained by the fiduciary and tho remainder is 
distributable or distributed to beneficirries, both Forins 1040 and 
1041 will bo required. (See article 862.) See article 746 for returns 
in cnses wllcre i ~ n y  beneficiary is r nonresident nlien. I f  the net 

I 
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income of a deccdent from the beginning of tho taxable year t o  the 
date of llis death was equal to, or in excess of, tlie crcdit allowed him 
by section 25 (c) and (e). (computed without regard to his status as 
headof a family), or if his gross income for the smno period was 
$a,ooo or over, tlie executor or administrator shall make a return for 
biich decedent. (See article 295.) 

As to duties and linbilities of fiduciaries, see further section 312 
and article 1211. 

ART. 742. Beturn by guardian or oommittee.-A fiduciary acting as 
tlie guardian of a minor, or as the guardian or committee of an in- 
sane person, liaviiig a net iiiconie equal to, or in excess of, the credit 
allowed such person by Eection 25 (c) and (e) (computed without 
regard to the status of tlie minor or insane'person as head of a 
family), or having n gross income of $5,000 or over, must make 
a return for such person on Form 1040 or 1040 A and pay tlie tax, 
unless in the case of a minor the minor liimself makes a return or  
eause$it to be niade. 

For tlia purpose of detorminiiig the liability of a fiduciary to  
I ivnder a return under the provisions of the preceding paragraph in 
caws where the niiiior or the incompetent is niarried and was living 
with husband or nvife at tho close of the taxable year, it is the aggre- 
gate gross income or the aggregate net income of both husband and 
wife which is controlliug. 

ART. 743: Betnm where two trurts.-In the case of two or more 
1 trusts tlie income of which is tnsable to tlie beneficiaries, which were 
rrentcd by the same person mid are in charge of the same trustee, 
the trustee shall ninke a single return on Form 1041 for all such 
trusts, not~vithstanding that they may arise from different iilstru- 
inents. When, however, a trustee holds trusts created by different 
persons for tlie benefit of the same beiieficiary, lie shall make n return 
on Forni 1011 for each trust separately. 

ART. 744. Return by receiver.-A receiver s h o  stnnds in tho &cad 
of an individual or corporation must render 4 return of income and 

''pay the tax for his trust, but a receiver of only part of tho property 
of an individual or corporation need not. I f  the receiver acts for nn 
individiial the return slinll be on Form 1040 or 1040 A. When 

"acting for a corporation a receiver is not treated as n fiduciary, 
and in such a case the return shall be mnde'as if by the corporation 

' itself. (See section 52 and articles 891 and 3m.) A receiver in  
charge of the biisiness of a partnership shall render a return on Form 
1005. A reccirer of the rents and profits appointed to hold and 
operate a mortgaged parcel of real estate, but not in control of all 
tlio property or businless of the niortgagor, and a receiver in partition 

Art, 744 0 142 
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(See article 381.) 
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proceedings, are iiot required to render returlis of income. In  gea- 
eral, statutory receivers and common law receivers of all the property 
or business of an individual or corporation must make returns. (See 
also sections 147 and 148 (a)  and articles 81 11881.) 

Am. 745. Betarn for nonresident alien bene&ciq.-JVhere a citizen 
or residelit fiduciary has the distribution of the income of a trust any 
beneficiary of which is a nonresident alien, the fiduciary shall molw 
a return on Form 1040 B for such nonresident ulien and pay any tax 
shown thereon to be due. Unless such returr). is a truo nnd accurate 
return of the nonresident alien beneficiary’s income from all source9 
within the United States, the benefits of the credits and deductions 
to which the beneficiary is entitled can not be obtuined in the 
return filed by the fiduciary. If the 
beneficiary appoints R person in the United States to act as his 
agent for the purpose of rendering income tax returns, ‘the fiduci- 
ary shall be relieved from the necessity of filing Form 1040 B in 
behalf of the beneficiary and from paying the tas. In such a case 
the fiduciary shall mulco a return on Form 1041 and attach thereto 
a copy of the notico of appointment. If tlie sole beneficiary of an 
estate or trust is a nonresident alien and Form 1040 11 is tiled by 
the fiduciary, the filing of Forni 1041 will not be required. If tliere 
are two or more nonresident alien beneficiaries, the tiducinry shull 
render a return on Form 1041 and also a return on Form 1040 B for 
each nonresident alien beneficiary. 

Am. 716. Time for filing return upon death, or termination of trnnt.- 
After his appointment and qualification, nn executor or adminis- 
trator niay immediutely file a return for tlie decedent without wait- 
ing for tlie close of thc taxable year. Upon the completiori of the 
administration of a n  estate and final accounting, an executor or 
administrator niuy inmediately file a return of inconie of tho estate 
for the tuxable year in whicli the adiniiiistratioli was closed. 
Similarly, upon tlie termination of a trust, the trustee rnny immedi- 
ately mako a return without waiting for the close of flie taxable year. 
Any income return required to be filed for a decedent, or for tlie year 
in which an estate is closed or IL trust terminated, is due on tho 
16th day of the third inontlt following the close of the taxable 
year during which the decedent dies, tlie estate is closed, or tho 
trust is terminated, which date shall also be tlie due date for payment 
of the t n s  or the first installment thereof if payment is made under 
the provisions of section l iG (b). The payment of. the tax before the 
.end of the taxable yeur in sucli circunistnnces does not rolieve tlie 
toxpayer from liability for any additional tas found to be due upon 
income of the taxable year. 

(See sections 215 and 251.) 

(See furtlier article 1081.) 

(See sections 57 and 272.) 
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The domiciliary representative is required to include in the return 

rendered by liini as such domiciliary representative the entire income 
of the estate. Consequently the only return required to be filed 
by the ancillary representative is on Form 1041, which shall b 
filed with the collector for his district nnd shall show the namo 
and address of tlie ~Joriiciliary representative, the amount of gross 
income received by the nncillinry representative, nnd tlie decltictions 
to be claimed ngaiiist such inconie, including airy amotint of income 
properly paid or credited by the ancillary representative to any 
legatee, heir. or otlicr beneficiary. If the ancillary representative 
for the estate of a iionreuident alien is a citizen or resident of the 
United States, and the domiciliary rcpresentutive is a nonraident 
alien, such nncillarp representative is required to  render the return 
otherwise rcqiiired of tlie cloniiciliary representatire. 

SUPPLEMENTAL PBOVISIONS 

SBC. 143. WITHHOLDING OF TAX AT SOURCE. 
(a) Tax-free covenant bond#.- 

Art. 746 
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holdlng agent on or beforc Februrlry 1 a slgned notice In wrltlng 
cloimlug the bencflt of the credltn provldcd In sectlon !25 ( c )  and 
(d )  : nor in the cnw of a nonresident &lien indlvlduul if 80 
provided for in regulotlons prescribed by tile Commlssioner under 
section 215. 

(3) INCOXQ op OBLIUOP ARII t)nLiom-Thb obligor shall not be 
allowed n deductlon for tlie pnyiueiit of the tax 1mrIOsed by tllh 
tltle. or any other tax paid pursuant to “the tcix-free coveunnt 
clnuse. nor shall such tax lu inclntled In t lk  grow income of the 
ob’lgee. 

(b) Nonreildent aliens.-All persons, la  whitever capc l ty  nctIllU, 
lnclutling lessees or mortgagors of renl or perwnrl prolwrty. tidudorlos, 
employers. and all ofecer8 and employees of the Uiilted Statw, having 
the control. recvlpt, custody. cllsposnl. or pilylnplit of interest ‘(except 
interest on deposits wlth perRon8 carrying nu tlia bnuklag buslnese pald 
to  perrtons not encaged In bnslnesR I n  the Unlted Rtuteq nnd not Iinrlng 
a11 omce or place of brlNlnes8 tlierelu). rent. clalnrles. trngew. premlums, 
nnnnltles. compcn~tlonn. remunerntlous. emolomenta. or other flxed 
or tleterminable annu111 or perlodlcal galns. iirollts. nnd Inraole. of any 
nonreeldent alleu hdlviduai. or of ouy yortncrshlp not eiiyugetl lu 
trade or business wltliln tlie Uuitetl Stnti% ontl not Iltlrll!g nny omce 
or p’nce of bURlneRll tliercln and rtimposctl 111 whole or In part of non- 
resldent allene. (otlier thnn Incouie recdvcd aH tllridends 01 the C ~ I I R R  

allowed (LB a credit by ecctlon 25(n) ) sliull (except In tlie ciises pro- 
vided for in kiubsectlou f a )  of this sertlon ontl except rta otherwise 
provided In rcgulntlims preacrlbecl by the ComnilRsliiucr untler wrtloll 
215) deduct and wttlihold froin RUrh nnnunl or perlodlcnl gninR. proflts, 
and incomo n tox eqnnl to 6 per ccntun: thereof: Prouidc d; That the 
Commiaaloner may authorize such tax to be cletlucted and witlilicld 
fcoru the lnterest upon any securltics the owners of whlcli we not 
known to the wlthholding agent. 

(a) Betarn and payment.-LCvery persou requlrecl to deduct nun wlth- 
nold nny tns  undcr tills xwtlon fihnll innlre rcturn thereof on or beforc 
march 15 of eucll Sear und dial1 on or before June 15. 111 lleu of the 
n n e  prescribed in nerllon 66. poy the tnr to the offlclal of the Unltetl 
BtPteR Oovernrneiit nuthorized to recclve it. Every such person in 
Irereby mnde liable for RUrh tux und Is liereby ludeninitieil ngnlnst tlio 
cialms nod dcmr\nds of  uny person Por the amount of any payiucuts 
made In errordance wtth the Iirovlelons of ti118 sect‘on. 

(d) Income of reaipient.-Income upon which nny tax la required tu 
be wltliliebl at  tlie nourre iiutler thls scrtlon ehnll be lncludetl 111 the 
return nf the reclplent of such Iucomr. but any amount of tax no with- 
held shall be c-;edlted ngninat the aniount of Income tux ne computed 
In eurli return. 

(e) Tax paid by reoip1ent.-If any tax requ:red uiider this ‘sectloo to 
be deducwd nut1 wItIiIie4d 1s pold by the recipient of tlie Income, i t  
shall not IJP re-collcYtrd from the wlthl~oldlt~g ngent: nor In bses in 
which the tor  1s RO paid elinll any pennlty be imposed Ulmn or collected 
Cram the reciylent iif the Income or tlic wltlil~oldlng,ngeut for fnlluro tn 
return or pay the Rome. unless such failure wns friiutlulent nnd for the 
purpose of evading payment. 

I 

. 

(f)  Refinds and credlts.--\\’liere there 110s been an overpnynient of 
tiis uudcr tliis sertlon nny refrind or crecllt innde under tlie lirovlslona 
of wctl(iu 322 sliull be niutle to tlie \rltl~lioldIng ngent unless the nluouut 
of sucli tnx ivns nctually wltiiiield by the ~vltl1111~1diiig agcat. 

(g) Xotwlthat:intling the provlsloiis of subsectloiis (11)  anti (b ) ,  the 
dctluctlm iind 11 Itliholdlug for ony perlod prior to tlic dnte of the enact- 

urn In lieu of the rntes of 13qi per centuni ond 8 per ceutum prescribed 
il iiient of tills Act shall be nt tlie rates of 14 per crntrim nnd 5 per cent- 

I i n  such subeectlons. 

ANT. 7131. Withholding tax at souroe.--mithliolding of a tns of 8 
per cent is rcqnircd in the cnse of fised or deterniinnblc annual or  
periodicnl inronie paid to n nonresident alien or to a nonresident 
partnership (we nrticle 1316) coniposed in whole or in part of non- 
resident alien indivicliinls. escept (1) income .from soiirces without 
the United States, iiicluding interest on deposits with persons carry- 
ing on tlie bunking business paid to pelsons not engnged in business 
in the Unitcd State? and not having any office or place of business 
thei-cin, (2) diviilends of a cliiss ullowecl as a credit by scction 23 (a), 
and (3) interest i i p ~ n  bonds (rr other obligations of n corporation 
containing u tns-frcc covenant. A tax of 8 per cent must be with- 
held from iiiterest on bonds or securities not containing n trs-free 
covenant where the owner is nnknown to the witliholding ngent, 
except where such interest reprcsents income from t,oiirces witlro~it 
the United Stutcss. For tvitlioliling piirposes the benefit of the 
reduced rntcs of norinnl t n s  iinpoml by section 211 (b) iipon tlic coin- 
pensation of nonresident aliens who are residents of Cunndn or 
Blesico limy be l”ariired only by filing claini therefor on Form 1115 
ns provided in nrticle 10’72. (See sections 119, 147, 212, 215, 281, 
233, 251 ( f ) ,  nnd 1111 (a) (7) and articles Gl-GSJ, 811-818, 10.11, 
1042. I ~ I ,  1072, 1101, 11~2, mid 113.1.) 

\~ithlielcl in the cnse of 
fised or detei~miiiitblc niiiiiiul 01’ periodical inc*ome (with the cscep- 
tioris stntcd ill the firkt pnrayrnlh of this article) ptiid to a nonresi- 
dent foreign corporation (scc article 1318). (See nlso section 144 
nticl niticlc i81.) 

For withlioliliiig i n  the case of divitlcirdw distribtltecl Ly n corpo- 
rntion orgnnizcd ~intlcr tlic Cliinn Trade Art, 1 ~ 2 ,  bee nrticlcs ’703 
and 1164. 

Withholding of n tnx of 2 per rent is requircd in tlie case of iater- 
tst piiid to an individuel or n partnership, tvhetllcr rosidait or non- 
resident (see nrticlc lals), or to n nonresident foreign corporation 
q)on bonds or btlier obligntioiis of domestic corporntions or ri.sident 
fo re ip  corporntioiis (see article 1318) contniliilig R tus-free covel~nnt, 
except tlint :f the liability assimed by the obligor in colinection with 

A tns of 18% per cent is reqitiretl to 

Q 148 Art. 746 g 148 
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such a covenant does not exceed 2 per cent of tlie interest, withholding 
is required n t  the rate of 8 per cent in the case of a nonresident alien 
or a nonresident pni.tnership conipoied in whble or in part of non- 
resident'alien individiials, mid, n t  tlie rute of 13% per ceiit in the case 
of H nonresident foreign corporntion. However, withliolding is not 
required in the cFe  of interest payinelits on sucb bonds or obligations 
of a domestic or resident foreign corporation qyalifying under section 
110 (a) (1) (B), if made to a nonresident alien, to n partnership 
composed in whole of noiiresident aliens, or t q ~  a nonres'dent foreign 
corporation. A nonresident foreign corporation having a fiscal or 
pnying agent in tlie United States is required $0 withliold a tax of 2 
per cent upon the interest on its tax-free covenaiit bonds pnid to u 
citizen or resident of the United States or a partnership any member 
of which is a citizen or resident. If the owiier of bonds or other 
ob'igntions of a corporation coiituin'ng a tau-free coventint is un- 
known to tlie withholding agent a tax of 2 per cent must be withheld 
from interest thereon unless tlie linbility ussinied by the obligor 
does not exceed 2 per cent of the interest, in whkh case withholding 
mu ,be at the rate of 8 per cent. 

1 3 thlioldiiig of the tax in the case of incwie paid prior to tlid 
eiinctiiieiit of the Revenue Act of 1932 (5 p. ni., cubtern standnrd 
time, June 6, 1'332) shall be a t  the rates of 5 per cent and 12 i J w  cent 
in lieii of the rates of 8 per ceiit and 18% per cent provided in this 
art cle. 

Uonds issued uiidcr a trust deed coiitainiiig it tux-free covenant 
are trtatcd as if they contained such a covenant. \Vliere neither tlio 
boiids nor the trust deeds given by tlie obligor to sccure them contnin 
a tas-free covonant, supp'einentnl ugreenicnts executed by the obligor 
corporatioii and the trustee containing n tax-free coveiiant which 
modify the originnl trust deeds to tlint mtent are of the snnie effect 
from the date of their proper execution as if t h y  had b m i  part of 
tho original deeds of trust, and the bonds from such date nrc subject 
to the provisions of saction 148 ( a ) ,  provided appropriate authority 
exists for thc mocljfication of the trust deeds in this mnnncr. Tliu 
ant1iorit.y must be contained in tlie original triist deeds or actually 
secured from the bondho1d.w. 

A debtor corporation having on issue of bonilh or other 6imilnr 
obligations which nppqints a duly authorized iigeiit to act in its 
behaif under the withholding provisions of the Act, is required to 
file notice of such appoiiitnient with tlia Coeiaiissionrr of Internal 
RevBnue, Sorting Section, Washingtoil, D. C., giving the IUIIIIO and 
address of the agent. 
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Where in connectioti with tlie sale of its property. payment of tlic 
bonds or other obligations of a corporation i8 asriiiiixl by the assignee, 
such assignee, whether an individual, partiiersliip, or corporution, 
must deduct and withhold such trxes as would be required to be 
withheld by the assigiior liad no siicli snle or trnnsfer been inadc.. 

A fiduciary is not required to withhold tnx and render n with- 
holding return with respect to incoiiic of n nonresident nlieii Ixnc- 
ficinry, ns a complete return thereof will be incladed in  Form 1040 n. 
(See articles 745 and 768.) 

I n  the case of corporate bonds or other obligations containing n 
tux-free covenant, the corporation paying a Federal tax, or any 
part of it, for some one else pursunnt to its agreement ib not ciititled 
to  deduct siicli pnynient from gross income on ally ground, nor sliall 
the tau 50 paid be included in the gross income of the bondiiolder. 
The amount of tlie tau niny nevertheless be claimed by the h n d -  
holder as a credit ngninst the total anlotint of tax due in accordance 
with section 143 (d). I n  tlie case, however, of corporate bonds or 
obligations containing an '  appropriate tas-free covenant, the cor- 
poration paying for some one else, pursuant to its agreement, n Stnte 
tax or nny tax other than n Federnl t a s  may dediict siicll prynient 
us inlerest pnid on indebtedness. 

. ART. 703. Fixed or determinable annual or periodicd income.4nly 
. fixed or deterniinablc anniinl or periotlictd income is subject to 
witliholding. The Act q)ecifically iiirliides in siirli inmile, interest, 
rent, Enluries, wages, lmiiiiunis, annuities, conipeiisntions, remiinern- 
tioiis, and enioluiiients. But other kiids of income 111- inciuded, 
nN, for inbtaiice, royalties. 

Iiiconie is fised when it is to bt p i t 1  in uliiotuitv ilrfiiiitely pre- 
clcteniiined. Iiiroiiie is deterininable vdiencver there is a basis of 
calculution by which tlic nmoiiiit to be pnid niny b nsccrtaiued. TIie 

* inroiite iieed iiot be paid uniiunlly if it is paid periodically ; that iy to 
eny, from time to time, whether or not nt regiilnr intervals. Thnt 
the length of time during which the payniciitu nre to be made may 

i k increased or diniiiiislied in nccorduncc witJi sonie one's will or 
[.with the Iinppening of an event docs not iiiake the payinelits nny the ' loss determinable or periodical. -4 snlesiiinn working by the niciitli 
forla coniiiiission 011 sales wliicli is paid or credited iiioiitlily receives 
detcrniinnble periodical income. The income derived from the snle 
in the United States of property, whether real or personal, is not 
Axed or deterniiiinble annual or periodical income. 

Am. i03. Exemption from aithholding.-~'itliliolding from inter- 
' &t, on corpcrate bonds or other obligntions containing a tar-free 
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246 INCOME TAX REQULATIONS 

.covenant shall not be required in the case of a citizen or resident if 
he fies with the withholding agent when presenting interest coupons 
for payment, or not later than February 1 following the taxable year, 
an ownership certificate on Form 1000 stating that his net income 
doesaot exceed his personal exemption and other credits allowed by 
section 25. (See articles 201-295.) To avoi inconvenience a resi- 
dent alien should file a certificate of resideqce on Form 1078 with 
withholding agents, who shall forward such ,prtificates to the Com- 
missioner with a letter of transmittal. ( S p  article 1026.) The 
income of domestic corporations and of resid t foreign corporation3 
ie free from withholding. No withholding f r , m dividends paid by a 
corporation eubject to taxation under Title I is required unless the 
dividends are treated as income froiii sources within the United 
States under section 119 and are distributed by a corporation organ- 
ized under the China Trade Act, 1L22, to- 

(a) A nonresident a+ individual other than a resiclent of China 
a t  the time of such distribution; 

(6) A nonresident partnership coniposed in whole or in part of 
nonresident aliens (other than a partnership nesident in China) ; or 

(e) A nonresident foreign corporntioii (other than R corporation 
resident in China). 

I n  the c w  of (a) and (b)  the rate of witliliolding applicable is 
8 per cent in the case of distributions made ufter the enactment of 
the Revenue Act of '082 (G p. in:, eastern stnndurd time, June 6, 
1932), and 0 per cent in the case of dirjtributioiis made prior to that 
time. I n  the case of (c) the rate of withholding applicable is 13sh 
per cent in the case of distributions made after the enactment of tlio 
Revenue Act of 1932 (5 p. m., eastern standard time, June 0, 1982), 
and 12 per cent in the ca6e of distributions made prior to that time. 
(See further sections 116 (.f) and 261.) 
AaT. 764. Exemption certiflcates of nonresident aliens.-Wlien the 

grow income of a non&&lent alien, which is derived from Bources 
within the United States, does not exceed $0,000 and, exclusive of 
dividends, is not in excess of the personal exemption of $1,000 (and 
the credit for dependents in the case of a resident of Canada or 
Mexico), an exemption certificate, Form 1002, may be executed and 
6led with the withholding agent, if any part of such grogs income is 
derived from interest upon bonds or similar obligations of a corpo- 
ration, whether or not such bonds or obligations contain a tax-free 
covenant. 

The withholding agent, upon receipt of the exemption certificates, 
Form 1002, should make proper rocord thereof on the retuined copies 
of Form 1012 (see article 768) and forward the exemption certificates 
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with a letter of transmittal to the Cominissioner of Internal ,Revenlie, 
Sofling Section, Washington, D. C., where they will be examined. 
I n  those cases in which the total income of the bondholder from 
sources within the United States is found to exceed $6,000, or, exclu- 
sive of dividends, to be in excess of the personal exemption (and the 
credit for dependents in the c u e  of residents of Canada and Mexico), 
the claim on Form 1002 for the benefit of the personal exemption ar-d 
such credit will be disallowed. A letter containing a list of the 
exemption certificates covering the claims disallowed and stating 
the reason fur their disallowance will be mailed to the withholding 
agent. This letter will also state the portion of the total tax assessed 
against the withholding agent on the basis of the annual return on 
Form 1013 (see article 768) to be abated by reason of the exemption 
certificates covering the claims allowed. A copy of the letter to the 
withholding agent will be forwardcd to the collector of internal reve- 
nue as the basis for the acceptance of an amount of tax less tlion that 
assessed. No portion of the $ax withheld from nonresident aliens 
should be released on the basis of the exemption certificates, Form 
1002, until such letter has been received by the withholding agent. 
The tax assessed on the basis of the return on Forh 1013 less the 
amount of tax to be abated 8.9 shown by the letter to the mithl~oldir~g 
agent must be paid to the collector on or before June 15. Where 
Forms 1002 are received after the tax has been paid, the taq shomn to 
have been overpaid shall be credited or refunded aa provided in 
sections 148 ( f )  and 822. 

The exemption certificate, Form 1002, properly executed, should be 
filed with the withholding agent a t  any time after the closo of the 
calendar year, but not later than May 1 of the succeeding year. Not- 
withstanding the fact that Form 1002 is filed, ownership certificates 
must be filed as provided in articles 765 and 767. 
ART. 765. Ownership certiflcates for bond interest.-The owners (ex- 

cept domestic and resident foreign corporations) of bonds or other 
obligations containing a tax-free covenant, issued by a domestic cor- 
poration, a resident foreign corporation, or a nonresident foreign 
Corporation hnving a fiscal agent. or a paying agent in the United 
States, when presenting interest coupons for payment 8hall file an 
ownership Certificate for each issue of bonds, showing the name nnd 
address of the debtor corporation, the n a m  and address of the owner 
of the bonds, n description of the obligations, the hniount of interest 
and its due date, the rate at  which tar  is to be withheld, and the date 
upon which the interest coupons were presented for payment. How- 
ever, ownership certificates need not be filed by a nonresident alien, 
a partnership coinposed in Fdiolc of nonresident aliens, or a non- 

' 
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rcstlcnt foreign corporntion in connecthi with interest pnynienrs 
on such bonds or siniilur obligations of u Joinestic or residelnt 
foreign corporation qnulifyiny uiitlcr section 110 (a) (1) (B) or of 
n nonrvsicletit foreign corporation. In  case of interkt 0x1 corporate 
bonds or similar obligations not containing 4 tns-free corennnt, 
issued by a doniestic or resident foreign carpohtion, othcr thiin n 
corporation qimlifying under section 119 ( a )  ( 1  I /  ( B ) ,  ownefship CCP- 

ti'ficntes are required i f  the owner of such bonds is a nonresident 
u I ien. a nonresident partncrshi p coin posed i n  hole or in part of 
noiiresidrnt aliens. or u nonresident foreigii corlt(ornt,ion. Ownership 
certiticutas are rrqiiired in the case of sucli bdintls, wlictlier or not 
coiitiiinirig u tux-free (*orenant. i f  tire owner is rhknown to the with- 
holdiiip! Hgrnt. Ownership wrtiticates iieetl not be filed in the case 
of intcwst pnyiiiriits on boiidn or siniilnr obl/pations of ti Stntc, 
Tri.ritory, or H I I ~  politicd hubdirisioii thereof, or the District of 
Coliinihin : or swurities issued iindrr the Imx%ions of tlie Federal 
Fnrin Lonii Act. or iindcr the provisions of such Act as anientled; 
or (lie ol)lipatioiis of thr United Stutes or its pyscssions. (See SCC- 

tion 'L'L ( t i )  ( 4 )  t i n i l  urtidrs 84-80.) O\~r!ersIiip ccrtiliciites are not 
required to kit1 tiIwi in coilneetion with intercst pnylncnts on b6ildu 
or sirnilfir oliligtitions issued by a n  intlivitl\inl or n pnrtnersliip, 
whrthvr or not . m * h  ohligirtinnr ennt:iin n tax-free corennnt. 

\\%en intrrest cniipoiis tletnchrd froni corporate boiids arc received 
unnc*com(mnied by owiiership crrtificwtes. iinlcss the owiier of the 
bonds is k i i o a r i  to the first hank to a l i i d i  the  coupons are preseiited 
for pqwirnt. nnd ihr I)arilt is siitisfiwl that the owiicr i n person wlio 
is not rrq,rired to tile nil omnrrsliii, c-ertificate. t . 1 ~  bnn !i shall rrqiiiiw 
of the puyre a stntcinent showirip the nnnie and nddress of thc person 
from whoin the coiipons w.c~*e reccivcd t)y the pnger, ond nllcgiiig 
thitt the owier of the bonds is i i t i l c i i o w n  to tlic p a p : .  Siicli stntc- 
merit shnll  lie forwurrletl to the  (?nniinissioiier with tlic inolitlily 
return on Forin 1012. The b!iiilc sliiill itlso rcqiiire the payee to 
prepure a certificate oii  lporiii 1001 ci*oasing out " owner " am1 iiiscrt- 
irig '' p n p e  '' and entering tlir r i i ionnt  o f  tlir iiiterrst oii Upc a, ant1 
€hall N I R J I I ~  or write ncross the fuer of tlic c:crtifie:itu '' Stotcinent 
furnished." ailding the nnine o f  the bank. 

Ownership ccrtiticnt.es are rttqiiirctl in coiinection with interest pny- 
lnents on rcgistered bonds us in the c'nse of coilpoi1 Iiontls, cxccpt tlint 
if  nwnersl:ip certificntes are not furnished by the owner of slicli 
boiitls, ownership ccrtifimtes niiist be pi'eparetl by tho withlinlding 
rlgsnt. 

ARr. 7f3G. Form of certificate for citizens or reaidente.-l:or the par: 
pose of article 565, Form 1000 slinll be iisctl by citizens or residents 
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of the United States (individual or fiduciary) , resident partneiships, 
and nonresident partnerships all of the nienihrs of which are citi- 
zens or residents, in connection with interegt payments received on 
bonds coirtnining n tar-free covmrnt. If siicli Iionds nre imsaecl by 
a nonmsident foreign corporation having a fiscal or paying ngent 
in'tlie United States, Form lo00 slioiild be indifiecl to show the nanlo 
and address of the fiscal agent or the paying agent in addition to 
the nanie and acltlres of the debtor corporation. The amount of 
inter& received on such bonds shall be entered on line 2 of Form 
1000, escept tlint in the casc of a citizen or resident the interest 
yhould b entered on line 1 if the net income cloes not excaed the 
personal exemption ant1 other credits nllowed by section 25. (Sf% 
articb 763.) 
' ART. 767. Form of aertiflcate for nonreiident alienr, nonreiident foreign 
oorporationr, and unknown owneri.-For the piirpose of article 705, 
Form 1001 shall be used in connectioii with interest payments on 
bonds, regardless of whether or not r11ch h ~ i d s  contnin a tax-free 
covenant, (a )  by nonresident aliens (hdivitlual or fiduciary), (6) by 
nonresident pnrtnrrships coinpo~d in whole or in part of nonresident 
aliens, ( c )  by nonresidcnt foreign corporntions, and (a )  where tlm 
owner is unknown. 

ART. 708. Return and payment of tax withheld.-Every withholding 
agent shull make on or before March 15 an nnnual return on Form 
1018 of tho t a s  withheld from iiitered on corprnte bonds or other 
obligations. This return rrhould be filed with the collector for the 
district in which the aitlilioldin~ ngcnt is locntod. The withholding 
agent slinll also iiinlte a monthly retnrn on Foriii 1012 on or before the 
20th day of the month following that for which the return is made. 
The ownership certificntcs, Forms 1000 and 1001, must be forwarded 
to the Coniniisrioner with tlie inontlily return. Such of tlw fornis 
11s report interest froin which the tax is to be vritlilield oliorild be listed 
on tlie monthly retiirn. \\'liila the fonns reporting interest from 
which no tnx is to be withlieltl need not bo listed on tho return, tho 
number of siich fornis submitted should be cntered in tho space 
provided. Where Worn1 1000 is nidified to show the name and 
address of n fiscal or paying ngeiit in the United States (qc article 
VX), Forins 1012 and 1013 shodd be likewise modified. 

Every person rcqiiired to Jecliict and withhold any tax from inconio 
otlier than such bond interest shnll mnlcc an nnniial return thereof to 
the collector on 01' before March 15 on Form 1042, showing the amount 
'& tnx required to be withheld for each nonresident alien (individual 
'or fiduciary), nonresident partnership 'composed in whole or in part 
of nonreAdeiit nliens, or nonresident forrign corporation to whiLh 
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income other than bond interest WRS pnid during the previous taxable 
year. Forni 1 O U  should be filed with the collector for the district 
in which the withholding agent is locnted. In every case of both 
classes tlio tax withheld must be paid on or before June 15 of ench 
gear to the collector. For penaltics nnd aclditioqy, to the tux attaching 
upon failtire to inalre such returns or bitcli pnyn ent, we sections 145 
and 291 nntl articlev 591 nnd 1211. 

ART. iG9 .  Ownership certificates in the case of1 fiduciaries and joint 
ownen.-lVlien fiduciaries have t,he control and custody of more than 
one estate or triist, and sucli estates and trusts hqic as assets bonds of 
corporations uncl other securities, R certiticute 04  ownership shall be 
executed for each estato or trust, regurcllcss of tho fact tliut, the 
bonds nro of the same issue. When boricls we owned jointly by two 
or more persons, R separate ownership certificate must be esecittecl 
in helinlf of each of tho owners. 

ART. 770. Return of income from which tax was withhs1d.-'l'hc etrtiro 
amount of the iiicoine froin which the tas  mas withheld shall be in- 
cluded in gross income without dediiction for s ~ c h  paynicnt of thc 
tns. Bitt any tau so ~vithlielrl shnll be credited ngn'nst thc total 
tax 11s computed in the tnxpryer's return. If the tux is paid by 
the rceipiciit of tho income or by the withholding agent i t  shall not 
bo re-collected from the other, regardless of (lie originnl liiilpility 
therefor, nnd in such event no penrltp will be assertcd against either 
perboil for failure to return or pay the tux wlicre no fruutl or purposo 
tn rvncle pnyinent is involvcd. 

1 

SEC. 144. P A Y M E N T  OF C O R P O R A T I O N  I N C O M E  T A X  AT 

111 tlic cnw 01' foielpii corpnratloiin P U I ) ~ P (  t to tnxntion iinder thls 
IItle not enangcd In  tratlc or biislncw wltliln the Unltpd Stntcn unil 
not having nuy ufHce or plncc of huniiirhs llrercln. there ntiiill bc 
deducted nud \\ ltlilicld nt tlic L)~IUI'W In rhe sumc iiiannw and uyuu 
tlic 8aiuc Items oP lucomc ns le provldrd lii bcctlon 133 II tax eciuul to 
12 per c e u t u ~ i  thereof In resprct or 1111 piiyniento oP Iiironir ninde be- 
fore the ruaclinerit of tlils Ar t .  arid equnl 10 13K per ccnruni thereof 
in rcspert of r i l l  pnyiiienty of Inmiie iiiude nfrcr thc eiinvtmeut of t h h  
Act. nnd Aueh tnx bliall br rerurncd und puld t i1  the tame mniiner 
nnd subJrct to thc same conditloue as ~irovlfktl in tliut scctlou : PI o- 
i i d t d .  Tlint In the cnse ot lntercst drsciibetl in bubaccticiii (11) of 
that sectlon (relntlng to tax-frcc covcnunt bowls) the clcductloii H U ~  
wlthholdlng shall be n t  thc rate s~)ecified In bucli subsectioii. 

SOURCE. 

ART. 781. Withholding in the case of nonresident foreign corpora- 
tionn.--In geiierul, with respect to payments to nonresidciit foreign 
corporutions (see article 1318) withholding is required of a tax of 2 
per cent in tho cam of interest reprcscnting income from soitrces 
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within the United States paid upon corporate bonds or other obli- 
gations containing u tax-free covenant except th;t such witliho!ding 
is required a t  the rate of 18% per cent if the liability assumed by the 
obligor does not oxceed 2 per cent of the interest.' Withholding of 
a tax of 18% per cent is also required in the case of payments of 
other fixed or detttrniinable auiiun1 or periodical income froin sources 
within the United States to nouresident foreign corporations, ex- 
cept dividends paid by a corporation subject to taxation iinder 
Title I other than dividends distributed by a corporation o r g a n i d  
under the Chinn Trado Act, 1922, to a nonresident foreign corporr- 
tion which is not u resident of China. In the case of income paid 
prior to the cnactuimt of the Revenue Act of 1932 ( 5  p. rn., eastern 
standard time, Jiiiio 6, 1982), witliholdiug is required at the rate of 
12 per cent in lieu of the rnto of 13% per cont piwvidrd in this 
article. (See also section 143 and articles 701-770.) 

As 110 withholding of tau on bond interest or otlrer iiicoine W 
requiivd in the case of n resident foreign corporation (RF nrticle 
li)18), 'the peixon paying such income should h notified by u letter 
from tlie corporation that i t  is not subject to the withholding pro- 
visions of tlie .&. The letter fi3m tho corporation shall contain 
tho address of its office or place of brisiness in tho United Stutcs, and 
be signed by nn officer of the corporation giving his nficial title. 
Such letters of notification shall be inimetliately forwarded by the 
recipients to tho Coniniissioncr of Intornnl Revenue, Sorting Src-tion, 
Washington, D. C., to bo csntnined. 

SEC. 145. PENALTIES.  

Iiy Iuw or regulutluiia i n ~ i d ~  uuder autliorlty therroi to ninlio II rctiirn, 
keel, n i i ~  rccortls, 01' supply niiy lnformntloii, for the purpose8 of tlic 
computntioi!. nsscsmcnt, or collcctlou of niiy tux Imposed by thle title, 

records, or 8u1iply biicli Infonuntion. nt the IImc or tlmes rcquired by 
Iuw or rcgiilntloiis. ~ 1 1 ~ 1 1 .  111 nddltlon to otlicr penalties ~wovldcd by law. 
be guilty of a nilsdcmeilnor nntl. u p u  convlctlon tlicreof. IK? flocd not 
inure iliiiii $1O.O(x), or imprlsoncd fcr ngt iiiorc tlinn ouc yew, or both, 
togellicr wltli tlic coats of prObCCUt~Oi1. 

( I ) )  Aiiy [ ~ c r m i  rcqnlrcd uucler llila lltlc to collect, nccouat fur. and 
yqy over riuy tux lmposctl by L l i b  tltlc, who wlllfully fiille to collect or 
trnl&hlly account for nud pay over snch tnx. nnd nny person who vllb 
d l j ~  ntter~)pla In nny munner to crnclc or dcfent nuy tax Imposed by 
thls t l t l i  pr tho ynymrnt tlicreof. slin!l. In nddltlon to other penaltits 
p w v i d ~ d  by law, bc giillty of a fc1ou.v niitl. uporr coiivlctlon tliereof. Lm 
flned iiot niorc 1b:iii $lO,OOO. or Iinprlsoned tor not more thnn flve ycnrm. 
or  l iot l i ,  togdlicr I\ It11 tlic c'orts of lirorecutlan. 

(U)  AUY pel'aou r c ~ l l l ~ c d  WidCr th ld  11llfl to PUy iluy tiix, uc r~%lulrcd 

Wllo \VlllfUlly fUlIH t t J  IJUY HWh tux. make BUCh WtUrll. keep Such 

1 

1 
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(c) The term Upei+soti” as usctl In t t l~Is sectlop lireludc*s an omcer 
or employee of u corporntloll or ti nicuibcr or emplo~ee of n ptrrtncrslilp, 
who as such ottlcer, emiiloyee, or mcniber is under 4 duty to  perform the 
act In respcct of \vblcli the V~Uht~Oll occnrs. , 

ART. 791. Penalties.-The penaltics providecl for in section 140 
can not be assessed but nre eiiforceable only by suit or prosecution. 
For linitations on prosecutions, see the Ac$/ of July 5; 1884, ns 
amended, and further aiiiended by section 1108 $f tlie Revenue Act of 
1932. 

r~ SEC. 146. CLOSING BY COMMISSIONER OF +AXABLE YEAR. 
(a) Tax in jeopardy.-If tlie Co~nn~lsslo~ier f l r i d  tlint a tuxpuyer d r  

slgiis quickly to depnrt from the United States or,  to remove htn prop- 
erty therefrom, or to concenl Iiimself or hls propdrty tiiereln, or to do 
any other act teudlng to prejudice or to render wh ’ lly or portly ineLTw- 
tuul proceedings to collect the tnx for the tnxcib:q year tlicu lnst past 
or the taxnble year then current unless such proccedhijis be broilght 
without tleluy, the Commlssiuuer siiull tleclure the tnxnble period for 
such taxpnrer immecllateiy terminated nncl ~ l i u l l  cnufie iiotlce of Filch 
flndlng and declarutlon to lie given the tuxtmyer, togcther wltii n 
demand for Immediate pnyment of thc tax for the tnrnble period ti0 

declared termluated and of the tax for the preceding taxable year or 
LIO much of such tax as Is unpaid, whcther or nut the time othcrwlsc 
nliowetl by Inw for fllltig return and paying the tax hns expired; rntl 
such tnxes shnll thereupon become Imniedlatelg tluc nnd iiayaiilc. I n  
any proceeding in court broi:ght to enforce varment of tnres made due 
and payable by virtue of the provisions of tlils aectlon the tlndinl: of the 
CommirJsloner, nade ns herein provlded, whc:tlrer niude after notice to 
the tnxpuyer or not, shall he for ail purposes prcsumptire evldrncc of 
the tnxpnyer’s design. 

(b) Security for payment.-A taxpayer who is not In defnutl I n  mak- 
ing nny return or paying income, wnr-profits, or excess-profits t n r  under 
any Act of Congress mny furnish to the L’rilted States, under rcgulntious 
to be prcscrikd by the Commlssloner, wit11 liie npprornl of’ tlte Styre- 
tary, security approved by the Cunimlsnloner thnt hc will duly ninke 
the return next tilereafter required to be fllcd nnd piiy the tnx next 
thereafter requirctl to bc puld. The Comniissicmr m y  nppnire and 
ncrept In like mttnner seciirlty for return anti Iinpmt.iit of tcixes mnde 
due nnd psynble by vlrtue of tlie pruvisluns of t l i i n  scction, prclvlcled the 
taxpayer bas paid in full ull  othcr Incomc, wnr-iircdltn, or excess-profltn 
taxes due from him under any Act of (!ongrcss. 

(0) Same-Exemption from 8ection.-If security Is tipproved mid 
accepted pursuant to the provlslons of this eccllon ant1 such furthcr 
or other securlty with ‘respect to the tnx or tuxes corrred thereby 1s 
given a s  the Commissioner shnll from time to time find nwessnry nnd 
require, pnyment of such tnxes shall not he enforced by any proceedings 
under the @rorlsions of this scctlon prior to the explrntlon of thc time 
otherwise nllowed for iinying such respective taxes. 

(d) Citlmnr.-In the cnse of n citizen of the Ijnltetl States or of a 
possesslon of the Unlted Stntcs nbout to depnrt from the Unlted States 

‘ 
’ i 

. 
Y 

’ 
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the Coinnilsbloner may, at hlu dlwretion, \\alve auy or all of tbe require- 
mentq plricetl on the taspryer by thls section. 

(e) Departure of alien.-No alien shall d e p r t  from the Uulted Stritecl 
unless be first iirocurcs from the collector or agent 111 charge u certlficute 
thnt he 11ns ciiluplled with 1111 the obligations lniuoscd upon him by lhe  
lncomc. wnr-profits, and excess-profits tax lawn 

( f )  Additlon t o  tax.-If a taxpnyer vlolntes nr attempts to vlolate 
tlils ~?ctlou there sliuli, In ndditlou to all other pnait.es, b6 atldetl a8 
pnrt of tlie tnx 26 per centum of the tutal amount of the tar or den- 
cieury Iii  tbe tnx, together with interest a t  the rate of 1 per centum a 
month from the tlme the tnx became duc. 

Aiw. $01. Termination of the taxable period by Commimioner.4ec- 
tion 116 provides thnt in the case of a taxpnyer who designs by 
immediate depnrtllre from tlie country or otherwise to avoid the pay- 
iiieiit of tlie tax for the preceding or current taxable year, the Com- 
misfjioncr may, upon evidence sntisfactory to him, declnre tlie taxable 
period for such taxpayer immediately terminated and cause the 
service upon him of a notice and demand for immediate pnynient of 
tlie tnx for tlie tnxal)le period declared terminated, and of the tax for 
tlre precedieg taxnble year, or so much of such tax as is unprid. I n  
suc.11 n cnse the taxpayer is entitled to the personal exemption and 
credit €or dependents, if otherwise allowable under sections 25, 214, 
and 281 (see articles 201-295 nnd lOGl), but such personal csemption 
and credit for dependents shall be reduced proportionately to the 
lengtli of tlie period for whicli the return is mnde. (Sec section 47 
and nrticle 871.) If suit is necessary to collcct a tnx made due ant1 
pnyuble by tho provisions of soctioii 146, thc Commissioner’s finding 
is prcsumptive evidence of tho taxpayer’s design. A taxpayer wlio 
is not in dofalilt in mak:Iig the returns or in pnyirig other taxes niny 
promre the postponement until the usual time of the pnyinent o r  
Cases wliicli lire or niuy be due pursuant to this article by depositing 
with the Coninii&mer United States boeda of n principnl ninoiiiit 
doiiblc the estininted uiiiount of taxes due for tho taxable period, 01’ 

by fiiniisliing h l l d l  other securities us m y  be approved by the Coni- 
iiiisiomr. (See section 1120 of tlio lleveniie Act of 1020.) 

-4licilu tlcptirt ing from the IJiiited States will be required to file 
rutitrns of iiicoine tin For111 1040 C and to obtnin ceitiflcutes of com- 
pliance with iiicoiriu tnx obligations froiii tlic collector or revenue 
agent in cliurgo. A cer t i l ide of compliance is attached to and made 
a pnrt of Foriti 1040 C. Aliens, whether resiclent or nonresident, who 
iiiteiirl to depart froin this country hhodd appcnr before tlie collector 
or revenue nyerit in clitirge for the district i n  whicli they reside ant1 
entisty all iiicoine tns obligiitioiis with respect to income received up 

n i d  including t lw ttilentlur month iiext preceding tl iut  of their 

Art. 801 9 146 
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intended departure. Upon payinent of such obligntions, or upon snt- 
isfactory evidence that no tax is due and payable, the collector or 
revenue agent in charge will issue a certificate of conipliance to the 
applicnnt. A properly esecuted certificate of koinpliance issued by 
the collector or revenuo agent in charge must be presented at  the pier. 
Aliens presenting theniselves a t  tlie point of departure without such 
certificates of compliance will be exnmined by internal revenue ofli- 
cers a t  that point, and such taxes as nppenr to bh due and owing will 
be collected. Citizens of the United States or bf possessions of the 
United States departing from the United Stnteg will not be required 
to procure certificates of compliance or to present any other evidence 
of compliance with income tax obligations. 

I f  a taxpayer violntes or attempts to violate the provisions of sec- 
tion 146, there slinll, in nddition to all other penalties, be added as a 
part of the tax 25 per cent of the tax cr deficiendy in thetas,  together 
with interest a t  the rate of 1 per cent a month fi-om the time the t a s  
becnine due. 

I 

SEC. 147. INFORMATION A T  SOURCE. 
(a) Payment8 of $1,000 or more.-All persons, In whatever cnpnclty 

cictlng, includlng lessces or iiiortgngors of real or personal property, 
flduclnries, niid employers. mnklng payment to enother person, of 
Interest, rent. snlarles. sngcs. premiums. nnnuitles. compensntlons, 
remnnerhtlons. emoluments. or otlier flxed or determlnable gnlns, 
proflts, and Income (other thnn pnyments descrlbed In seetlon 148 
( a )  or 140). of S1.ooO or more In any tnxabie year, or, lo the case of 
such payinents made by the United Stntes. the omcers or employees 
of the United States Iinving informntlon a s  to such pnynients and 
requlred to mnke returns lo regnrd thereto by the rcgulntlons Iiere- 
lnaftcr grovlded for. slinll render n true and nccurnte return to  the 
Coiniulbsloner, uiider such regulntions and In such form and mnnner 
and to such extent as mn.v be prescribed by hlm wltli the npprovnl 
of the Secretary, setting forth the nmount of such galns, proflts, niid 
l r c m e ,  and the nnme and nddress of the rcclplcnt of such payment. 

(b) Beturni regardlei8 of amount of payment.-Such returns may be 
requlrcd, rfgnrdless of nnrounts, (1) 111 the cnse of pnyments of Interest 
u3on bonds, morlgagcs, deeds of trust, or other slinllnr obllgntlons of 
coryoiatlons, niid (2 )  in the wse of collectlons of Items (not payable 
In the Cnltcd States) of luterest upon the Bonds of forelgn countriea 
nnd interest upon the bomb of mid dlvldends from forelgn corporn- 
tlons by persons undertnliing as a matter of business or for profit 
the collection of forelgn payments of sucli Interest or dlvidends by 
mcnns of coupons, checks, or bills of cxchunge. 

(c) Recipient to furnish name and addresr.--\Vllen necessary to 
mnke effective the provlslons of thls sectlon the name and addrese 
of the recipient of income shall be furulsl?cd upon demand of the 
person paying the Income. 
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(d) Obllgationi of United Water.-The pr0VfdonR of this section shall 

not a1)pi.v to the pnyment of interest on abllgatloas of the Unlted 
States. 

Arr. 811. Return of information as to  paymcnts of $1,00O.-All per- 
sons making payment to another person of fixed or determinable 
income of $1,000 or more in any calendar year must render a return 
thereof to the Comniissioner for such year on or before February 15 
of tlie following year, except as specified in articles 813-815. The 
return shall be made in ench case on Form 1099, accompanied by 
transmittal Form 1096 showing the nilmber of returns filed. The 
streot nnd number where the recipient of tho pnyment lives diould 
be stated, if possible. Where no present uddress is available, tho last 
known post-office udclress mist be given. Although to iiinko necessary 
a return of information the income must be fixed or determinable, it  
noed not be annual or perioclicnl. (See article 762.) 

ART. 812. Return of information as t o  payments to  employees.-The 
names of all employees to whom payments of $1,000 or over n gear 
are niude, whethor such total suin i s  made up of wages, salaries, coni- 
missions, or compensation in any other form, must be reported. (Bat  
see article 813.) Heads of branch offices and subcontractors eiuploy- 
ing labor, who keep the only coniplcte record of pnyments therefor, 
should file returns of information in regard to such payments directly 
with the Commissioner. When both mnin offive rnd branch office 
havo adequate records, the return should bc filed by the ninin officc. 
(See article 83.) 

ART. 818. Caies where no return of information required.-Payinents 
of the fallowing cliarncter, although over $1,000, need not be re- 
ported in returns of information on Form 1099: 

(a) Payments of interest on obligations of the United Stntes; 
( 5 )  Payments by a broker to his customers; 
( c )  Payments of any type made to corporations; 
( d )  Bills paid for merchandise, telegrams, telcphone, freight, 

atorage, professional services, and similar charges ; 
(e) Payments of rent made to real estate ngebts (but the agent 

mcst report payments to the landlord if the amount paid during 
the year was $1,000 or more to a single person, a partnership, o r  R 

fiduciary, or $2,500 or more to a married person) ; 
( f )  Payments made by branches of business houses located in 

foreign countries to alien employees serving in foreign countries; 
( g )  Payments made by the Ur:ited States Government to  sailors 

nnd soldiers and to its civilian employees; 
(h) Salaries and profits paid or distributed by a partnership to  

the individual partners; and 

Q 147 Art. 1113 
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( i )  Puyiiients of salaries, rents, royalties, interest (except bond 
interest rcc~iiirccl to be reported on ownership certifimtes), and other 
fixed or deter~iiirrnble income aggregiiting less than $2,500 made to a 
married individual. 

If the marital htatiis of the payee is unknown to the pnyor, OF if 
the marital status of the payee changed during the tnxnble year 
(see article 295), the payee will be consitlere$ a single person for 
the purposa of filing a return of infornintion on Form 1099. 

ART. 814. Return of information as to interest on corporate bonds.- 
In  the case of payments of interest, rrgnrtlless of niiiount, upon 
honds and similar obligutions of corporutions, the ownership ccrtifi- 
cates, when duly filed, sliull constitute nnd be treuted as rctiirris of 
in formation. 

Aim. 815. Return of information as t o  payments to  other than citizens 
or residents.-In the ciise of pnyments of tised qr determinable nniiunl 
or periodical inconie to nonresident aliens (inflivicliial or fiduciary) , 
to nonresident purtnersliips coinposed in u-11 ' ~ e  of  in part of non- 
resident aliens, or to iionresident foreign COG 9 )orations (see article 
1318), the retuins filed by withholaing ngentb: on Form 1042 shnll 
constitute nnd be treated as returns of inforrpntion. (See sections 
143 and 144 and articles 761-770 and 781.) 

ART. 816. Foreign items.-'l'lie term 6*foreignilehs," as used in tlicsc 
rq.plations, inearis any iteiii of iiiterest upon tlie bonds of a foreign 
country or of n nonrerritleiit foreign cor1)ortition not liaving a fiscnl or 
piiyiiig agciit in the IJniteil States, or niiy itein of dividends upon the 
stock of such corporntion. 

AnT. 817. Return of information az to foreign items.-In the ciise of 
forcign items, 1111 inforiimtioii rcturn on Torhi IOOO is required to 
bc filed by the bank or collecting ngrnt n1cccptiiig tho itenis for col- 
lection, if the foreigii item is piid to a citizen or resiclent of the 
United States (individual or fitliiciary), or 11 pnrtnerrliip m y  iiiein- 
ber of which is D citizen or resident, and i f  tlic amount of the foreign 
items paid in uny taxable year to a single person, a partnership, or 
a fiduciary is $1,000 or more, or to a married person is $2,500 or 
more. Siicli foriiis accompanied by Form 1036 should be forwarded 
to the Coiiimissioner of Iiitwnnl Ite\wiue, Sorting Section, Wash- 
ington. n. C., oil or before I~rbruury 15 of each yenr. (See articles 
811 arid 815.) 

Aw. 618. Information as to actual owner.--When the person re- 
coiviiig a piiyiiient fnliing witliin the provisions of tlrc Act for 
iiiforiiicitioii tit tlic soiirw is not the nctiiul o\vn(*r o f  tlie iiiconie re- 
ceived, tlic iiiiiiie and address of the actiiiil owner shull be furnished 
upon tleuiand of the individual, corporation, or pnl-tnership paying 
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tlie incoitie, I I I I ~  in ilefnult of n conipliaiicc with siicli dctnniid tho 
pnyw Lccoincs liable to tlie penalties provitled. (Sw htwtion 1 6 . )  
Dividends on stock are prima facie, the inconie of the record owner 
of the stock. Upon receipt of divitlenrls by a recortl osviicr? lie ~ho i i l t l  
immediately rtxeciitc Foriii 1087 to disclose the: timnc nntl d t h w  of 
the actual owner. Form 1087 shonld be filer1 w-it11 the Commissioner 
of Internnl Revenue, Sorting Section, Wnshington, D. C. Unless 
such 11 disclosure is made, the record owner will he Iield liable fnr nny 
tax bawd up011 such dividends. (Sir. article 831.) 

The filing of Form 1087 4s not required (a) wlierc s ~ < H * ~ H  nre 
registered in tlic ,name of R iiominrcl for n f i r l ida iy  mqitired to file 
a returii on Foriii 1041 in which the dividends froiii siicli strlcks arc 
reported, nnd (b)  where they nre owned.hy ii iionrrsidcnt nlien o w l  
are registered in the name of a nominee designated by n hank or trust 
compnny whiclh is 'reqiiird to file returns of income for such non- 
rqitleat nlien. 

, , SEC. 148. INFORMATION . B Y  CORPORATIONS. 
(a) Dividend payments.--&very corpnrutlon vubject to the tar Im- 

poml 1p.v this titlc dinll, \vIieii rquiretl hy the Ci~minldoiier. milder 
n coriwt rctnm, duly wri!lnd untler on:h. of Its poynirntfl OC dlvldcntls, 
Rtnting the nnme iinil ncltIrcsJ of each ~lm~'el~oldrr, the iiurnbei- of shares 
osnccl 1 ) ~  lilm. i - i ~ t l  tlic :'ni.  wit of tllvltlei~tln piiltl l o  h!w. 

(b) Profits of taxable year deolared as diridends.--l'lierc nliull b 
ioclritlctl 111 the rcturii tir nplriitlrtl tlic?ctn n ntiitcinciit of si1c.h Cuctd 
UI will enati'o the Ctlnimlmloner to dmmuiiie tlie portlon of ilic rnrn- 
iiiga or prolltfl of the rorporntlon (inrlu llnrt ~ n l i i a .  Iirofltr. nntl Iiirt)~ie 

,Jot tnxcd) nmiimnliltccl rlurlng the tnsrible ycar Cnr wlilrli tbe return 
ia nicitlc. which Iiave l ~ w i i  d~Htr~~i11tWl or nrtlcred to Iw. dintriliu:cti. 
respecllvely.. to I t s  t h:irehtiltlcrs tlurliig mcli pcnr. 

(a) Acoumnlated gains and proltk---\Vheii requekletl by thc (:ominh- 
sinner, tir auy collcdor, every corplrotloii shrill for\vurd to him II rorrcrt 
stnttwiciit of nc:wmulntctl gulns, end prc.flt6 niiti tlici iiniiiw nnd nti-  
drcanca OC the iiitllvltlunle or di:irehoIder~ whn would IIC rntltlrd to tlw 
same IC clivldml or diatrl))utctl, tlnd (If the ttinaiints tlint wuiiitl I,F 11:i.v- 

able to encb. 

. , 

, ' 

Am. 831. Return of information Ils to payments of divideTds.- 
iVlicn directed by the Commissioner, either specially 01' by gctrenil 
tegulation, cvery domestic or resident foreign corporctt ion siihject to 
the tax imposed by Title I tint1 errry nonresidctit foreign corpora- 
tion subject to such tiix (see nrticle 1818) liaving a fiwiil or paying 
agent in  the United h t v s  shall render returns on Foriris 1096 nritl 
1099 of its pnyaientn of divitlentls ant1 distributions tti ~liarvIioIdcrs 
for such period HS may be specified, stating tha iiaiiie 1111cl ndtlrasq 
of each ohnrcl~older, the iiiiniber and cluss of ilinres o\rriecl by him, 
tlic date iiiitl aiiioirnt of eiidi tlivitl(wtl pait1 Iiini, nntl when the 
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surplus out of wliicli i t  was paid wns nccamuluted. Returns of 
inforniation (Forins 1083 rnd  1099) should h, forwnrded to  the 
Coiniiiissioner of Intcwuil Revenue, Sorting Section, Washington, 
2). c. 

I 
SEC. 149. RETURNS OF BROKERS. 

Every prso:i doing IJusiliesn (is a holicl' shali, when rcqulred Iiy 
tlic ~ouini~ssiouer, rciider Ii  correct return (IUIJ' I.crifieti uiiiler oatli, 
under such rules u i d  rcjiiilutious na the c!ommis/doner, wlth the np- 
pronil or the Swrctury, niag iwescrlbe, ahowlngj I I I ~  mines of cus- 
tomers for \~lioiu suc4i pernon has trunaiicted any buslueut+, alt l i  siirh 
details ns to the profits, losses, or other Inforniuqlon ~ v l ~ l c l i  Llic Oom- 
nilssioner lnuy require, ns to crch of such cuatoniep, na will enulile the 
Coumtxsioner to determilie wlictlier ull I I I C * ~ I C  t'ir clue on proflts or 
gnliis of such custoincrn Ii:in hren ~ ~ i I ( 1 .  1 
ART. 841. Return of information by broker+ Vlirn directed by tho 

Commissioner, cithcr slmiiully or by general re ulation, every person 

ing tile naiiics and ud(1rcsxs of custonicrs to  ++on1 puyinentd were 
nindc or for whom business wns trunsuctetl dur/ng the calendnt year 
or otlior specified period nest l~r~cctliiig, and ring the otlier iii for- 
mntion called for by the form. 

doing business ns a broker >hull render 11 retiirq I on Forin 1100, show- 

q 
SEC. 150. COLLECTION O F  FOREIGN ITEMS. 1 

All persons untlcrtuldng us a nliittcr of busludss or for proflt the 
collcvtloii of forelgn Iinynimls of Interest or tllrltlrutls by nieniis of 
cou~ious, checks, or bllls of exchnnjie slinll obtnln n license from the 
Commlwloiier and slinll be subject to such rrgiiliitlona cnn1)lliig the 
Oovernuient to obtuln the Inforrnutlon rcqii1rc.d nntlcr tlils title UJ the 
Comnilnsloner, wlth tlie npproval of the Rtwetary, sliull prescribe ; 
nnd wliocvor linowlngly u~idertnkcs to collcct such pnjments wlthout 
11evl11g obtnluecl 11 license therefor, or wlthout coruplylng a'lth ouch 
regiilntlti~irc, aliull bc gullty of n miatlcmc.unor and wlinll be fliied not 
mure ilicin $5,000 or luilirlrtoued for not inore tliriu one yrur, or both. 

ART. 851. Licenee to collect foreign items.-1luiilis or ngents collcct- 
ing foreign items, as defined i n  niticile ,816, aiitl required by nrticle 
817 to niulru returns of iiiforiiintion with respect thereto, mpst ob- 
ttiin n licenw from the Comniissioner to cngnge in such business. 
Appliciitlon Farin 1017 for siicli license iiiny be procured from col- 
lectors. Tho liconsu 1s issued withorit cost on F,orni 1010. Any 
person lioldiiig a liccnse iinder tho Itcveniic Act sf 1928 or any prior 
Act will iiot be required to renew siwh license. 
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(1 )  Income accurnnlHtec1 In truwt for the beaeltt of iinltorii or 
unuscertnlned personu ur permnu wlth contlngeiit Iuterests. and 
lncouie nccumulii tetl or Iield for future dlatrlhutloii nntler (118 term8 
of the wi11 or t rus t ;  

(2) Income whlch lo to be dlstrlbutctl clirrently by the fldi1clntJ 
to the kneflclarlea, nnd Income collected by n gnartllnn of an 
lnfnut wlilch Is to be held or dlstrlbuted as the court mug rllrect; 

(3) Income recclved by estates of tlt?ceus;ed persons during the 
wrlocl of iic'mlnlstrntlon or settleuient of the estate; and 

(1) Incoome wlilcli, In thp  dlscrctloii of the flilnclary. inny be 
either dlatrlbutcd to tlic bcneflclnrles or  iiccumulutccl. 

(b) Oompatation and paymcnt.-Tbe tnx ehnll be computed upon the 
.uet lncoruc of the estate or trust, nnd slinll be pnld by the tltluciary. 
rxccot tia provided In sectlo!) 16U (relntlng to IwocrlJle trusts) and 
sectlou 1U7 (relntlng to iiicoue for bencfit of tlic prnntor). For return 
inudc by beiieflclary. see arctlon Ig2. 
SEC. 162. N S T  INCOME. 

The net Incoiue of the extale or trust tdiull OH cuiuyiited in t l ~  sttine 
~ I I I U I I ~ ~  nut1 on the sunie bnsls ns In the ciise of an Intllvltliirl. except . .  

I :  . 
1 
. .  

' t h t -  
, . (a)  Tliera sliiill be nllowetl 11s II tlcdiic-tlon (111  lieu of the ddec t lon  
,, , for coliai*ltuble, etc., cttutril)utlons nutliorlzetl by scctlon 'L8(n) ) nny 

pilrt of. the grass Income. wlthout Ilrnlintlon. wlikh piirsuont to the 
torlnri of the wlll or deed crentlng ilie, trust. Is durlng the tnxolile xeiir' 
pnld or pennwiently sct aaltle for tlic ~ I I ~ ~ J S I ? ~  hnd I n  the mnnuer qwc- 

-Ifled In ecctlon 23111). or Is to be used exclrislrely for id!doun, charl- 
table, sclentlflc. literary. or ducntlouul purpoaew, or for the prevention 
of cruelty to clil!tlreii or niilmiils, or for  the estnlillohnient. iicquisiiion, 

l ,.,. rndnlenirnce or o~~eratloii  of a puhllc ccmctery not operaled for prolit; 
(b )  There ah1111 be allowed as nu uddltlonnl dcductlou in coniputlng i ,-;, the net Iticonic of tlie estate or trurjt tlic umouiit of the Irlconie of the 

' : ' ! I  estnte or trust for Its tiiaalilc Scar whlch la to bc 4strlhntetl currently 
; : f  i '  by tlie Atloclnry to tlie bencnclnrlt~r;, and the naiount of tlic Incouie col- 

, '  lected by a guurdlnn of nil IrlYnnt whlcl~ Is to bc hcltl or distrllmted 
, ,  11s the court niiiy tllrect. but tlu ninount so nllowed a s  11 tletluctlnn 

slinll be iiicluded In compiitlng tlie net lnconio of the boneflc-iiirlea 
whether dlstrlbuted to lliem or not. Any umouiit nlluwetl IIR n dcddc- 
t l o r i  untlcr tlils paragraph rliall not be nllo!vctl as n ~lerluctloir under 
eubscctlon (c)  of tlils aection In tlie namc or nny succwtllng t:ixuble 

,,(ti , ( c )  In tlie CUM of Incollie revelved by estates or J c c ~ u w d  lwwons 
. ' ,  clurliig the period of ndniliiiatratlon or .settlement of the estate, nnd In 

111.11 tlio case of lntr?nie wlllcli. ln the cllsdreflon of the fldiiclnry, mny be 
f li"' eitlibr dlstrlbuted to tlie bencfldnry OF awomulnted. there sliull he al- 

: ; t i  ' . ,lo\v&l 11s 'nn adtlitlonal dedrictlon in computlng the net incunie of the . 
,, , , eatcite or trust the amouut of the lncomc of the estate or trust for Its 

taxable gem whlch Is properly pnld or credlted durlug mch year to any 
legritee, lielr, or hcneBc*liu'y, but the'  uulount fill nllowed 1111 11 dedUctlOn 
shall be fucludeil In cornputiiig tlie net Incon)c of the I~?gatec, helr. or 

' 
1 :,: 

jli year; 

2 ,  

' '  

' beneficiary. 
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which he is required to include in computing his net income shall 
be based upon the income of the estate or trust for its taxable year 
ending within his taxablo gear. The amounts which are allowed 
;IS a deduction under this paragrnph shall not be allowed as a de- 
duction under paragraph (3) of this article in any taxable year. 

(8) Income received by the estate of a deceased person during tlie 
period of administration or settlcnient of the estnte, and income of B 

trust which niay in the discretion of the fiduciary be either dis- 
tributed to the beneficiary or accumulated, is allowable as an addi- 
tional detliiction in computing the net income of the estate or trust 
for its taxnble year to the amount thereof properly paid or credited 
diiring Riich year to nng legatee, heir, or beneficiary. Any amount 
so allomerl as a rlediirtion shall be included by a legatee, heir, or 
beneficinrp in  computing his net inromo. 

ART. 863. Decedent's eatate during adminiatration.-The LL period of 
administration or settlement of the estate is the period rqiiired by 
the executor or administrator to perform the ordinary diities per- 
taining to administration, in pnrticulrr the collection of assets and 
the pnyrnent of dchts and legacies. I t  is the time actually required 
for this piirpose, whethpr longer or Rhorter than the period specified 
in the local stntiite for the settlement of estnttv. Where nn executor, 
who is also named as trii+x, fai ls  ta obtnin his discharge as execlitor, 
the prriod of ac:ininistrution continues up to the time when thc dirties 
of arlniinistrntim are  complete and he actually asBumes his dirties as 
trustee, whether piirrriiant to an order of the court or not. No tax- 
able income is rtrnlized from the pnssnge of property to the executor 
or adniinistrator on the death of the decedent, even though it  may 
have appreciate1 in valiie since the decedent acquired it. But we 
swtiltion 44 (d)  and article 3.55. I n  the event of delivery of property 
in kind to II legnteo or distributee, no income is renlized. Where, 
however, tho exeriitor sells property of the estnte for more than ib 1 

vnlue at the death of the decedent, the excess is income, or may bo 
capital pain, taxab!e to the estate. (See article 696.) An nllowanm 
pnid a widow out of the corpus of the estnte is not dediictible from 
gross income. Where real efitate is sold by the devisee or heir thereof, 
whether before or after settlement of the estato, ho is tnxable indi- 
vidually on any profit derived. 

AKT. 864. Incidence cf tax on ertate or tmat.-Liability for payment 
of the tax attaches to tho person of an executor or administrator up 
to and after his dischqrge, where prior to distribution and dischare 
he had notice of his tax obligations or failed to exercise due diligence 
in determining whether or not such obligations existed. Linbility for 
the tax also follows the estate itself, and when the estate has been 

Art. 864 Q 162 

ART. 801. Estates and trusts.-Tn gcnerid, the income of a trust for 
tlie tasiible year wliicli is to be distril)utcd to tlie 1)eiiefirinries niust 
be returned by tintl wjll h ttisctl to the respectivo hneficinries, but 
the inconit! of u trust wliicli is to be accuiiiulnted or held for future 
distribution, whether consisting of ordinary incoiiie or guiii from 
the sale of nssets incliided in tlic corpus of the trust, must be re- 
tnriietl by uncl will be tasctl to the trustee. 'l'lie esception to this 
geiicral rule in with respect to tlie iiicoiiie of a !rust rerocublc by tlie 
grnntor, ant1 tlic income of a trust wliich iiiiiy! be distributed to the 
grantor or used to pay tlic!' premiuins iipon pqlicies of inswnnce on 
his life, wliic*li  iiicoiiie, whether or not distribiitctl, must be returned 
by rind will be tnsed to the grniitor of  tlic trust. (See st'rtions 1GG 
iind 16'7 and article 881.) 

See section 142 ant1 a r t i c h  741-746 with f*efcrcncc to fidiicinry 
retrirns, and swtinii 23 iintl nrtic-lrs 281-284 w+/ith refereme to itcins 
not dediictible. (See ulso urticlc 154.) I 

ART. 862. Method of computation of net incobe and tax.-The Act 
provides tlint the tax coinputed upon tlie net iyoine of the estate or 
trust shall be paid by the fitluciai*p, except aI/ provided in sections 
1GC and 167. However, jn coiiiputing the net 
income of the estntn or trust, tlie following deductions will be nllowed 
either in udclition to, or in lieu of (us the case nlny be,), those skcified 
in sections 23,119,213, and 261 in the case of iqdividunls: 

(1) If the tcrinsof the will or of tlie deed creating the trudilirect 
that any part of tho gross inconie of the estnte or trust ( a )  he pnid 
or perninncntly sct aside for charitn1)lo or otlic4 purposes, as :ipecified 
in section 23 (a), or (a) be iised esclusirely for religions, cliuritiible, 
scientific, liternry, or ediicntionul purposes, or for tlie provention 
of cruelty to cliiltlrrii or aninials, or €or the establishirrent, iicquisi- 
tion, innintenuncr, or operution of n piiblic cciiirtery not operated 
for profit, such gross iiicoiiie so puicl or set nsicle during tlie tiisiiblo 
year sliall be allowed ns a dediictioii i n  lieit of tlic tleiluction nutlior- 
ized by section 23 (n). 

(2) Tlie uiiioiint of tlie inconic of tlre estiite or triist for its tiixal)le 
w a r  which is to be t1istril)iited currtwtly by the firliiriury to tlie 
beneficiuries, tiad the anioiint of the incwiiie collected by a giinrdiun 
of an infant which is to be held or distribiited ns die co(irt may 
direct, slid1 be allowed as an ndtlitionul dctluction in coinp~ting 
the net inroiiie of the efitate or trust. Tlie amount so nilowcti as a 
deduction must be included by the hrndicinrics in computing their 
net iiicome, wliether distribiitctl to tlirin or not. If the ttixnble year 
of the briic.ficinry differs froin thnt of the estate or trust, the uiiiount 

(See article 881.) 

Art. 862 8 16% 
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distributed, the heirs, ilevisccs, legatees, and distributees may be 
required to discharge tlie aaioiuit of the tax duc uid unpaid, to the 
ostent of any sharo received. (See section 311 and article 1231.) 
The saiiie considerntions apply to other trusts. Whore the tax has 
been paid on the net income of un estate or trust by the fiduciary, thc 
net income on which the ta r  is paid is free from tux when distributed 
to the benefici:iries. 

SEC. 163. CREDITS AGAINST NET INCOME. , 
(a) CredIti of eitate or trurt.-For the purpose ok the iioruini tax the 

cstnbr? or trust shull be allowcd lhe uuinc pcrvonal exemption as is 
allowed to a single ierson undcr seclloii 23(c) ,  and, If no pnrt of the 
iiiwme of the estutc or trust Is 111cliidc.d in computing the net lnroine 
of iiny irgntee, helr, or beneflciary, then In utlditlon the same credits 
agnlnst net income ror divitlrnds niid interevt us ur(e allowcd by section 
2.5 ( 1 1 )  and ( b ) .  I 

(b) Credits of benedoiary.-If any part of the Iiipme of an  estnte or 
trust 18 I ~ I C ~ U C M  in conipiiting t ~ i c  iict income of dny legatee, Iielr, or 
lieneflriary, eurh legatee, helr, or beiiellciury slinll/ for the purpose of 
the normal tnx, bc nllo\recl as credltn ngiiiiiut nct income, in addltlon 
to  the credits ulloned to hlm under section 25, his proportionnte slinre 
of such amounts of dlvldends and interest npwiflbd I n  section 26(a) 
nnd (b)  us nre, uiitlcr thls C)opp!ement, requlred to be included In 
computlng his net lncoine. Any reniniiiiug portlgn of such tlmouiits 
spccltlecl In PectIon 25 ( a )  and (b) shall, for tlie piirpose of the norinn1 
tus,  bo allowccl a s  rreditn to (he ecltutv or trust. 

Awr. 871. Credits to estate, trust, or beneficiary,-(a) An estate or a 
trust is n~loned tlie saiiie credits against net income ns are single 
persons, including a pcrsonnl cxemptioii of $l&OO but no credit for 
dependents. 

( 6 )  If no part of tlie income of ttio estate 01. trust is included in 
computing the net income of uny legatee, heir, or beneficiary, the 
estate or trust shall be allowed tlie credits provided in section 25 
(n) and (b), in respect of certain dividends, pnd of interest upon 
ccrtuin obligations of the United Stntes. 

( c )  If any part of the iiicome of the estate or trust is included 
in coinpuling the net inconie of uny legiitee, heir, or beneficiary, he is 
nllowed for the piirposo of tho noriiiul tiix, in addition to his in- 
dividual credits, the proportionate bliuro of such dividends specified 
in section 25 (a)  niid nrticlc 291 und of siicli interest not entirely 
exempt from tax upon obligations of the United States, as he is 
required to include in computing his net income. Any remaining 
portion of such dividends a i d  interest will be allowed IIH a credit for 
tho purpose of tbd norind tnx to the estatrt or trust. Wlicre the 
ninount of thc dividends and iiiterest spccificd in section 25 (a)  and 
(b) is in excess of tlic net income of the estate or trust, tho propor-. 

~ r t .  a71 Q 168 
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tionate share of such dividends and interest which each beneficiary 
is required to include iii computing his net income nnd for wliich he 
is allowed a credit for normal tau purposes is an amount equal to his 
distributive share of the net income of the estate OF trust. Each 
beneficiary is entitled to but one personal cxeniption, 110 lnattcr from 
how many trusts lie may receive income. (See sertiop 25 nnd nrticles 
291-295.) 

SEC. 164. SIFPERENT TAXABLE YEARS. 
If tlie taxable year of a beneficiary h different from that of ulc 

estate or trust, the amouut which lie Is requlred, iinder wctioii 162(b), 
to Include in computing hls net Income, shall be based upon the Income 
of the estate or trust for any tuxablc ycnr of thc cstiite or trust ending 
within his Qixuble ycnr. 
SEC. 165. EMPI OYEES' TRUSTS. 
A trust created by uu cmplcyer as II p u t  of a stock bouua. penslon, 

or proflt-sharJng plun for the exclusire beneflt of some or all of hh 
employees, to which contrlbutlons are made by such employer, or em- 
plojees, or both, for the purpose of dfstributiiig to such employees the 
etlrnIng8 and principal of the fund accumulated by the trust In accord- 
ance wlth such plau, shall got be taxuble under section 161, but the 
amount actually dlstrlbuted or made nvuilable to any distrlbutec &all 
be tnxuble to him In the year In which so distributed or made avollablz 
to the extent that It exceeds the amounts paid In by hlm. Buch dlstrib- 
utces ahnli for the purpwe of the normal tax bc allowed as credits 
against net Income such part of the nmount so distributcd or madc 
avallabie RS relirescnts the Itemo of dlvideiidw and lntcrcst olwifled In  
section 2[i ( a )  and (b) .  
SEC. 166. REVOCABLE TRUSTS. 

Where nt any time during the taxable year the power to rebest 
in tho gtautor title to any part of t he  corpus of the trust Is vested- 

*.I , l  (1) in the grantor, either alone or In conjunctlon wIth any 
person uot havlng a mbstuutlal adverse interest 111 the dioposltlon 

1 1 .  I of such part of the corpus or tlie income therefrom, or 
(2) In any person uot hnvlng a substnntlal adverse interest in 

the diuposltiou of sucli part of the corpus or the Income therefrom, 
then the Income of such part of the trust for such taxable yew shall 
be Included In couputlug the net Income of the grantor. 
SEC. 167. INCOME FOR BENEFIT OR GRANTOR. 

' ' 

I 

(a) Where niiy part uf the Income ef a trbt- 
(1) is, or In tho cllscretlon of the grantor or of any pcwn not 

having a substantlul advcrw interest In the dIqwitIon of such pnrt 
of the Income wuy bc, hcld or nccuniulatcd for fulnre dlstdbntlgn 
to the grantor; or 

(2) may, In tlic dlwretlon of the grautur or of aay lrraon not 
hnvlng n substnntlal adverse Intercst lii the dlspo~itlon of such pnrt 
of llie iiicwnc, be tllstrlbnted to tlic grantor; or 

Art. 871 3 167 
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( a )  is, or in tlie diwretion of the pnntor  or of uliy permn 
not haviiig a substuiitiul utlverse interest in tlie disposition of 
such part of the iiicoiiie iniiy bc, hcld or iiccnniolutetl for futitrc 
distribution to the grttnttur; or 
(6) inuy, in the discretion of tlic ,ni:uiitor or of uliy person 

not huviiig a substantial udrcrse interest in the disposition of 
such part of the inconie, be distributed to the grantor; or 

(c) is, or in the discretion of tlie grantor or of uny persoil 
not linving ti siibstniitial adverse interest in the disposition of 
such part of the inconie rnay be, npplied to the payment of 
prciniuins upon policies of insurance 011 the life of the grnntor 
(escept policies of insurance irrevoca\bly pnyiibly for the porpo~re 
uncl in the mniiner specified in section 23,(11), relntilig to tlic 
so-called ' 6  cliaritnble contribution " detliic:t,ion) ; 

then siicli pnrt of the income of the trust slinll be iiicladed in 
computing the net 'income of tlic grantor. 

As use(] in this articlc, the term " in the discretioil of the grniitor " 
menns 6' in the dis;cretion of the grilltor, either ulorie or in coiijiinc- 
tioil with ally pexkn not having a substnntinl adverse interest hi the 
disposit,ion of tlie part of the iiicome iii qilestion," and the term "sub- 
stantial adverse interest " means '' siibstmtiril intcrcst in tile tnist 
adverso to the grantor:" 

SEC. 168. CAPITAL NET GAINS AND LOSSES. 
111 tlic caw of an rxtnte or truwt, or of ii lriieliclury of riu cdutc 

or trust, tlte yroper purt of eiwh nhiire uf tlie nct iiicoinc wlilcli con- 
sist~, reslvcttvely, of orclliinry net liicwnic, cullitti1 net gaiii, or capital 
not IONR, shall be deterlnliled under rulcx itnd rc!&wlatlous l o  be pre- 
scrllwd by thy (;ominlmluiier wltli the riliprovit I of tlic Nwretnry, 
uiid shall lie scpilrnlcly sliowii 111 the rcturu of thc cntiite or triist. 
aiid rrlitill bc tiirrd t o  the beiietlditry or to tlie entiite or trust as 
provided 111 tlils IuIiplcniriit, but at the rutea aud 111 tlie mtiiiier 
yrnvlded In Rertloii I01 (n)  nnil (b), rislntliifi to cupltiil net giiliir 

cmd lowes. 

ART. 801. Capital net gains and losses in the oaae of estates and 
trustr.-Estntcs or tnists, or the bcneficiaries tliei*eof, iiiny elect to Lw 
taxed ns  provitled in section 101 with respect to tiny cnpitul iirt 
p i n .  \Wic.re the net iiicoliia of an estate or trust coiisists in wliolc 
or in 1 ) i i r t  of cnpitnl iict p i n ,  there shall be attached to the returii 
(u~o i i  tlic? request of iiny beneficinry, or witliout such rqiicst, t i t  the 
electioii of tIic fitliicinry of ail d h t c )  n stutciiicnt S I I O W ~ I I ~ -  

(1) All itriiis of capital gnin, rripitnl IOSR, urid cnpitril tlrductions, 
na provided iii irrtic.lc 5 W ,  iuid 

Art. 891 
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(2) The nnincs of the bencficiaries and the nmounts of their 
respective shares in such cnpital net gain orl cupitnl net loss, 

SEC. 169. NET LOSSES. 
The beiirflt of the Cl1)ccinl deduction f0.r iict losscbs cilluwcd by scv$lon 

117 shnll be nllomcd to nn estntc or trust uutlcr rcgulntlons prescribed 
by the CommfssIoi~er wIlh tlle npprovol (JP the Siyrctary. 
SEC. 170. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

Tlie uinount of Iuromc, war-proflts, r ind  crccus-protltn tnsee llUpO6Cd 
by forelgit c(iuntr1en or porse~sloiis of the U n i t 4  States lrholl be 
ullowcd as crcillt l i 6 l ih~ t  tlie tux of the beneUc~)nry of an estntc UL' 

trust to the crtcut lirovitlccl In section 131. 

OF UNITED STATES. 

' 11 
3 SVI'PLEUEST P--PAl(TSEUBIIII~ ' 

SEC. 181. PARTNERSHIP NOT TAXABLE. ,; 
Indlvlcluuls currying uu businerrs 111 pnrtnelsnil\') s ~ ~ a i i  ltlible for 

Inconrc tux oiily In thclr IndIvIdual cqiacity. 11 
SEC. 182. TAX OF PARTNERS. 

income of ench partner 111s tllxtrlbutlre share, wbctlter cllstribntetl or 
not, of (lie nct Iucunle of tlic iiartners11111 for h e  tarubic yenr. If 
the tavablc year of a pttrtner Is dlflerrlit frclni 'that Of the partner- 
fihlli, tlte ainouut 80 i~ieliitlcd ~ l i ~ l l  be li:isr~l o~iou tile l t~cu~ i rc  ( I f  the 
purtiiershlp for uny taxiible sccir of IIic ~1nrt11~rst11~1 c ~ c l i ~ i g  lv1ti1111 ills 
tnrnblc ycar. 

(b) Partnerihip year embracing cnlendar year8 with different law#.- 
I f  n flaw1 yenr OP II i~urtnerslttii beyliis I n  oite cule~i,liir year rind 
ends In  nnotlrar cnlcndar ycnr, nnd tho Inw uppllciible to the ~lrcund 
calentlor jrnr Is dllTerimt frmr thc ltiw a~il~lIcnblc to tlte flrat ailenclnr 
year, then 

(1) the rates for thv culrntlur year during nlt1cl1 sucii flccnl 
yeur bcgliis slinll apply to n i l  ntiruiiiit oP euch pnrtncr's sliam of 
such pnrtncrshlii net income (tlrtrrmiilcd un(ler tlic law npl~l l~~nble  
to such calcndur year) rciiial to tlie proportItnn w l ~ l r l ~  tlic pnrt of 
such fiscal year fulllng wItltlii siit*Ii cilciltlur year bcnrs to tile full 
flscul yenr, nntl 

(2) the rates ror thc. culr~rtlur y v a ~  durhg w l ~ l ~ l i  SUCII fls~t11 
year eude ~ l i a l l  uplily to n n  aiiic~iiut of ciic~li 1xiriii~r'u slicirc of ouch 
~~nr tnc r sh l l~  i ict  Iucoi~ic (dctcrinlnc!tl uirtlc~r t I i ( 5  ltitv uplillrnbic 
aiieli ciilendnr gtvir) ( q u i i 1  l o  tlic proliortiolt ~ I i i t ! l i  i l i c  piirt o r  h t t ~ l l  
fhcnl ycnr fiillliig wIt11In siich culi*ialur yc:ir b(.cira I 1) tit(. full 
flacul year. 

In ~ a c l i  cnscrr tlic iwrt of such luroinc! subjjrct to thc rllieM 111 c.fiect 
for the moNt rccelit ~ii1~~11tliIr s m r  ~ l i i i l l  lie citldccl tu t11c oillrr I I I ~ O I I I Q  
of tlie tnxpuyer niilJc!ct to tiut*Ii rntw i i i i11 I I I V  t *~*st i I i  i~rg I I I I I ~ I I I ~ I ~  hillit1 
be pluecd 111 the lo\wr lirudivtfi of tltt! L'IIIO ~ 1 ~ 1 i ~ ~ t l i i l 1 -  ~ o ! ~ l ~ l i t ~ ; 1 l i l t *  t f i  suclr 
jcnr, and the Iinrt uf siicl~ Inc~ou~c subji-ci lu 1 1 1 ~  r:iit*:i ill tfl"tri rIjr I ~ C  

(a) Oeneral rule.-Tlierc slinll lie In(-lutietl 111 1 1  ccintputlllg t l ~ e  tlet 
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nest prcredlog culriidiir y i w  shall bc plnced In the next ltiglier 
brnckets of the rntc achrdule nppllciible to ruch Fcnr. 

8EC. 183. COMPUTATION OF PARTNERSHIP INCOME. 
Thc net Incollie of the pctrtirersliIp hlitill be ctiniputcd I n  thc %me 

mnnncr nnd on thr  hum@ bndn ns 111 the caw of aii IutllrItlunl, except 
thnt the HO-rnllctl " chiirltuble coiitrlbut1on '* tlccluctlon Iiroritlctl In 
section 2 3 ( n )  abnll nut bc nllowed. 

ART. 901. Partnerehipa,-Ynrtner.cllills ns siicli nre not subject to 
taxation under the Act, but are required to niuke returns of income. 
(See section 180 and articles 041 and 012.) Individuals carrying 
031 business in partnership ure, howcvcr, tnxnblc upon their dis- 
tributive shares of the net inconie of siicli partnersliip, whcthcr 
distributed or not, aiid are requirctl to inc*lutlc siicli distributive 
Rhares in their returns. The net income of the partnership dial1 be 
computed in the saiiie manner and on the haiil~ ba& as tlie net 
income of an individual, except thnt tlie deducthi of contributions 
or gifts is not perniittedt as these are ullowulle deductions, sulJject 
to the limitations provided by Ecction 83 (n),  to the respective part- 
ners in their individual returns. (See scctioiis 22-24 and 41-41 and 
the nrticlcs thereunder.) In  the case of R partnership closely related 
to other trades or businesses, see section 46. For definition of what 
the term " partnership '' incliidcs, sce nrticlc 1313. 

ART. 002. Diatributive aharea of partnerre-The distributive slinre 
of the net income of the partnership which a partner i n  rcqiiirecl to 
include in his return is liis proportionate share of the net income of 
the partnership, either- 

( a )  For the tnsnble year upon the basis of which tlic pnrtncr's 
net incoms is computed, or 

(b) If the partncr's net incoine is cbmputed upoli tllc h i s  of a 
taxable year different from that upon the basis of Hdiich tbe net 
income of tlie partnership is computccl, for the tnsable year of the 
partnorship ending within the taxable year upon the basis of vhich 
tlie partner's net income is computed. 

Amounts earned nnd distribllted to a partner by 11 partnersliip 
ufter the end of its taxable year and beforo the end of his corrc- 
sponding taxable year should bc nccollntctl for both by tho pudner- 
ship and by tho partner in their rrturiis for their next suc-cwding 
taxable years. Wliere the result of partnership opcrntion is a net 
loss, the loss mill lm divisible by thc pnrtners in the same proportion 
as net inconie would have bee11 divisible (or, i f  the partnersllip 
ngreeinciit provides for tho division of n loss in a innnner different 

I 

Art. 902 
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from the division of R p i n ,  iiiflie inanner so provided), and may 
Lc tnlwn by tlic iiidivjdiid partners in their returns of income. 

ANT. 903. Taxation of partners in partnership with flroal year ending 
in 1832.-If tlic fiscal yc:ir of :I partnrlrliip bqgaii in the cnlendur 
year 1931 and enclcd in tHe cnleiitlnr year 1982, the nietliod of coni- 
pnting tlic taxes of the partners is as follows: 

( a )  Tlie aiiiount of cucli purtner's tlistributivq bliare of the net in- 
come of tlie partnership for snch fiscnl ycnr~ nttributable to tho 
cnlcntlnr yenr 1901 is foiind by cletermiaing tlip net income of tho 
partnership for its ciitire fiscal year in nccordanci! with the I n w  nppli- 
cable to the cnlentlar yenr 1031 (Title I of Iio Revenue Act of 
1028) and tlic distributive share tlicreof of cnc \ i partner, and then 
tukiiig snch proportioil of tliut dibtributivo shape as the part of tho 
tnxuble pcriod fiilliiig within tho culentlsl* yen~r 1931 beurs to the 
entiro tnvnble pcriod. 

( b )  The nnioiirlt of each partnci*'s distribiltilve share of the riet 
income of tho pnrtnrrship for siicli fiscwl year attributable to tlie 
calendar yenr 1V32 is found by cletei*lniniiig the net iiicoine of the 
purtnership for its entire fiscal year iii accordance with the law 
applicnble to the cnlendnr yenr 1032 and tlig distributive crhurc 
thereof of rrcli partiler, untl tlicn tnlring h u d i  proportion of that 
distributive share 11s the prrt of the tusnble prriotl falling within tliu 
calcndnr year 1032 benrs to the entire tumble period. 

Tlie tnx upon tlis uiiioiirit of each partner's distributive share at- 
tribittuble to the cnleiidur year 1931 slirll be determiid at the rates 
applicable to thut  p a r  under the Revenue Act of 1928, and the tux 
upon such share nttributahle to the calandur year 1932 shnll LM deter- 
mined nt tho rutes prescribd i n  the Revc?niie Act of 1032. The dis- 
tributivc share of the piirtnrr which is subject to the rates in effect 
for 1032 sliull be utlded to the partner's other income which is subject 
to such mtes, and lhe resulting Hiiiollnt shall be [h red  in tho lower 
brnclwts of the rutc scliediilo npplirnblo to 1932. The distributive 
slinre of the purtnw subject to the rntes in effect in 1931 shall be 
placed in tho nest liiglier bruclrcts of the rate scliedule applicable 
to 1931. 

I 

SEC. 184. CREDITS AGAINST NET INCOME. 
The i)iirtncr shall. for the ~UI 'POYC of tile nornrol tor. bc 111lo\ve11 

UR II credit clgniiist 111s net I r i c ~ e .  i n  ttdtlirlon r.0 rlle credits nilo\ved 
to hloi under bec*tlou 25. 111s proporiiontIte alinre of SIICII ~ I I I I I I I I I ~ S  of 
dlvldciids niitl I i i icrrst -prcliit2d In swiioli 25 (n) n11d (1)) ns nrc 
reccired by tbr iuirtnersliip. 

ART. 911. Crcdits allowed partners.-In idditiou to tlie credits ortli- 
narily allo~vccl to  iiii intlividual, 4 ptirtiick is elititled to a cretlit 

Art. 911 5 184 
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against net income for the purpose of the normal tax only of a pro- 
portionnte share of such dividends specified in section 25 (a) and 
article 291 and of such interest not entirely esempt from tau upon 
obligations of the United States as are receivcd by the partnership. 
There shall be included in the roturn of the pnrtaership a statement 
of the amounts of such dividends nnd interest and tho proportionah 
shnre thereof of each partner. 

a 

SEC. 185. EARNED INCOME. 
In the cnse of the members of a pnrtneralilp the proper part nf each 

share of the net income which conslsts of earned income elinll be d e  
termined under rules nnd reyllntions to be prescribed by the Colnmis 
doner with tlre apprornl of tho Secretnry and sliull be separately 
shown In the return of the partnerahip and shall bc tnsed to the mcm- 
bor ns provided in this Supplement. 

SEC. 186. CAPITAL NET GAINS AND LOSSES. 
In the case of the members of a partnersliip the proper part of cnch 

share of the net income wh!ch conslets. rcspectivcly, of oivllnnry net 
lncome, cnpitnl net gnln, or capltnl net loss. sliall be determined under 
the rules and regulntlons to be prescrlbed by the Commlaeioner wlth 
the npprovnl of the Secretary, and shall be sepnrately shown In the 
return of the pnrtnershlp nnd shall be tnxed to the member ns pro- 
vided in this Supplement, but at the rates and in thc m:inmr provided 
in sectlon 101 ( a )  and (b), relatlng to capital net gniiis and losscs. 

ART. 931. Capital net gain8 and lorres in the case of partnerrhips,- 
Members of a partnership iiiny, with respect to any capital net gnin, 
elect to be tnxed ns providad in section 101 (a). Whero the net 
income of a partncrship consists in whole or in pait of capitnl net 
gain, there shall be attached to tho return (upon tlle request of any 
pember) IL statoment showing- ' 

(1) AH items of capital gain, capital loss, and capital cWuctions, 
.B provided in nrticle 602, and 

(2) The names of the members and tho amounts of their rcspective 
shares in such capital net gnin or capital net loss. 

SEC. 187. NET LOSSES. 
The beneflt of the speclal deductlon for net lowes allowed by eectlon 

117 shall be allowed to the members of a parliierRhip under regulationr 
prescribed by the Commlssioner with tho approval of the Secretary. 

SEC. 188. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The nmount of income, war-pro5t8, and ercess-pro5ts taxer imposed 
by forelgn countrles or posseselons of the United Stntes shnll be allowed 
as n credlt agnliist the tax of the member of a partnership to the 
extent provlded in section 181. 

OF UNITED STATES. 
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SEC. 189. PARTNERSHIP RETURNS. 

Every portuersIiII) shall make a return for ench, taxable year, utatlng 
wpsllcally the Itt  ins of Its gross income uiid the deductlons allowed 
by this title. wid shull iucludc in the returu tlie nomes and addrewee 
of the indlvlduuls who !vvuulcl be eiitltlcd to slidre iii the net income 
If dlstrlbuted aiid (lie aiiiouiit of the dl8trlbutlre sliare of each intll- 
vldual. The rcbturii tilinll be sworn to by any oue o! the partners. 

ANT. 941. Partaership returns.-lSvery pnrtkersliip must mako a 
return of incoiiie, regardless of  the m o u n t  o# its net income. Tho 
return shall bc on Foriii 1065 ant1 shnll be s i o r n  to by one ,of the 
partners. Such return shall be made for the taxable gear of the 
pnrtnersliip, thut is, for its niiniiul nccounting,' period (fiscnl year or 
culendar gcor, as the case may be), irrcspactive of the taxable years 
of tlie partncrs. If 
tho partnership ninlies nny chtingc in its accounthg period, it shnll 
mnltc its retiirii in accordunce with the provisions of section 47 nnd 
articlc~ 371. 

Am. 042. Contents of partnership return.-The return of 11 yartncr- 
tiliip elitill stntc fipecificiilly- 

( a )  Tlie items of its gross income criiirnernteil ilr section 2 2 ;  
( b )  Tho deductions eniinierated in  sections 23 rind 213, other than 

the deduction provided in sections 8d (n)  und 213 (c) ; 
(c) Tliu ninounts spcc:ified in section 25 (a) and (b) received by 

tlie pnrtnership; 
( d )  The nniount of any iiicoine, war-profits, a d  excess-profits 

taxes of tlie partnership paid during the tosnble pear to n foreim 
country or to any possession of thc United Stntes, and the amount of 
ony siicli taxes nccrued but not pnid during the tnxnlde year; 

(e) The names and ntldressos of the individuuls who would be 
entitled to slinre in tlie net incoinc of the piirtnersliip i f  distributed ; 

( f )  The amount of 'tho ditribiitivo sliuro of such nct incoine of 
encli such individual ; and 

( 8 )  such other facts as are rcqiiircd by Forin 1005. 

(See sections 182 and 183 niid,hrticles 901-903.) 

(SCC nlso article 744.) 

nurruHm-E a - - i su iws tvc  coMi'.+Nim 

SEC. 201. TAX ON LIFE INSURANCE COMPANIES. 

(a) De6nltlon.-When uwtl l i i  llils Lltletlic leriu '' I l k  Iiiswliiice cajiu- 
ycinj " means an Iiisurniire eotiirinIiy eiigngcd Iii tlic bu~lneae of 
lssnlng life Insurance niid uiinirity contrncta (Includlng contracts of 
coiiihbied Ilfe, Ireiilth, nnd occltleiii i i isorii i it~c),  tlic rewrve foitds of 
wlilch Iield for tlie fulAllnicwt of r;ndi cliiitrcicts coiiiprltie iiiore tlibn M) 

per centurn of ttn total rcscwe fuiitla. 
(b) Bate of tax.-Iii lieu of  t l i c  tits 11ii~~iised 1)y s~ctloii I:!. tiitare 

slmll be levietl. collected, : i i ic~ I!UIC~ for c:it!~i insnut> yt'nr lipoii t i t ( .  1ic-t 
iutronie of every life Insuiniicc cuiiiliaiiy II t a x  IIY tilllow : ~ 

I Art.942 
0 201 
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(1) i n  the case of 11 domestic life lusurnuce couipny, 1SX 

(2) III the cnsc of a forclb- life insuriincc conipiiny, 13% per 
ceutniu of Its net lucome; 

centirm uf its n r t  iucoinc frotu sources wlthin the United 8tatcu 

ART. 981. Life insurance companier.-Life insurance companies, as 
defiiied in section 201 (a): are subject to tho t n s  iniposed 1,s section 
PO1 (b), in lieu of thc tax iiiiposeil by section 13. Tlie rate for 1033 
and for snbsequent yenis is 13% per cent, and the net income upon 
whicli tho tux is iniposed differs froiii the net income of other corpo- 
rntionu. For rhte of t a r  on corporntions nioking consolidated re- 
turns, see section 141 (c). Insiirnncc companies are entitleti to  tho 
hnefit  of section 117 (net loses) but not of sectipn 101 (capital 
gains niid losses). All provisions of the Act aiid of these rrguln- 
tioiis not inconsibtent with thc specific provisions of sections 201-203 
are npplicublo to the nssewnent and collectian of this tns, and life 
insiirniice conipnnies nrc subject to the some p i a l t i e s  as are pro- 
vided in tlic case of returns and poyment of iircoiue, ta.. by otlicr 
corporntions. In dcteriiiining whether an insur iii:cc conipony is a 
" lifc insrirunre coiiipniig " ns defined in section 201, no reserve slid1 
be regnrded as held for tlic fulfillnient of life insurtiiw nnd annuity 
contructs iiiiless the cumpnny is entitled to a dedwtion from gross 
income on occoiait thcreaf under tlie provisions or raytion 10% (n) 
(2) aiid article 051. -b to foroign conipnnies, sea scctioii 20% (c) and 
article 977. 

SEC. 202. GROSS INCOME OF LIFE INSURANCE COMPANIES. 

(a) I n  tlie cnw of n life Iiiwrnncv muipiiny the tertii I' grow IIICUIIIIC '* 
meniis the gross aiiiount of iucronie rewlrcd clurlng the tnrable yenr 
f r w i  Iutcrest. dlvLlciitl*, wid rents. 

(b) The teriu *' reserve fuiitls requlrrtl by liiw '' Iiicluder. iu the CLIM 
of uraeeyiieut Iiisuraiice, SIIUIS nctually dep~osltccl by I I U ~  c.oiiipnny 
or assc;cliitloii with State or Tcrritorlnl oltlccrs piirmnut to law an gimr- 
nnty or rerrrve Inadz, oiid auy fuadd inahtnliiccl oiidrr tlie cbnric-r 
or ortlc.les of tneorimntlon of tlir ruml~siiy or nrsoclutlon esrliirlreiy 
for tlic payment of clnlins nrldiig nuder crrtiflenter of uicmhr&ip 
or pollclea Isrrued apou the n%wuniient ylnn nnd not mbJrc~ to iiny 
other use. 

Am. DG1. Orou income of life insurance companiet.-Gross income in 
the case of life insurance conipuiies inenns the gross anlourit of 
incoiiie received from interest, dividcnds, and rents, and coiiiprisc! 
itenis 25-34 of the income pnpe of the annuol statement for life ilrsur- 
nnco coiiipanies (edition of 1920) ndopted by the Notional Conren- 
tion of Insnrnnce Cominissioners and itcnls 23-30 of the incolne page 
of tho annual statement for miscellweous stock cou1panies if nny 
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other branches of the insurance business arc Coiiilnclc~tl Ly the coin- 
pany. As to “reserve funds reqiiiretl by lrit~,” I w e  iirticle Oil. 

SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES. 
(a) Qeneral rule.-In tlie case of n IIPe Il ixorri lp? c(tui1iany tlic? trrul 

(1 j TAX-*- INTEU~ST.-TIIC umouiit of htere?lt rectllvrd durlag 
the taxable Tear wl~lch iindcv sectloll 52(BJ Is ercnipt from the 
tares Imposed by thls tltle ; I 

(2) Rmmve Pvnw-An nmoiint rqur~l to 4 per centurn of the 
mean of tlie reserve funds requlred by law asd held a t  the b e g b  
nlng nnd end of the taxable year, except that in the cawe of any 
such relrerve fuud whlch Is computed at u lower Interest nssump- 
tlon rate, the rate of 8% per centuin shrill be substlluted for 4 per 
centum. Life lnsurance compnules lssolrig pollrles coverlug Hie, 
health, and ncc!dept Insurance comblned in one pollcy lssr~erl on 
the wec’kly preniluni payment plnn, continulug for llfe nut1 not 
subject to cancellutlon, dial1 be allowed, In additlon to the above, a 
deductlon of 8% per centuni of tlie mean of such reuerve funde 
(not requlred by lnw) held at the beglnnlng ant1 end of the tax- 
able year, ns the CommlRe oner flntln to lie nccrssary for the pro- 
tfstlpn of the holdere of nnrh pollcles Only; 

( 8 )  DIYIDENF(I-T~~ umount rccelvctl as dlvldends (A) froui a 
domwtlc corpoluuon whlch Is aubJect to tnxatloii under thls tltle, 
other than II corporntlon entltled to the beneflts of scctlon 261, ant1 
other than a corporatlon orgnnlsed under the Chlna Trntle Act, 
1922, or (B) from any farelgn coqmratlon when I t  Is Rliown to the 
eatlsfnctlon of the Commtssloner that inore tlinn U, per ceutuni of 
the groes Inconla of such forelgn coqmratlon for the three-year 
perlod endlnk wlth the close of I t s  taxable yenr preceding the 
cleclarbllon of such dlvldends (or for such part of such perlod 8s 
the furelgn corporellon has been In exlstence) was derlved froin 
wurCeR wlthln the Unltcd States as determlned under sectlon 110; 

(4) Itmarrvm FOB DIVIDENUE.-AU riiiiount equal to  2 per centum 
of any aumn held a t  the end of the taxable year ns a reserve for 
dlvldends (other than dlvldends payable durlue: the year follow- 
lng the taxable yeur) the ynyiucnt of which Is dcferrcd for a 
perlod of not lcsa than Arc yenrs froin the date of tlie pollcy 
contract : 

(5) IIIVWTYMT nrs\ses.-Invcstmeiit exlwlses pald durlng 
the taxable year: Proz‘ldccl, That If any general expennee are In 
part  aadgned to or liiclutled ln the luvchtment expeuses, the total 
dednctlon . under thls pnragrui)li shall not exceed one-fourth of 
1 per centuni of the book value of the nienu of the Invcstcd assets 
held at the beglnnlng and end of the tnxablc yenr ; 

Ing the taxable Fear cxcluslvely upon or with respect to the real 
estate owned by the company, not lnclntllug taxcn ussewed againbt 
local benefits of u klnd tcndlng to liicreusc the vcilue of tlie prop 
erty aesesscd, nud not lncludlng any niiioiint pi ld out for I I W  

buildings, or for permnucut lnprorements or bettermrntn niiitle 

‘‘ net Inconre ’ I ,  nicllus the gross Iiicunie Iew- 

( 8 )  E8TAm EXPEh-l3ES.-TaXeS nUd OthW eXllCllSeS p d d  d W  
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to increase the value of any property. The deduction allowed 
by this paragraph shall be allowed In the case of taxes Imposed 
upon a shareholder of a company upon hls lnterest as shareholder, 
which arc pald by the company wlthout relmbursement from the 
Shareholder, but fn such cases no deduction shall be allowed the 
ehareholder for the amount of such taxes; 

( 7 )  DEPBECIATIOH.--~ reasonable allowance for the exliauetlon, 
w e a i n n d  tear of property, including a reasonable alldwnnce for 
obsolescence : and 

( 8 )  IRTEBEsT.-A~~ interest pald or accrued WtMn the tasable 
r e a r  on its indebtednew, except on indebtedness lncurred or con- 

’* ~ , tlnued to purchase or carry obligations or securltles (other than 
obligations of the Unlted Stutcn h u e d  after September 24, 1917. 
and orlglnally subscribed for by the tnxpnyer) tlie Interest ulmn 
which la wholly exempt from tnratlon under this tltle. 

(b) Rental value of real estate.-The deductlon under subsectlon 
(a) ( 8 )  or (7) of thls sectlon on account of any real estate owned and 

occupied In whole or In part by n llfe insurance company, shall be 
llmlted to an amount whlch bears the snme ratlo to sucli deducqlon 
(computed wltliout regard to this subsectlou) as tho rental value of 
the spnce not so occupled bears to the rentnl vulue of tho eutlre 

( 0 )  Foreign llfe insuranoe companies.-In the case of n forelgn llfe 
insurance cornpatry the amount of Its net Income For nuy tnxablc Fear 
from tioiirccs withln the United Statcs alinll be the mmo proportion 
of Its nct Income for the taxable year from souwcs wltliin and wlthout 
tho Unltcd States, wvlrlcli the reserve funds rcqulrccl by 1 1 1 ~  nut1 lrcltl 

I ‘  by It at the end of tho taxable year upon buslness transacted wlthln 
4 ,  the Unlted States 1s of the.reserve funds held by It nt  the end of tho 
I taxnble year upon all business transacted. 

:*‘ 
‘ ‘ ‘ I ’  

- 

. 
property. 

, 
’ I  

203 

A R ~ .  971. Tax-exempt interest and reserve fundr.-lJrder parugrnplls 
(1) and (2) of section 203 (a), life insurnnce coaipmies arc entitled 
t6 deduct from gross income : 

(1) Interest which is exempted in tlie cnse of otlicr tnspayers 
by section 22 (b) (4) and articles s1-67; nnd 

(2) Four per cent of the mean of tho reservo funds required by 
law and held at  the beginning and end of the taxable year; except 
that in the case of any such reserve fund which is coinpubd at R 

lower interest assumption rate, tho rate 04 8% per cent slinll be 
substituted for 4 pcr cent. The rescr~e deduction is bascd upon the 
:PeServes requikd by express statutory provisions or by the rules mid 
‘regulations of the State insurance departments &en promulgated in 
‘the exercise of a power conferred by statute; but such resems do 
flot include assets required to be held for the ordinary G n i n g  ex- 
*penses of the business nor do they include the reserve or net value 
bPrislts reinsured in other solvent co~ii~nnics to the extent of the 

’ iainsurance. 

Art,. 971 8 203 
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I n  the case of life insurance compnnies isqiing policies covering 
life, health, and aqcident insiirnnce combinecl, in one policy issued 
on the meekly premium pnynient plan, continuing for life nnd not 
subject to cancellation, it is required tliiit reserve funds thereon be 
based upon recogliizcd tables of experience covering disability bene- 
fits of the kind contaiiied in poliries issued by this particular clrss 
of companies. The cleduction in rvspect of hucli  reserve fiindls (not 
requirocl by law) is 3yi per cent of tlie niean of such ivserve funds 
lield at the beginning nnd end of tlie tusnble yenr. Resew% ninin- 
tnined to provide for the ordinnry running expenses of u business, 
definite in amount, and which ninbt be currently paid by every 
compnny from its inroine if its businesb is to continue, iucli os 
tnxes, salnrics, reinslirance, tine1 unpaid brolccrage will not k con- 
sidered. A company is pcrmitted to ninke use of the highest ng- 
gregate reserve called for by any State in wliicli i t  tranmctr busi- 
new, but the reserve niust have been actually held ns hliown by tho 
annual statement. aeiiernlly spcuking, the following will be con- 
sidered reseiyes RS contcmplnted by tlie lnw: Itrnis 7-11 of tlie 
liability page of the anrinnl stateluent for life insurance compdliics, 
and items 16-19 and 20 of the liability page of the annaul stotenient 
for miscellaneous stock companics, if a life instirnnce conipuny is 
also transacting other kinds of insurmce business. I f  other re- 
Eerves are claimed, sufficient infornintion iiiiist be filed with the 
return to enable the Comniisioncr to detcrinine the validity of tho 
claim. Reference should be mnde to the i t ~ n i  iii which tlic reserve 
appears in the annual statement and to tlie State statute or iiisurnnce 
department ruling requiring that wuch reberves be held. Only re- 
serves which are so required, which HI'C peculinr to insurunce coni- 
panies, and which are dependent i ipoi i  interest enrnings for their 
mnintenance mill be considrred. 

ART. 972. Beaerve for deferred dividends.-The deduction for de- 
ferred dividends under section 203 (a) (4) will be based upon item 37 
of the liability page of the annual statenient for life insurnnce coni- 
panies but shall not include any dividend payable during tlie year 
immediately following tlie taxable yenr. 

ART. 973. Investment expenses.-If m y  gericrul expenses are in part 
assigned to or included in the investment expeiises, tlie total invest- 
ment expenses (other than tnxes and expenses with respect to r e d  
estate) allowable as a deduction shall not exceed one-qunrter of 1 
per cent of the mean of the book vnlue of the invebtecl nssets held o t  
the beginning and end of the taxable year. I f  there be no allocation 
of general expenses to investnient expenses, the deduction niay consist 
of -hmatment expenses actually pnid during the tnsnble year, in 

~ r t ,  978 8 203 

SUPPLENENTAL PCOYISIO?JS 275 
which cnse an itemized schedule of such espcnscs iuust be appended 
to the return. The invested nssets nre itenis 1-0, item 9, and items 
10 and 11 (if interest-bearing assets) of tlic nsset page of tlie annual 
stntement for life insurnnce compnnies, niid itenis 1-4, i tmi 7, nnd 
itenis27-30 (if iiiterest-bearing assets) of the nsset page of the annual 
stntemcnt for niiscclluneous stock companies. If tlie iiirtliod used by 
any compnny in nscertnining tlie investment espenses where there 
is any allocntion of genernl expcnscs shall be changed so thnt a 
greater dediiction is claimed, the company sliall filo with its return 
information sufficient to cnable tlie Coniniissioiicr to  dcterniine tlie 
validity of the clnini. The rnaxiiiium allownce of one-quarter of 1 
per cent will not be granted unless i t  is shown to tlio sntisfnction of 
the Commissioner tlint such allowance is justified. 
ANT. 974. Taxes and expenses with respect to real estate.-'I'lie cle- 

duction for tuxes and espeiises under section 203 (a) (G) comprises 
items 31 and 32 of tlie disbursenient pngu of tlie annual stntcinent 
for life insurunce conipanies and items 34 und 35 of the disburseiiicnt 
page of the unnunl stntenient for niiscelluneous stock compnnies, 
except ns noted below, and any suni included in any other item repre- 
senting tnses iniposed upon a slinreliolder of tlie compnny upon his 
intercst ns sliureliolcler wliicli is pnid by tlie conipnny witliout reirn- 
bursenpiit from tlie slinreliolder. No deduction shnll Lo allowed, 
howevcr, for tuxes, expenses, nnd depreciation upon or with respect 
to any rcnl estute owned and occupied in wliole or in pnrt by the 
coinpnny escept to the estei,: provided in nrticle 950. r a s e s  blinll 
not includu nssessrnenta nguinst locnl benefit8 of a kind tending to 
incivase tlie vuliie of the property nssesbed, and expenses slinll not 
include nny amount pnid out for buildings or for perninncnt im- 
provements and bctternieiits ninde to increase the rulue of any prop- 
crty awned by tlic conipnny. 

AI:T. 975. Other deduotions.-( 1) The deduction allowed by section 
203 (a) (3) for dividends received from other corporntioiis b 
identical witli tlio deduction :illo\vcd otlier corporntions by section 

(3) Tlie clecluction nllowed by section 203 (n) (7) for deprecia- 
tion is, escept 11s provided in !irticle DTG. idcntic*:il with tlint nllowcd 
otlier,corpol.iitioiis by section 13 (k). 

(3) Tlie ilcdiiction nllon.ed by section 401 (a) (8) for intertast on 
indebtedness is tlie snliie as tlint ulloived othw corporntions by section 
!23 (b) (see nrticle l a l ) ,  but this clediiction includes item 17 of tlro 
clisburscnicnt page of the nnnuul stntcinent of life insiirtin~c C'OIII- 

panics to the extent tlitit intcrcst OH divitlcnds held on drposit n r d  
siirendered during tlie tuxable year is included tlicrcin. Di vitiends 

. 

23 (PI.  

(See articles !?OI-f!1O.) 
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left with tlie company to nccuniulate a t  interest are a debt and not 
a reserve liability. 

Am. 976. Home oface properties.-The nmount nllownble as n deduc- 
tion for taxes, expenses, and depreciation upon or with respect to any 
real estnte owned and occupied in whole or in pnrt by n life insurance 
company is limited to an amount which bears the same ratio to such 
deduction (computed without regard to this limitation) ns the rental 
value of tlie space not so occupied beurs to the rental value of tho 
entire property. For exaniple, if the rental value of the space not 
occupied by the company is equal to one-half of the rental value of 
the entire property, the deduction for taxes, expenses, anll deprecia- 
tion ie one-half of tho taxes, expenses, nnd depreciation on account 
of the entire property. Where a deduction is claimed as provided 
in this article, the pnrts of the property occupied and the parts not 
occupied by the company, together with the respective rental valuee 
thereof, must be shown in a statement nccompanying the return. 

Am. 977. Foreign life insurance companie8.-Foreign life insuranco 
companies holding reserve funds upon business transacted within the 
United States am taxed under section 201 (b) (2) upon their net 
income from eourcea within the United States. All business trans- 
acted by a United States branch or agency of a foreign life insurance 
company, for which n reserve fund is required by the laws of any 
State or Territory of the United Sttites or of the District of Coluni- 
bin, will be regarded as business transacted within the United States. 
A foreign life insurance company not doing an insurance businem 
within the United States and holding no reserve funds upon bueinese 
transacted within the United States, but which derives income from 
sources within the United States a8 defined in section 119 (eee acticlee 
671-684) is eubject ta the tax imposed by section 18 upon income 
derived from sources within tho United States. (See sections 231- 
288 and articles 1101-1121.) 

8EC.204. INSURANCE COMPANIES OTHER THAN LIFE OR 

(a) Impodtlon of tax.--In lleii ii! the tor  Impowd by nectlon 13 of 
this title, therc lrhnll he levled, collected, nnd pald for each taxnble 
year upon the net Income o! every iiiaurunce cumpuny (other thnii a 
We or mutual lneunince company) ii taw us follnwa : 

(1) In tlie cnee of ouch a doincbetlc lnsiirnnce conipnny, 13% per 
m t u m  of Its net Income ; 

(2) In tho case or-such a iorelgn InRurtuice conrlmny, 18% per 
contuiu of Its net income froni snurces wlthln the Uiiltetl Btiitee. 

(b) Dadsition of income, 4tO.-h the caw o! an liilrurunce company 

(1) QIIOIJH INCYIUC.-'' Gmm Inc!me" iiieiins tlie ruin of (A) 
the comhlnccl gross tiuirmt ccirnetl during tlic tusable ycnr, from 

MUTUAL. 

subject to thc tau l !~po~ed  by thla wtlon-  

liivertment Incoome and fnim u n d e n ~ i t l n g  Inc-mc as provided in 
this suhecctlon. mmpnted on tlie linela of tlic under\\rltlng nnd 
Investmeut erhlblt of tlie annual stntement npproved by the Nnt- 
tlonnl Coiivrntim of Iiisiiriince Commlsslonera, and ( R )  pa111 dur- 
Ing the tnxnble yenr from the a l e  or other dlsposltloe of prop 
erty, and ( C )  all otlicr Items constituting prow Income under 
sectloll 22; 

( 5 )  h'er I W O ~ E . - - " N ~ ~  Income" means the gross Income as 
deflued In imrnprnph (1) of t l ib  eubswtlon lm tlie deductlone 
allowed by subrectloii (c) of tlils rcctlon; 
(3) IKYFXTUEST IXCOUE.--" Investmcnt lncomc " means tile . gross CilnOUnt of Iiicoino enrnecl during the tusnblc yenr irom In- 

terest, dlvldenda, and rents, coniputcd as follows : 
To nll Interest, dlvldciids nod rciits received durlng tlie taxable 

Ycnr, add intcrcst, dlvldendr nnd renls due npcl nccrurd a t  tlic end 
of the tcisnble rcnr, nnd deduct nll Interest, dlvldeudr and rentr 
due niitl nccriicd a t  the ciicl o! the prccallng tnsnblc renr ; 

( 4 )  L h m n i v n r T m i  IXCOME.--" Undcrwrltlug Income " uiennr the 
Iirniiluuis enrned on inaurnnw contracts during the tnsable r ea r  
l r ~ s  lor.ucs Incurred nnd eslwnses Incurred ; 

(5) Pmuluus GABNED.--" Premlums enrned on tneurnnce con- 
trcicts durliig the tnzablo ycnr '* nienns a n  nmount computd PI 
h ~ l l O \ v s  : 

E'roiu the nrnoiiiit of gross premlum \\rlttcn on insurance con- 
(I'ncts durllip the taxnble ycar. dediict return prcmlumr and 
yrmnilnms pald for rclnsurnnce. To the rcsult so obtnllled add 
unenrricd premlums on outstnndlng Imslnees a t  the end of the 
preccdlng tnxnble p a r  and deduct unearned premlums on outr 
lrt111id11ip budlicm u t  the end of tlie tnsable rear  ; 

(0) Loesea iuxxuum.-'' Lnsrcs Incurred " mcans loescr Incurred 
durliig the tnxnblc jcnr on Ineiiraiice contmcts, computed no fol- 
l v r s  : 
To lnaser paid durliig the tnxnble ycnr, add vulvage and reln- 

aiiimico rccovcmblc ontrtnndlng at tho cnd of the p rmdlng  tax- 
able ycnr. and deduct Mlvngc and relnsurance recorerable o u l  
rttiiitllng nt tlic cud of tho tnxcible year. To tho remltr M) vbtnlucd 
ndd t i l l  uli lulid b s W s  or~trtnndlng at the end of tlie tnsnble )enr 
nut1 tlctlurt uliiuild lo~am oulatniidln6 at  the end of the preceding 
tiirnblc p n r ;  
(i) Exrmnee IXCZ~IIIP).--"ES~C~~I~~ Incurred " mmns all ex- 

srlicwes s l ~ o r a  on the aannnl rtntemcat agprovcd by the Natlonal 
. Uinvcwtloo of Iiiwiirunco Cummlwloncrs, and rhall be m m p u t d  u 

fullors : 

of thle scetlon. . 
I .. 
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( 0 )  Deduouonr allowed.-In computlng the net lucome of an Ineurance 
company subject to the tax Imposed by thls m t l o n  there shnll be 
allowed as deductlons : 

(1)  A11 ordlnary and necessary expenses Incurred, ne provided 

(2) A11 Interest an provided iu wetion 23(b) : 
(3 )  Taxes as provldd In section 23(c ) ;  
( 4 )  Losses Incurred as deflned In subsection ( b )  (0) of t l h  

sectlon ; 
(5) Losses sustalwd durlng the taxnble year froill the sale or 

other dlayosItIon of property; 
(6) Bnd debts In the unture of tlgeucy balnucea nntl bllle recelv- 

able nscertalned to be wortlilrss nnd clinrgetl off wl thh the taxiiblo 
yeor ; 

(7) The amoout recclved (In dlvltlcntb from corpur.ltlon* ns 
prodded lu neetlon 23(p) ; 

( 8 )  The amouut of Interest earned durlng the taxable ycnr 
wlrlch uuder section 22(b ) (4 )  1s cxelupt from the tuxes Iiuliosed 
by thls tltle, and the amouot of luterest allowcd na a credlt under 
aeetlon 20 ; 

(9) A reasonable nllowance fnr the exhaustlon, w n r  and tenr 
of property, as provided In seetlon 23(k). 

(d) Dcduotiona of foreign corpornt1onr.--.In the cnse of a forelgn 
corporntlou thc deductions allowed In tills seetlon aliiill be allowetl 
to the extent provlded In Supplement I. 

(a) Double ded~~otIon~.-Sotlilng I n  tlils sertlon wliull lie coiintrued to 
prmlt  the name ltem to be twlce deducted. 

Am. 091. Tax on insurance companies other than life or mutual.-For 
the calendar year 1932 and subsequent years ell insurnnce conipanies 
(other than life or mutual companies) are subject to tlie tax iniposed 
by section 204. Mutual insurance companies (other tliaii life) remain 
subject to the tas iniposed by section 13. The teriii “ insurance coin- 
panics” as used in this article and insarticles 992 and 903 means only 
those companies subject to the tax imposed by section 204. The rate 
of the tax imposed by section 204 is 13% per cent, and tho net iiicoine 
upon which the tax is imposed, as defined in section 204, differs from 
tlie net income of other corporations. For rate of tux on corporn- 
tions making consolidated returns, see section 141 (c). Insurance 
companies are entitled to the benefit of section 117 (net lo--) but not 
of section 101 (capital net gains and losscs). All proviiions of the 
Act and of these regulations not inconsistent with the specific pro- 
‘visions of section 204 are applicable to the assessment and collection 
of this tax, and iwurance companies are subject to the same penalties 
ns provided in the case of returns and payment of income tax by 
other corporations. Since section 204 provides that the underwrit- 
ing and investment exhibit of thd annual statement approved by the 
National Convention of Insurance Comniissioners shall be the bnsie 

I n  sectlon 23(a) ; 
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for compiiting gross income and sincc tlie annual stntement is ren- 
deyed on tlie cnlentlar year basis, the first returns under section 204 
will be for the taxable year ending December 31,1932. 

Am. 002. Gross income of insuranoe companies other than life or 
mntnal.-Gross income as defined in section 201 (b) menns the gross 
amount of income cnrned during the tasoble year from interest, 
dividends, rents, and preiuiunl income, computed on the basis of the 
underwriting and investiiicnt esliibit of the annual stntement ap- 
pro’o’ed by tlic Nntionnl Concention of Insurance Commissioners, 
as well ns the gain derivcd froin sale or otlier disposition of prop- 
erty, and all other i t e m  constitnting gross income under section %!. 
See articles 51-71, 81-90, and 101-108. It does not include increase 
in linbilities during the ycnr on account of reinsurance treaties, re- 
mittances froin tlie home ofice of a foreign insurance coinpony to the 
United States bmiich, borrowed money, gross increase due to ad- 
jiistiiients in book value of capital assets, and premium on capitol 
stock sold. The underwriting and inrostnient eshibit is presumed 
clearly to reflect tlic true net inconie of the company, and in 60 far 
a8 it is not inconsistent with tlie provisions of the Act will be recog- . 
nized and used ns a basis for that purpose: All items of the erhibit, 
however, do not reflect an insurnnce coinpany’s income as defined 
in the Act. By reason of the definition of investment income, mis- 
mllaneoiis items which are intended to reflect surplus but do not 
properly enter into the computation of income, such as dividends dc- 
clared, lioiiic office remittances and receipts, nnd special deposits, 
are ignored. Gain or lo= from agency balances and bills receivable 
not aclniitted as assets on the underwriting and investment exhibit 
will be ignered, excepting only such agency balances and bills receiv- 
able as have been charged off tho books of the conipnny as bad debts 
or, having k e n  previously charged off, are recovered during the 
tnrable pn r .  

AUT. !U3. Deductions allowed insurance companier other than life or 
mutusl.--Tlic deductions nlloivnble are specified in section 204, and 
include losses siistninctl from tlic sale or other disposition of prop- 
erty. A tlonic4c insiirnncc coinpnny is also entitled to the credit 
f9r iiieoiiic, wnr-profits, and esccss-profits taxes paid or accrued dur- 
kg,the tiunb’e yenr to any.foreign comitry or to any possession of 
the United States which is allpwed otlier doiiiestic corporations by 
qt?ction 131, Among the items w1Gcli may not be 
dediicted nse incollie taxes, paid or accrued, imposed by the United,  
States, iiiconie ~ n d  profits tnses imposed by any foreign country or 
p e s s i o n  o€ tlie United States (in cases where the conipaiiy $gnifies 
in itgi return its desire to claiin to aiiy estent n credit for such taxes), 

(See section 200.) 
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taxes assessed against local benefits, doiiatioiis, decrease during tlie 
year due to adjustments in the book vulue of capitel assets, decrease 
in liabilities during the year on account of reinsurn:ice treaties, 
dividends paid to shareholders, rcinit,tances to the lioiiie office of a 
foreign insurarce compniiy by the United Stntes branch, i m l  bor- 
rowed money repaid. 

SEC. 205. NET LOSSES. 
The beueflt of the speclnl deducllon for iiet losses allowed by rjecllon 

117 shall be nlluwed to lunurnnce conipnnies subjwt to the tus imporred 
by sectiou 201 or 204. under regulatlons prescribed by the Canirnlealuncr 
with the approval of the Secretnry. 

ART. '006. Ne't losse,; inrurance companiei.--In the rase of an in- 
surance, rompany subject to the tax imposed by section 201, the & net 
loss" is the amount by which gross income as defined in section 
202 ( a )  is exceeded by the dedrictions nllowed by section 203 
excluding: 

( a )  .The amount of interest received during the taxable year 
allowed w a'deduction under section 'LO3 ( a )  ( l ) ,  in excess of the 

. amoint of interest paid within the tnxuble year which is not declucti- 
ble under section 203 ( II ) ( 8 )  ; 

(b)  The uiiioirnt received us dividends and allowed ns a deduction 
under section Qud ( a )  (3) ; and 

(c) Tlie aiiioulit ullowed as a deductioii under section 208 (a)  (4) 
on nccoiint of sums held EX a reserve for dividends. 

.In the CHSB of un insurance coinpnny subject to the tax imposed by 
section 204, the '' net low " is the uniount by which g r o ~ s  income as 
defined in section 'LO4 (b) ( 1 ) is exceeded by the deductions allowed 

( 0 )  The uinount of interest enrned during the taxable year allowed 
as LI deduction under that part of section 204 (c )  (8) which refers to 
interest exempt from taxation irnclcr swtion 22 (b)  (4). in excess of 
the nmoiint of interest accrued within the taxable year which is not 
deductible under section Wl (c) (2) in view of tlie provisions of 
section 23 (b) ; 

( b )  Tho aniount ?f interest ullo\~ed ns H tleciiictioii under thnt 
part  of section 'LW (c) (8) which refers to interest allowed as H credit 
unaer section 26; and 

( c )  Tlie aniount received as diyidentls and nllowed as n deduction 
under section 204 (c) (7). 

by section 2" ( c )  excllidiog: .- 

. 

SEC. 206. TAXES OF FOREIGN COUNTRIES ?ND POSSESSIONS 

m e  amount of inconie. wnrl<roflt3. aiitl excerrs- )rofltrr tuxes 1mpcKlecl 
by forelm muntrlee or posserraloiis of the UiJteil Stutcs shall he 

OF UNITED STATES. 
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allowed a8 a credlt ngnlnnt the tax of n domeetlc lnsarancc company 
subjpct to the tax Imposed by sectlon 201 or 201, to tho extent pre  
vidod in the cn8e of a domestic corporntloii in' sectlon 131, nnd In such 
cases ' I  net lncome " ns used In that ecctfon means the net lncome 11s 
dcflned In this Supplemeiit. 

SEC. 207. COMPUTATION OF GROSS INCOME. 
The gross lricome of Insurance companles subject to tlie tax Im- 

poml by section 201 or 204 shnll not be cletermlned in thy mauncr 
provlded In oectiou 110. 
SEC. 208. MUTUAL INSURANCE COMPANIES OTHER THAN LIFE. 

(a) Application of title.-Mutual Insurance companies, other than 
life invurnnce compnnlea. shall be tnxnble In the enme miinner ns other 
corporations, cxcrpt as lierelnnfter provided in thls swtlon. 

(b) Orom inuome.-Mutual marineinsurance compniilea slinll lnclude 
in gross income tlie gross premiums collected and recelvcd by them lees 
nmuunts pnld for relnsurnnce. 

ART. 1001. arm inoome of mutual insarance companier other than 
life.-The gross income of mutual insurance compnnica (other than 
life) consists of their total revenue from the operation of the business 
end of their incomo from all other sources within the taxable yenr, 
except as otherwise provided by the Act. Gross income includes 
net premiims (that is, gross premiums less returned premiums on 
policies canceled and premiums on policies not takeha), inveatment 
income, profits from the salt! of nsseta, and 011 gains, pro6ts, and 
income reported to the State insurance depnrtments, except incoine 
specificnlly exempt from tax. Premiums received by mutunl marine 
insurnlice conipanies which are paid out for reinsurance should he 
eliminated from gross income and the payments for reinsiirancc from 
disbursements. Deposit premiums on perpetual risks received and 
returned by mutual fire insurance conipanics should be treated in the 
same manner, as no reserve mill be recognized covering liability for 
such deposits. The enrnings on such deposits, including such por- 
tion, if nny, of the deposita as is not returned to the policyholdeig 
upon cancellation of the policies, niust be included in the gross in- 
come. A iiet decrease in reserve funds required by law within tho 
taxable year must be included in the gross income to the estent that  
such funds are released to the general uses of the company and 
increase its free assets. Any net decrease iii reserves shall be added 
to 'the gross income, iinless the compnny shall show that siich de- 
m b  resulted from the application of reserves to tho purporm for 
&ich they were established. 

; ' t ' l  I I i  

(See articles 1011-1014.) 
Ill'( 2 
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[SEC. 208. MUTUAL INSURANCE COMPANIES OTHER THAN 
LIFE.] 

( 0 )  Deductionr.-h iiddltloii to the drtluctlons nllowd to corpora- 
tlone by Eectioii 23 the followliil! cleduclluiia to liisurnncc conipanles 
rhnll also be allowed, iirilcw otherwlsc ullowed- 

(1) M C l V A L  ISNL‘PASCk COYPASICB OTlIS8 T I U S  LIFE ISSUI- 
AXCE.-II~ tlie cnlje of mutunl lii,wrnace conii~iiiiies other than llfe 
insurnnce conipniilee 

( A )  the nct atldltloii reqiilred by law to 1% ninde wlthln 
the trxnble sear to reservc fuuda (Includlng In the cline of 
aseessiiient Insurnlice couiiiaiile* the nctunl tleposlt of sunin 
wlth Rtnte or TerrltorIitl offlwrs puraiiaiit 16 lnw as ndditiqiis 
to gunrantee or resorve fuiicls) ; rnd 

( B )  the RUNS other thnn tllrldeuda pnltl \\’lthln thv h~xnblc 
year on pollcy and nnnulty rontrnrts. 

(2) MUTUAL UABISE IS8IJPASCI: COMPASIYS.-Ili the C i t e  Of 

mutual innrlne insurance compniilea, 111 addllion to the deductloiis 
allowed in pnrngrnyli (1) of tills uubacvtloii, unless otlierwlae 
allowed, uniounts reiiiild to pollcyholders on account of premiums 
prevlously paid by them, and liitercat paltl upon such iimouiits 
betwcen the ancerteinmcnt aiitl the puyineiit thereof: 

uae.-Iu the case of tuutunl liiwrnnce coiupniiles (iucluding Inter- 
Insurers ond reciprocal underwriters, but not includiiig mutunl Ilfe 
or mutiinl marlne Insurance conipaiiles) ivqulrlug thclr illernbere 
to iiinke premlum deposlte to prorlde for losses and erpeiiwx, the 
rinount of premlum deposits returned to their pollcylioldei*a ant1 
the amount of gremlum cleposlts retained for the pnyment of 
losclerc, cspensca, and relnsurrnce Ipserven. 

Am. 1011. Deduotionr allowed mutual incaranoe oompanier other than 
life imuranoe oompanier.--b1utual iqsurance conipaiiies (other than 
life insurance companies) nre entitled to the sanie deductions from 
gross income as other corporations, antl nlso to the deduction of the 
net addition required by law to be inntlc within the taxable year to 
reserve funds and of the s u m  other than dividends paid within the 
taxable year on policy antl annuity contracts. As to life irisurnnce 
companies, see sections 201-203 and articles 981-077. Insurance 
companies, other than mutual and life coiiipenies, are entitled only 
to the deductions allowed by section 204 (c). (See article 093.) 
Mutual insurance companies are not entitled to the deductions 
allowed by section 204 (c), but (except in the case of life insrirance 
companies) are entitled to the deductions allowed by section 23. 
(See articles 1012-1014.) “ Paid ” includes “ accrued ” or “ in- 
curred ’) (construed according to the method of accounting upon 
the basis of which the net income is computed) during the taxable 
year, but does not include nny estimate for losses inciirred but not 
reported during the taxable year. 

Art. 1011 9 208 

(3 )  IfU’TUAL INSUBIKCE cOMPASWt3 OTHLD TIIAN LlFI AND Y A -  

i 

ART. 1012. Bequired addition to rerwre fun& of mutual huranoe 
oompanier.-Mutual insurance companies, other than life insurance 
companies, may deduct from groa3s income the net addition required 
by law to be made within the taxable year to reserve funds, including 
in the case of assessment insurance companies the actual deposit of 
RUIW with State or Territorial officers pursuant to law as additions 
9 gunrantee or reserve funds. Reserve funds “required by law” 
include not only reserves required by express statutory provisions 
but also reserves required by the rilles and regulations of State in- 
surance departments when promulgated in the exercise of an appro- 
priate power conferred by statute, bnt do not include assets required 
to be held for tho ordinnry rrinning expenws of the business, such as 
tnxes, salaries, reinsurnlice, nnd unpnid Lrolrernge. Only reserves 
cominohly recognized ns reserve funds in insurance accounting are 
to be taken into Consideration in computing tlie net addition to re- 
serve funds required by law. I n  tlie case of a fire insurance com- 
pany tlie only reserve fund comirionly recognized is the “ iinerrnecl- 
premium ” fund. Casualty conipanies may deduct losses incurred 
within the taxable year; but iiiiless the net acltlition to the iinpaid 
loss reserve required by luw excceds such losses incurred, no deduc- 
tion for tlic net nddition to the unpaid loss reserve may be taken. I n  
any event only the excess of such net nddition over such losses may 
be deducted. Miitual hail and iniitiinl cyclone insurance companies 
ore entitled to deduct from gross incoino the net addition which they 
are rgiiirecl to niakc to tlic “giinrnntec mirpliiR” fiind or similar 

Am. 1018. Special deduotiom allowed mutual marine insurance oom- 
p.aiu.-Ibliitiitil marine iiisurnnce companies should include in grow 
income tlir gross premiums collected and meired by them less 
amounts pniitl for reinsurnnce. (See section 208 (b) and article 1001.) 
They may cteduct froin gross income nmoiintd repaid to policy- 
holders oir nccouiit of prtmiiums previously paid by them, together 
with the iiiterest uctually paid upon such amoiints between the dato 
of ascertaiiinicnt and the date of payment thereof. The remainder 
of the prmiunis accordingly foims part of the net income of the 
company, except to tlic crteiit that it is subject to thc dediictions 
allowed siicli insurance cotnpniiies nnd other corporations. 

AIIT. 1014. Special deduotiona allowed mutual inruranoe 0ompanies.- 
Mutiinl insiirniicc coiiipaiiies (including interinsurers and reciprocal 
undtmrriteiw, but not iiicluding niutiial life nntl mutual marine in- 
surance coiiipenies), whicli require their members to nlake yreiiiiuin 
deposits to provide for losses and expenses, are nllowcd to clecluct 

- 

fliqd. 

Art. 1014 8208 
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from gross income the aggrcgntc nnioiint of premium deposits 
returned to their,policyliolders or ictninctl for tlie puyment of losses, 
expenses, and reinsurance reserves. I n  determining the m o u n t  of 
premium deposits retained by a iiiiitiinl fire or niutunl cnsuulty 
insurancc coiiipnny for the paynwnt of losses, expenscs, niid rein- 
biirance reservw, it will be presumed that losses nnd cxpeiiscs linvc 
bccii pnid out of eorniiigs untl profits other than premiuiiis to  tlic 
cxteiit of such cariiings and profits. I f ,  howeyer, nny portion of such 
niiiount is applied during the tusable year to tlie payment of losses, 
cspenses, or reinsurnnce reserves, for which a sepnrnte allowance is 
tuken, then such portion is not deductible; and if any portion of siicli 
timount for which an n1:ownnce is taken is subsequently npplied to 
t lie pnpment of espenses, losses, or reinsurunce reserves, theii sucli 
pnpient  can not be sepnrntcly deducted. The amount of premiiim 
deposits retnined for the payment of expenses and losses, ant1 tlic 
niiiount of siich 'expenses ..lid losscs, way not both be deiluctctl. A 
conrimy which invests pnrt of tlie pi-ciiduni deposits so retained by 
it in interest-bearing securities may nevertheless deduct such part, 
but not the interest receivcd on such securities. A muVal fire instir- 
nnce company which has n gunrnnty capitnl is taxed like other iniitunl 
fire insurance coinpnnics. A stock fire insrirnnce coinpany, operated 
on the mutual plan to the extent of paying dividends to certain 
c:nsJes pf policyholders, mny innkc n return on the same basis as a 
niutunl fire insurance company with respect to its business condiicteil 
on tlie mutual ?!an. 
ART. 1015. Betans of intnrance companies.-Insurnnco companies 

transacting business in the United States or deriving any incoino 
from sources therein nrs required to filc returns of incoir?. The 
r?turIi shnll be on Form 1120, except thnt life insurancc companies 
shall ninlre return on Form 1120 L. As an aid in nudiling tho 
returns, wherever possible a copy of the report to the State insur- 
ance department sliould be submitted with the return. Otherwise a 
copy of Schedule D, parts 1,3, and 4, of the report should be attnched 
to tlie return, showing the Federal, State, nnd municipal obligation3 
from which the interest omitted from gross income was derived, and 
a COPY of the complete report should bc. furnishhd as soon as rcndy 
for filing. I 

BUPPLZMENT H-NONILEBIUENl ALIEN IPI@WIUUALB 

SEC. 211. NORMAL TAX. 
(a) Qeneral rule.-In the case of n nonreslderrk nllen indlvldunl 

who Is not a resident of a contiguous country. tliei normal tax shnll 
be 8 per centum of the nniount of the net income in excess of the 
credits ngainst net income allowed to such indivlduq I- 

/I 
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(a) Aliens reiident in oontiguous countriel.-Iii the cnm of an nllen 
indiriduql resident In a contiguous country, the normal tax shnll  be 
an niuount equal to the suni of the foliowliig: 

(1)  4 per centum of the omount by which the part of the net 
income nttributable to wnger, aularles, proiedonal fees, or other 
amounts received ns compensation for personal sewkes nctunlly 
perfurinal In the Unlted States, exceeds tlie perasnu1 exemptlan 
piid eredlt for dependents; but the amouut taxable at mcli 4 per 
centum rnte sbnll not exceed $4,OOO; and 

(2) 8 per centuin of the nniount of the net income tn exeess 
of tlie SUID of ( A )  the amount tnxed under parngrnph (1) of thlr 
subuectlon plus (B)  the total credlts egainat net Income allowed to 
such liidlridunl. 

(9) In lieu of normal tu under reation llrTlie tax impaed by 

, 

\ 

1 9 

I 

, 

,, thls aection shnll be in lieu oi the normal tnx b p ~ &  by sectlon 11. 

ART. 1021. Normal tax ir? the oaae of nonrmident .lien individuals.- 
I n  tlia CUSB of nonresident alien individuals, residenta of countries 
other tlian Cannda and Mexico, the normal tax is 8 per cent of the net 
income in excess of the credite provided in sections 25 and 214, then, 
being no reduction ir, tho rate upon any pnrt of the net income subject 
to tax. I n  the case of nonresident alien individuils, residenta of Cm- 
ada or Mesico, the normal tax is (1) 4 per cent of that part of the 
net income attributnble to compensation for persorial services actually 
performed in the United Statea in excess of ths p e m n a l  exemption 
and credit for dependents, but not in excess of  $4,OOO, and (2) 8 per 
q n t  of the amount of the net income in excess of the amount taxed a t  
4 per cent plus the totnl credits provided in sections !2!i and 214. 

Nonresident alien individuuls ale subject also to the surtax imposed 
by section 12. ~ (Pee articies 21 and 22.) 

Am. 1029. Definition.-A " nonresident alien individual '' means an 
individiinl- 

, ( a )  Wliose resicleiice is not within the United States; and 
(a) Who is not a citizen of the United States. 
An alien actually present in the United Stat@ who 1s not Y mere 

trpnsient or sojourner is R resident of gie United States for pur- 
pokes of the income tnx. Whether be is a transient or  not is deter- 
m.jne4 by hie intentions with regard to thc length and nature o f ,  
€$s stay. A niere floating intention, indefinite as to tinia, to return 
to another country is not sufficient to constitute him n transient 
I f ,  he lives in , the United Stntes  and has no definite intention 
-,to his stny, he is a resident. One who comes to the Udited States 
for a definite purpose which in its nntrire may be proniptly a w m -  
pyihed is n tmnsient; but if his pilrpose is of such a nature that 
an estended stay may be necessary for its accomplixhhmcnt, and to 
that enti the nlien rnakcs his ltome tewpornrily in the United States, . 
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lie becomes n resident, thoiigh it niny be his intcntion a t  nll times 
to return to his domicile nbronci whew the purposc for diicli 110 

canie lins Leon consumninted or nbnntlonec!. An alien whose stiiy in 
the Giiitetl Stntes is liniited to a definitc period by tlie imniigrntion 
lnws is not a resiclent of. the United Stntes within tlic metiniiig of 
this article. 

Am. 10'23. Alien seamen, when to  be regrrrded as residents.--In order 
to determine whether tin alien seninan is a residcnt within the nienii- 
ing of the income tax lar ,  it is necesary to decide whcthcr tlie pre- 
siin.ption of nonresidence Is overcomc by fncts showing that 110 has 
cstnblished a residence in the territorial United States, which con- 
sists of the Stntes, tlie District of Colunibin, nnd thc Territories of 
Hawaii and Alnskn, and escludes otlicr places. Resiclence niny be 
establislicd on a vessel regulnrly engaged in coastaisc trude, but the 
mere fact that a sailor mnkea his home on a vesscl flying the United 
Stntes flag nnd engaged in foreign trndc is not sufficient to establish 
residence in the United Stntes, cven though the vessel, while carry- 
ing on foreign trade, touches at American ports. An nlieii seaman 
iiiay acquire nn actual residence in the territorinl United Stntes 
within the rules laid down in article 1024, although tlie nature of his 
cnlling requires him to be absent for a long period From the plncu 
where his. residence is estnblislied. An nlien seaman may ncquiro 
such a residence nt n snilors' bonrding liouse or hotel, but such a 
clnini slioulU be corefully scrutinized in order to make sure thnt such 
residence is bona fidc. The filiiig of Form 1078 or taking oiit first 
citizenship pnpers is proof of residence in tlie United States from 
the time tlic form is fled or the papers taken out, unless rebutted by 
other evidence liowing nn intention to be n transient. The fact that 
a head t n s  has been paid on belinlf of nn alien Seaman entering tlie 
United Stntes is no evidcncc that he hns acquircd residence, bcnuse 
tlie head t n s  is pnynble unless the alien who is entering the country 
is merely in trnnsit through tlie country. 

ART. 10.24. Proof of residence of alien.-The follbning rules of evi- 
dence shall govern in deterniining whether or qbt nn alien within 
thc United States has ncquired residence thetein irithin thc meaning 
of the Act. An alien, by reason of his alienage, ik presumed to be u 
nonresident alien. Such presumption mny be oveikonie- 

(1) I n  the cnse of an alien who presents hiinseld for determinntion 
of tax liubility prior to departurc for his natire country, by ( a )  
proof that the alien, at  least six months prior to thc (late he so pre- 
sents himself, has filed a declnrntion of his inteiitidii to becotnc a citi- 
zen of the United States under the nntura1izntie)n laws, (a) proof 
thnt the alien, a t  least six months prior to the clnte lie so presents him- 

I 
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self, hns filed Foriii 1078 or its eqnivnlent, or ( c )  proof of acts and 
statements of the nlieii showing n definitc intcntioii to ncquire resi- 
dence in the United States or showing thnt his stny in tlie Unitcd 
State8 has been of such nn cxtcndccl nntiire ns to voiistitiite him n 
resident; 

(2) In otlirr cases by ( a )  pra)f tlint the alien lins liletl R ileclnra- 
tion of his intention to become a citizen of tlic Unitccl Stntes iiniler 
the nnturnlizntion lnws, ( 6 )  prnof tlint the nlien hns filed Form 1078 
or its rqiiivnlent, or ( c )  proof of a r t s  nntl htntenieiita of n n  nlien 
showing n definite intention to ucquirc imidence in the United States 
or slioiring thnt his stay in tlie United Stntcs I ins  bccn of siich nil  
extended nntiirc iis to c*oiiPtitute liim n rcaidcnt. 
In any caw in which iin nlicri sceks to o\wcoiiic the prc'chiiiiiption 

of nonresitltwce nncler (1) (c) or (2) (c),  if tlic otlicrr who cxnniincr; 
the nlieii is in doubt 11s to the fncts, sncli oficcr mny, to assist hini 
in determining the fncts, iquire  nn iiffidavit or nfficlnvit setting 
forth the fwts  rclictl iipon, exeartetl by some credible person or p r -  
sons, 0 t h  tlitin the nlien and nieiiibei.s of his family, who hare 
known tlic n h n  a t  least six months prior to the dntc of cxeriition of 
the affidiirit or nffidnvits. 

him. lO%5. LOSS of residence by alien.--An ttlieii who hns ncqnired 
residence in the United Stntes retains his stntiis IIS n resident until 
he abandons the mine and actiinlly departs from the United State*. 
An intention to change his resiilenec does not chnnge his status ns a 
resident nlieii to thnt or II nonresjdent nlien. Thus nn nlien who has 
acquircd a residence in the United States is tnrnble n s  n resident for 
the remnincler of his stny in the United States. 

ART. 1026. Duty of employer to determine status of alien employee.- 
If wnges are paid to aliens without mithliolding the fox, except as 
permitted in article 1072, the employer should be prepnred to prove 
€he stntus of tho alien as provided in the foregoing articles. An 
employer iiiny rely upon tlie evidence of residence afforded by the 
fact that an nlieii lins filed Form 10i8, or an equivalent certificatc of 
the nlien estnblishing rcsidence. An employer need not secure Fonii 
1078 from the alien if he is sntisfied that tlie alien is a resiclent nlien. 
An eniployer who seeks to account for failure to withhold in the 
past, if lie had not a t  the time secured Form 1078 or its eqiiivaleat, 
is perniitted to prove the former status of the alien by nny comp- 
tent evidence. Tho written statement of the alien employee mny 
ordinarily be relied upon by the employer as proof t l int  tlic nlicii is 
a resident of the 'IJnited States. 

k p  I .*L 
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SEC. 212. GROSS INCOME. 
(a) Qeneral rule.--Iu the ri i~e Of n iio~ircsldent nlkn Individual 

KI-OSR inco~nc Ii:clutlt~x only 1111: gross iiiconic! from xourcos \vltllin the 
Unltetl Stales. 

(b) Ships under foreign fiag.--’l’lie Inc~oinr of n iionrcsldent iillcn 
iritlirldiuil WIIIVII  c*iiiirlnts cxc‘inslvt~ly of r.nrn1ng.u tlcrlved from the op- 
eriitlcm of ii ship or  xliips tlocnnicutc~il untlcr thc laws of II forc4gii 
rillintry wliic.h gruiita t in i~qiilvtilent rsmiption to c l t l z t ~ ~  of the Unltcd 
Stntea nntl  to c*iirpt~rcitiorirc cirg:iiiizt~cl 111 tlrc I:nlld Ytntrs, ~hr i l l  not 
be inclndml in grtw inwinw i i i i t l  shall hc weinlit from t.~sntloii iintlcr 
till.* ti1le. 

AIW. 1041. Ctrors income of nonresiCent alien individuah-Ta the casu 
of nonresident ulicrr iil(livitItin1~ “ gross incwnin ’’ nicalls oiily the 
gross iiicoiiin froiii soiircwi within tlic Vnitrtl States, determined under 
tlic provisions of scctioa 119. (&?a iirticles 0il-Gel.) The items of 
gross incon.2 frolii E O I I ~ C ~ S  without tlic Diiited Statvs r i d  t ,hcdoro 
not trtsnble ro iionresident nlic!ns arc doscribed in scct.ioii 119 (c) 
n ~ ! t l  rtrticle 077. As to who nrc iionrcsitlcnt ulieri incliviclnals seo 
nrticles 1022-1026. 

A w .  1042. Exclusion of earniiigs of foreign ships from groaa inoome.- 
So m d i  of tIic iiicoinc from soiirc’es witliin thc United States of n 
jionrcsidciit n1ic.n iudividiial as consists o€ earniiigs derived from 
t]lo operation af a .hip or sliips doCunrcnter1 under the laws of a 
foreign coiintry which p i i t s  tin eqiiivnlent rxemption to citizens 
of ilio ‘United Statcs nonresidrnt iu sldi foreign country and to 
corpornt ions orgmiacd in the Uiiitcd Stutcs, ‘sliull not be included 
in gross income. Foreign countries w1iic.h eit ier iinposo no iiiroiiio 
tnx, or, in iinposirig silrlr tax, cxciiipt froill t n ,  z ntion so much of tlio 
iiiroiiie of a citizen oE the IJnited Stiitrs nonrcsidcnt in such foreign 
country rind of a corporation orgnnizc!iI in f h u  Unitcci Stiites as 
consists of enriiings iIlerivcd froin thc oprrntjipn of II ship or ships 
docurncntcd iindcr tho luws of the United Stiitrs arc consic!crcd as 
gpiitiiig an equiraleirt cscmption within the nbeaiiing of this articlo. 

!I SRC. 213. DEDUCTIONS. I 

(a) Qeneral rule.-In (lie C:IW of 11 llOllrC!H~d~ll~ nlien ~ r ~ c ~ ~ r l d u u ~  tllo 
cleductious shall be nllowetl only lf nntl to the lcxtent that they nre 
connected wlth incomc froin soiirccs wlthln the United 8tntes; nnd 
the proper npportlonlnent nnd nllocatlon of the d iluctions wlth respect 
to sourccs of income H-itliiu ant1 without the t ited Btntes ehnll be 
dctcrmlned as provldccl in section 119, uiitlcr tules and regulntldna 
prescribed by tho Con~misslt~ncr with tl:e approv 11 of the Secretary. 

’, 

i (b) Loam.- 
(1) The deductton, for losses not connec$d with the trnde or 

business if incurred In  trunsuctlons entered Ibto for iiroflt, nllowed 
by section 23 (e) (2) sliitll bc allowed wlielther or not connected 
with income from sources wilhln the Unltad States, but ouly lf 
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i the proflt, lf such triiu*iiction liud r c ~ ~ u l t ~ i l  in II prollt, would be 
tasnble uuder this litle. 

(2) The tleductIou for lossee of propwty not con11cu.tcc1 with 
the Lrndc or bus1nesR If arising froni certniu cnvualtics or theft, 
allowed by section 23 (c) (3) ,  shall be nllo\ved whether or ]lot 
connected with income from ~oiirces with111 the Unitcd Stutclc, but 
only if the loss is of property wlthin the Iiuited Stntw. 

(a) Charitable, eto., contrfbutionr.-Tl~e so-called I‘ chnrltnble wn- 
Mbutlon ” ~lecluctlon allowed by section 23 ( n )  shull be nllowd 
whether or not conncc!cd with incdme from siiiirce~ within !he United 
Btntes, but o n l ~  us to contributions or glfh mule  to clomcvtlc corpora- 
tions, or to conimunlty chests, funds, or foundntlons, crrtltcil In (lie 
XJnitetl state*, or to the rocntloi~nl rchnhilltntion fund. , 

Am. 1061. Deduotions allowed nonresident alien individuals.-In the 
case of a nonresident alieii individual thc deductioils allowed by 
section 28 for businesv expenses, interest, taxes, losses in trade, bad 
debts, depreciation, and depletioii arc allowed only if and to the 
extent that they are connected with income froin sources mithiii the 
United States. I n  the cnse 
of such taxpayers, however, (1) losses sustained during the taxable 
year and not compensated for by insurance or othorwise, if incurred 
in any transaction entered into for profit, though not connected with 
the trado or business, are doductiblo only if and to the extent that 
the profit, if such transaction had resulted in a profit, would have 
been taxable as income from sources within the United States; (2) 
losses sustained during the taxable year of property not connected 
with the trade or business if arising from fires, storms, shipwreck, 
or other casualty, or from theft, and if not compensated for by 
insurance or otherwise, 01% deductible only if the property wns lo- 
catod within tho United States; nnd (8) contributions or gifts madc 
kithin the taxablo year nro deductible only if made to doinestic 
corporations or to community chests, funds, or foundations, created 
in the United S tabs  of the type specified in scction 23 (n) and 
brticlo 261, or to the vocational rehabilitation fund, subject to the 
limitation provided ip section 23 (n). 
Losses emLraccd under clause (2) of the preceding paragraph arc 

deductible in full from items of gross income specified na being 
derived in full from sources within the Unitad States, and, if greater 
than the sum of such items, the unabsorbed loss may be deducted 
from the income apportioned to sources within the United Statm 
wider the provisions of article 082. Losses embraced under clause 
(1) are deductible in ful l  (as provided in nrticle GSO or article 681) 
when the profit from the transaction, if i t  had resulted in a prdit, 
would have Seen taxable inlfull as income froni sourccs within the  
United States, but should be deducted undcr the provisions of article 

(Se3 also section 215 nnd article 1071.) 
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G82 when tlie profit froin tlic truiisuction, if it liad resulted in prolit, 
would have .bccii trisrible only iii part. 

SEC. 214. CREDITS AGAINST NET INCOME. 
In tlic case of n iionrcsltlwl iillcu Ilitllvlt1u:il tlie prrsonnl rrrinp- 

t b n  nllo\vccl by sectloli 25 (C; of this title rhnll he only $1,000. Tile 
credit for dt*pcntlcuts nllowed by swtlon 93 ((1) shnll uot be nllowed 
in the ciisc uf n iionrcsltlc.lit allen intllvltluel unless hc is n resident 
of n cuntibwous couutry. 

Airr. 1061. Credib to nonresident alien individual.-The personal 
exemption n l l o ~ c d  as a credit ngninst net income by section 29 ( c )  
sliall bc $1,000 in tlic case of a iionresitlent nlien individrinl irrespec- 
tive of his status. Tlie credit for clcpenilents providcd by section 
25 (a )  is nllowed to nonresident alicii iiidividunls only if they arc 
residents of Connda or Mexico. If the status of the tuxpnyer as to 
depcndents changes during tlie tnsuble year, the credit for dependents 
sliall bc cletcriniried as provided in article 2%. 

SEC. 215. ALLOWANCE OF DEDUCTIONS AND CREDITS. 
(a) Return to contain information.-A nonrcsldent iillen lndlvldunl 

clliull receive tho kncflt  of the deductions nnd credit8 nllowed to lilm 
hi tbls tltle only by 81111g or cuuslng to be flled wlth the collector n 
true nnd nccurnte returu of Iile tolnl income received froiu nll rsourccs 
In the Unlted Stntrs, in 1110 mnnncr prescribed In tbls tltlc; lncludlug 
tlrrcln nll Uie luformntion \vhlch the Cominlssloiier mny deem iieccs- 
snry for the calculation of ouch detluctJons nnd crc-dlts. 

(b) TO. withheld at roiirce.--'l'lie 1)ciieflt of the persoiial cremptlou 
nut1 credlt for depcndents. and of the raduccd rnte of tox provlclcd 
for lu section 211 (b), mny, in the dlscrellon of the Conimlssloncr nnd 
untler rcgulntlons prescribcd by liiin wlth 1110 npprovnl of the Secrctury, 
be rceelved by a nouresklcnt ullcn Iiidlvicluiil entitled thereto, by Illlug 
a clallu tliercfor wlth tile ~ v ~ t h l ~ o ~ d l l l g  iigwt. 

A IIT. 1071. Allowance of deductions and credits to nonresident alien 
individuals.-Unless a nonresidcnt iilicn individual sliall file, or cause- 
to be filed with the collector, n true und accrlrute rctririi yf iiicomc 
from soilrces within the United States, regardless of nmorint, the t n s  
shall bc collected oni.tlio basis of tlic gross itlcoiiie (not tlie net in- 
come) from sorirces within the I, iited Stutes, Where a nonresident 
alien lias various sourccs of income within I the United Stntes, so 
that froni any ono source or from nll sources coiiibiiied the nmoipt 
of income shall cull for the assessment of a kiirtns, and n rettirti of 
income shull not bo filed Ly liini or on liis boeirilf, tlie Commiuioner 
mill cause a return of inconie to be ~rincle and incltide therein the in- 
come of such nonresident alien froiii rill sources conccrniiig which 
lie lins information, and lie will nssess tile tiis tiad collect i t  froiii 0110 

or moiw of thc soiirccs of income of siicli iionrcsiilcnt alien within 
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the United Stntes, witliout nllo\~~ance for cltrdrictions or cretlits. Tlie 
benefit of the credits allowed qai i is t  net inconic for tlie piirposc! of 
the iiormal tax inny be claimetl by u. rionresitleut alien oiily i n  his 
individuul retam, except tlint the 1)crsonnl 'espliiptiofi (tint1 creclit 
for dependents in the cnse of II ivsi(lriit of ( ' I I I I I ~ ~ I I  nr Mexico) 
mny bc obtuiiied by filillg u clniiii thiwfor with tlir! witliholtling 
ngeiit ili accordrwce witli the provisioiis of articles 5G4 nut1 1072. 

AI~T. 1072. dllowance of personal exemption to nonreeident alien em- 
ployee.-A nonrcsident. rilien tnrnploye nitly cluirn the lancfit of tlie 
peisontrl exemption (sections 25 and 11-1) 1)y filing wit11 his cnildoyer 
Forin 1115 duly filled in nntl excrwtcd untlcr ontli. If the rlicii em- 
ployee is a resicleirt o f  Curiudn 01- Mexico, I I C  miiy rilso obtaiii the 
krirfit of the credit for ilqwndcnts (sections 25 and '214) r i a d  tile 
benefit of tlie wtliiretl riites of tux (wctibn 211 (b)) hy filing Form 
1115 with his employer. On tlie filing of rritrlr u clliiln the eniployer 
shall csuriiinc it. If o i i  siich csoiaiarit.inl1 it npIwni% that tlie clailll 
is in t h e  forni, tlint it cont:aius 110 htritmrilt which to the knowleclge 
of the eiiiployer is iiiitriie, thnt siich employee o n  the fuce of the 
claim is entitled to credit, und thlit such credit. has not yet h e n  ex- 
hausted, such cinployer i l ed  not until siicli credit is iii ftrct exlinastetl 
withliolcl nny tns froin payments of snlnry or wnges inude to H I I C I ~  
employec. Every employer witti W ~ I O I I I  clninis on Forni lllG n1.e 
filed by employees din11 pv.wrve N I I ( * I ~  chinis until the following 
enlenchr yeor, and shall their file thrill, nttnclied to his annual with- 
holding Irturn on Forin 1042, with the collector on or b f o r e  Mnrch 
15. III cwc, Iiowever, when the following cnlentlor year urriva s r d ~  
amployer hns no withholding to return, lie sliall forward all nic11 
claiins directly to (lie Corninimioner, with a letter of trtuisniittnl, on 
or bcfcre Muulvli 15. Wliere any tax is withheld the employer in  
O V Q ~ ~  iitstniicc slinll show on the p y  envelope or shall furnish solno 
other rnenloranduin sliowing tho name of tlie employec, the date, uncl 
the aniount withheld. This article applies only to poyiiients of com- 
pcnsntioii by an employer to an employee. (See furtlicr eection 148 
am1 articles 701-770.) 

SEC. 216. CREDITS AGAINST TAX. 
A iioiirenldwt tillen Iiallrldunl nhnll uwt be allowed the credits 

npiinst the tar for tuxen of forcigu coantrira cintl Imsnewlow of tile 
Unltrtl ltatrn nllornd by scctlon 131. 

SEC. 217. RETURNS. 
111 the caw of n iloiirewldcnt olleir iiidlvlduiil the wturu, lo ilea cri 

We tlme prcwrilwd In sectlon 68 (a) ( I ) ,  nlinll be made on or bcfnrc 
the nlteeiitli dny of the slrth mouth follo\vlnq the c l w  of the &el 
year, or. If the rctnru 18 mnde on the luictla of the cnlcl~clnr ymr, tlicu 
on or before the tlftrrntli clny of Juac. 

8 217 Art, 1072 
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ART. 1081. Beturn of income of nonreddent alien indivfdnalr.-Re- 
turns in the case of nonresident alien individuals must be made on 
or before the 15th day of the sixth month following the close 
of the fiscal year or on or before the 15th day of June, if on the 
basis of the calendar year. A nonresident alien individual shall 
make or have made a full and accurate return on Form 1040 B 
of his income received from sources within the United States, re- 
gardless of amount, unless the tax on such income has h e n  fully 
paid at the source. The responsible representatives or agents of 
nonresident aliens in connection with any source9 of income which 
such nonresident aliens may have within the United States shall 
male  Q return of the income from such sources, and shall pay any 
normal tnx or surtax assessed upon the income received by them 
in behalf of their nonresident alien principals, in all cases wbere 
the tax on income so in their receipt, custody, or control shall not 
have been withheld at  the source. The agency appointment will 
determine how completely the agent is substituted for the prin- 
cipal for tax purposes. A bank or trust company which collecb 
interest or dividends on deposited securities of II nonresident alien, 
executes ownership certificates in connection therewith, and sells 
such securities under special instructions shnll not be deemed merely 
by reason of such acts to be the responsible reppsentativo or agent 
of the nonresident alien, and shall not bo reqyired to make Q re- 
tarn of the income received by it in connection with such deposited 
securities or to pny any tax thereoii, except in cases where 
the amount of such income is $1,000 or over, Cnless specially ap- 
pointed for that purpose or unless by reason qf other facts it hae 
become such responsible representative or agent.11 Where upon filing 
a return of income it appcars that a nonreside t dien is not liable 
for tax, but nevertheless a tax shall have been wlhheld a t  the source, 
in order to obtain a refund on tlie basis of the showing made by the 
return there should be attached to it Q statement showing accurately 
tlie amounts of tax withheld, with the names anq post-office addresses 
of d l  withholding agents. (See article 764.) , ,  

SEC.218. PAYMENT OF TAX. I 

(a) Time of payment.-In the case of a nonrcsideiit allen indlrldual 
the total amouut of tax Imposed by thls title shall be pnld, in lieu of the 
tlme prescribed in section ti6 (a ) ,  on the Aftwenth dny of June following 
the close of the cnlendnr year, or, if the return should be made on the 
basls of  a flscnl year, then on the flftecnth day of the 811th month fol- 
lowing the close of the flscal year. 

(b) Withholding at source.--For wltliholding at source of tnx on in- 
come of uonresldent aliens, see secllon 143. 

A h %  1081 5 218 
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ART. 1091. Date on which tax shall be paid by nonntident alien 
individual.-In the case of u iionresideirt ulieii ilitlivic!nnl the tttx iu 
to be pnicl on OF before the 15th day of Jiiiie following the c*lone of tho 
culendnr year, or, where the mturn in  inaclc 011 the busis of ti fibi.111 

year, 011 or before the 15th day of thr sixth month followilig the ~ l o b o  
of the fiscal pmr. As to psymtwt of the tax in inutnllments, cea 
article 431. 

8UPI’I.I NEST I--M)P)3O.Y LY)IIPOIIATlOX’B 

SEC. 231. GROSS INCOME. 
(a) Qeneral rule.--ln the CIIW ul  11 forelgu corpuriltloli griw iiicwiue 

includes ooiy tlic grona iucume from suurcen wltliin the United States. 
(b) Ship8 under foreign ilag.-Tlie liiconie of n forelgii ctirlxmition. 

wlilcli conHIsts cxcluslveiy of enrnlngq derlTrd from the operution of 
n shlp ur hhlps docninelitcd untlrr the inn-8 of n fowlgn caiiiitry nhlch 
grunts nu equivalent exeniptlon to dtlzens of lllr Unltvd StiiteH nild 
to coiporntlons oigauized in tlie United Sttiten, shall not be inclu:lrd Iii  
g W N N  income and shall lie erenipt froiii tgsntlon under this title. 

ART. 1101. Grom income of foreign corporatiom.-l’he giwm inconio 
of a foreign corporation, including a mutual iwilrance coinpany 
other than a life insurance company, nieans its gros~ income from 
sources within the United States, as defined and dwcritad in section 
119 and articles 671-684. As to foreign life irisi~rnnco cotripnies, 
see nrticle 977. 

ART. 110% Exclusion of earninga of foreign ships from gross income.- 
A foreign corporution may exclude from gross income under section 
231 (b) so niuch of its inconie froiii sources within the United 
States RS consists of earnings derived from the operation of a Ship 
or ships documented under the laws of a foreign coiiiitry, to tho same 
extent QS nonresident iilien indiritliinls as provided in niticle 1052. 

SEC. 232. DEDUCTIONS. 
In the casc of a foreign corporution Uie dpductloas shnll be nliowed 

only if and to the exteut that they nre connected with lueome from 
wwrces wlthin the U n l W  Stntes; and the proper upportlonineot nnd 
allocntlon of the dedoctioos d t h  rrspect to sources rithln and 
without the United Smtw shall be determlned as provided In section 
110, under ivles and Ivgulotlonn pnncrIbed.by tlie Commlrvloner wltb 
the opprovnl of the Srcretriry. 

- OJ 

t v ) ,  

U l  

1’’ 

1 

ART. 1111. Deductions allowed foreign corporotionr.-I;oreign corpo- 
rations are allowed the same deductions froni their gross income 
arising froin sources within the United States as are nllowed to 
doniestic corporntions to tho extent that mcli deductions are connected 
with such gross incmne. The proper npportioninent and allocation of 
thadediidions with respect to sources within and without the United 

Art. 1111 8233 
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States slitdl be detcniiinecl as provided in section 119 and nrticles 
(iS0-G84. A h  to fowigii life insiirnnce c~oiiil)iinies, see article 977. 

SEC. 233. ALLOWANCE OF D E D U C T I O N S  A N D  CREDITS.  
A forrlgii c.orporiiIloii rllnll rec*t'Iw the bc~ieflt of the deductions 

and rrctllts nllowed to It iii this tltlc only by flllug 01- cuuuing to be 
dlctl wltli  tile collector II truc iiiitl iwcurntc! reiuru of itN totnl iucome 
receIiet1 froiu 1111 sourcrs iii tlie UiiIted Stntcs, in tlic mnniier pre- 
scrilinl 111 IIiIs titlr ; liic~lutlliig therelii 1111 tlie iiiformntloii \vlilch 
thc Cmii i i ido i i cr  niny deem iiecpawry for tile ciilculiiiion of bUCh 
ddiictiuiis iiiid crrtlits. 

SEC. 234. C R E D I T S  AGAINST TAX. 
P o r e l ~ n  rorpnr:itioiiu d ~ i i l l  not iic ullo\vtvl the cretlits ng:iiiist tho 

tus for 11isc.s of  foreigii wuiitrira n i i d  iw*rt.raicurs of tlic Uliltrtl Xtiites 
allo\\ etl 1)). bectloii 131. 

SEC. 235. RETURNS. 
In the ciihe of ti Ptirt'igii corporetloii lint Iinvlng ciuy o l c c  or 111nce 

o! liusliiess In tliii rrilted Stiitrs the ret111-11, IIN llru of the tiiiio 
prc.cr1l)cd 111 sectiou 53(n) ' ( l ) ,  xhiill be uiriclc 011 01' 1)cfore tlic flf- 
tccwth dny of tlic aistb iiiolitli fo l lo~l l lg  tho cluw of the flsciil yeur, 
or, if the rctiirii id iiiiide oil the basla of the ciilenflar year the11 1111 or 
1:cforc the flfttviitli clay of Jiiue. If uiiy forclp corporation has 
110 ofice or p1nc.e of ~ U ~ I I W N S  In the Uiiltirt Stiite but hus nu ngwt  
in tiic Uiiitrtl Stntt-s. tlie return s1i:ili bc iiiiitlr by t i c  ugeat. 

I SEC.236. P A Y M E N T  OF TAX. 
(a) Time of payment.-In (lie c i idc  o P  u forelkn corpnriitltii~ not 

hnvliig any 0mt.c or ~ilnrc? of busliiebs iu tlic Uul cd States the total 
nlnouiit of tn r  Imiiored by llils title be piild, Iu lleu of the t lue  
prescribed 111 rcclIon GO(u),  oil the flflwiit l i  dny of Juuc follo\~i~lg 
tlie close of tlic culcutlur yt'nr. nr, If tlie rcturu fhoulil bc ninde on 
lhc biiuia of n flwiil yc:ir, tlicii on tlic flfteciit~ dny of the elxth 
luoiitli following the close of the Rrciil ycnr. 

(b) Withholding at rource.-l'or ~vltlil~oldli~g ,if stwrce of tux on 
Income of foie!gii corlitirul Ions, rrc rcctlon 143. , 

ART. 1121. Date on which t 8 X  rhall be paid by fprsip corporati0na.- 
I n  tlic case of n foreign corporation not havin any office or place 
of lusincss in the United Stntes tho tiis is to It2 paid on or before 
tlie 15th duy of June folloM.ing the close of tho calendar ycnr, or, 
where the retorn is made on the bnsis of a fiscal year, on or before the 
15th day of tlie sixth month following the close of the fiscal year. 
As to pnynient of the tax in installments, see article 431. 

1 

SEC. 237. F O R E I G N  INSURANCE COMPANIES.  

rn Supl~lemeut 0. 

SEC. 238. AFFILIATION.  

other corporatlon wlthlii the meuuiiig of section 141. 

For speclnl provlslons reliitiiig to forelgn insurance compnulcq 

A forclgn corporiitloe shall not be deemed to be nmllated wlth any 

Art. 1121 
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SEC. 251. I N C O M E  FROM SOURCES W I T H I N  POSSESSIONS OF 

(a) General rule.-lii tlie caw of cltizrira uf tlre Urited StaLee ur 
doiiiestlc corporntions. Iwitlatyiiig thc foIluwliig colidltluiir, gronu lricolutt 
menus only gross lncwue froiu source8 \rithin the United stat+ 

(1) If 80 per ceutuiu or more of the gross liicome of such 
citizen or domestic corporntlou (conil~utcd wltliout the benellt of 
thls Rcctlon) for the lhrce-year perlod 'immedlutely prCCCdlUg 
the close of the tnxnble rear  (or for such part  of such perloo lm- 
nicdlntely prccedlng the cltisc of such tnrable yeur as may be 
nppllcnble) was derived from wurces wlthln a Dnwsslon o! the 

( 2 )  If. In the case of such corporation, MI per centum or more 
of i b ~  groan Incouie (computed wlthuut tlie beueflt of thls aeetbz! 
for ruch perlod or such paiz tliercof wu8 derlved from the active 
conduct uf'a trade or  busfiiess \vithln a psse6sfon of the Unlted 
States: t:: 
(3) If. h case of such cltlzen, 60 per centmn or more of hlr 

gross income (ccxoznted wlthout the beneflt of this w t l o n )  for 
such perlod or ruch purt thereof was dcrlrcd froin the actlre con- 
diwt of a trade or buslness wltliln a posscsslou of the UulLed 
States elther on hls own account or as an  employee or ngent of 

' (a) Amount8 recehed la UnIted Btnte~.--KotwItl~stnndlnp tlie pw 
rlrlonr of subnectlon (a)  there shull be Included In gross lncomo all 
amnuiits ri.celrcd by such cltizens or corporatlous wltliln the United 
Btates, whether dedoed from sources nlthln or \rlthoot the UnltmI 
Btutes. 

i ( 0 )  Deinftion.-Aa uned In thfs sretlou the term " ~ m m w ~ l u n  of the 
,, Unlted Stutes" does not lncludc the VirgIn Islands of the Uiiltcd 

U N I T E D  STATES. 

'' 
. 
' , Uuitetl Utatcs; and 

' ,  

' .  

I 1  

( another. 

(1 Bta(es. 
(d) Deduct1oni.- 

(1) Cltlwns of the Unlted Stntcs cnlitlcd lu the beiicUla uf 
thls sectlon sliull bnve the same deductlous as nrc nllowcd Iiy Sup 
plernent LI ln the cone o! a nourceidcut allen Iiidlrldunl. 

(2 )  Domcstlc corliorntlop entltlcd to the l~euefltn of tlils awtlon 
alioll have the snme dedudioiis an a re  nllowcd by Supylcmeiit I 
In tho cnse of o foreiga corporatlon. 

(e) Credit# agalnmt net income.-A cltlzeo o! Llie Unltetl Stulen 
entltled to the bciieflts of Uils sectlon slinll be allowed a pcrsonnl 

'exemption of only $1,000 and shall not be nllowcd tbe credlt for 
depeudents provided In aectlon 25 (d).  

( f )  Allowance af &dilctlmi and crcdIta--Cltlzeus of the Uulted 
States and domestlc corporatlous entitled to the beiictlte of thls 
rectloii shall recelve the benefit of the deductlous and credits allowed 
to Uicm In tble title oiily by Yllliig or couslng to be flled wltli the 

7, I collector a true nnd neciirate rcturu of thclr totnl lnconie received 
from nll murccs In tlie United Stnteq in the mnnner prescribed In 

I tbls tltle; lncliidlug thereln all the lnformatlon whlch the Comml, 

*' ' I  

i 
i;! ' ' 
t 
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sloncr mny decm ~iecc~ssary for tlie cnlculntloii of such dcductlons nnd 
CrcditS. 

(9) Credits agalnrt tax.-I’ersuns eiititled to the hiicilte of tills 
scctlon ehiill iiot bc ~illo\vcd tlic crcdlts ilgfliUSt tlie tax for taxes d 
furrlgo couiitriw ei:d i~usscsvluiis of tilo U111ted Stutea nllowed by 

(h) AiR1iation.-A corporiitlon mlltlctl to the beiieflte of this w t l o n  
8111111 not I)e deeut4 to br c l f l i l l i l t d  wllb nlly other coriworntion wlthin 
the mcniiilig of sectioii 141. 

dCC.liOll 131. 

ART. 1131. Citizen8 of the United States and domestic corporations 
deriving income from aourcea within a posae8sion of the United Stater.- 
I n  the cuse of n citizen of the United Stutes  or a dometitic corporb- 
tion sntibfging tlie f6llowing conditiol:s, gross income iiieuiis only 
gross income from sources within the United States- 

(1) I f  8b IJW cent or more of tho gross inconic of siwh citizen or 
doiiiwtic corporation (computed witliout the bcnefib of section 251) 
for the &year period iiiiiiictlintcly preceding tlic close of the tnsnble 
year (or for such part of such period iiiiniedintely preceding the 
CIOW of such tnsiille year as niuy bc nppliciiblc) was derived froin 
LOUI’CL‘S within a pouscssion of thu United Stiitrs, apd 
(2) I f  50 per cent or more of the gross incoiiic of such citizen or 

doniestic corporation (computed without tlic bciie(tit of scctim 251) 
for such period or such pnrt thercof was derived from tho active 
conduct of a trade or busiiicss within a posscssiun of the United 
States. I n  the casb of o citizen, the trnde or busbness may be con- 
ducted on his owii account or as an einployeo or a cnt of anotlier. 

For  a determination of the incoms from sources f vitliili tlie United 
States, see section 119 and articlcs 671-684. A citken entitled to 
thu beliefits of section 251 is required to file with his individuaI retlirn 
tliu sc.licdiile on Form 1040 IC. 

flxan~p7e: On July 1, 1032, A, who is a citizen of the United 
Stntcs, went to I’uerto Z c o  arid established a busiaess there which 
Iia actively conducted during the remninder of thnt year. His gross 
iiiconiu from the business during such period wns $20,OOO. I n  
nddition, hc made a profit of $12,000 from the sale during tlic lutter 
purt of 1932 of sonie’ I’uerto Rican real estate iiot connected Ivith liis 
trndc or business. I n  the first six months of 1932 he also derived 
$8,000 gross income from rental property located in the United 
States. He derived a like amount of gross income from such prop- 
erty during the lnst six months of 1032. Inasmuch as for tho all- 
plicable part (July 1, 1032, to December 31, 1032) of the %year 
period immediately preceding the close of the tasable year, 80 per 
cent of A’s goss income ($32,000, or 80 per cent of $40,000) was 
derived from sources within a possession of the United Stntes and 

Art. 1131 8 251 

as 60 per cent or more of his gross incolno ($20,000, ~r 50 per cent 
of $4O,OOO) for such part of the 8-year period was derived from the 
active conduct of u trade or business within a pmession of the 
United States, he is required to report in g o s s  inconie ir liis return 
for 1932 only the gross income derived by him from sources within 
tha United States ($16,000 from tlie rental property located in the, 
United States). 
’ ART. 1132. Income received within the United Stater.-Notwithstnnd- 
ing the provisions of section 251 (a)  and article 1131, there shall 
be included in the gross income of citizens and domestic corpora- 
tions therein specified all amouats,, whether derived f row sources 
within or without the United States, which are received by such 
citizens or corporations withiu the United States. But see section 
110 (a).  From the amounts so included in gross inconie there shall 
be deducted only the expenses properly apportioned or allocated 
thereto. The term “United States” as used herein includes only 
the States, the Territories of Alaska and Hawaii, and tbe District 
of Columbia. The term “ possession of the United States ” as used 
in section 251, articls 1131, and this article includes Puerto Rico, the 
Philippine Islands, the Panama Canal Zone, Guam, Tutuila, Wuke, 
aiid Palmgrn; it does not include the Virgin Islands. 

ART. 1133. Deductions nllowed oithenr and domutio aorporationa en- 
titled to the benefltr of section 251.-In tlie cnse of a citizen entitled to 
the benefita of section 251, the deductions allowed by section 23 for 
business expenses, interest, taxes, losses in trade, bad debts, deprecia- 
tion, and depletion are allowed only if and to the oxtent tliat they 
are connected with income from sources within the United States. 
The provisions of article 1051 relating to the allowance to nonresi- 
dent alien individuals of the deductions providd in paragraphs (‘I) 
and (3) of section 23 (e) for losses not connected with the trade or 
business are applicable in the caw of citizens eiititled to the benefita 
of section 251. The provisions of that article pertaining to the 
+llowance to nonresident alien individuals of deductions for contri- 
butions provided in section 23 (n) are also applicable in the caw 
of. such citizens. Corporations entitled to tlie benefits of section 2G1 
are allowed the same deductions from their gross incoiiie arising from 
wurcee witliin the United States as are allowed to doiiiestic corpora- 
&s to the extent that such deductions nro connected with such pose 
income. The proper apportionment and allocation of the deductione 
‘with respect to sourcks within and without the United States shall 
be determined as provided in section 119 and articles 680464. 
ART. 1134. Allowance of dedactiona and credita to citisena and domertia 

aorporationr entitled to the beneflta of rection 2Sl.-Unless a citizen of 

Art 1134 8 261 
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the United States or a clonicstic corporation entitled to tlic Lenefits of 
sec th i  231 sliuli file, or cuux to h filed nitli tlie collector, a true 
and awurutc return of iiicoiiic from sources witliiii t(w Unitcd States, 
regnrdless of unioiiiit, the tax shull be collccted 01 

gross inconie (not the net iiiconie) from S~III'CC'S \v tliin the United 
sources of 

incoiiie witliin tlic United Sttitcs 20 tlint ~ r o n i  uiiy o6e boiirce or froni 
States. Where such a citizen or corporatiqn lius varions i 

the United States without allowunce for drdiictionslor credits. 
SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any Indlvlduul ~ I i o  Is u citizen o! nny porserr1ol;l of the Clilted 
Etateu (but not oll ier~~ Isc ti cltlzcw of tlw Unltctl Mutes) I I I I I ~  n l ~ o  is 
not a resident o! tho United Slates, shull be sul)ject to tasn- 

the I!nltrd St:ltcn. ulld In sllch CilRe IIlr tu% &nl\ lw! ci~mputeil and 
pnid 111 tile slim(. mnnller U l i d  sabjrct to tlic PIIIIIP c.ondltlons I I H  111 tlie 
cnse o! othcr persnnn who are  tcixuble only 11s to Income clerlvetl irom 

(b) Nothing In tlils twctloll rtl~illl be c'oii8trutvJ to alter or 11111cnd tlle 
provielons of the Act eiilltletl "A11 Act mnlrlng u i q ~ r o p r l ~ ~ t l o ~ ~ r  !or the 
iiuvnl serrfre for the flwal J'mr rlidlllg .Jul:c :lo, ID:%, IIntl for otller 
purpoores," Iipprovecl Jiily 12. lD21, wltltlng lo tlie iinposItlo11 of income 
turea 111 the  Virgln Ialundr of the Uiiltc.ci Stntcs. 

, 
ti011 UUd~V thi8 t f t h  OUly an to ~l1~olIlC! tk'l'l\t?d h o U 1  LUUI'CC'B \\':Illin 

RUCh LIOUPCVS. 

ART. 1141. Statar of citizen8 of United States possession.-A citixzn of 
a possession of the United States (except the Virgin Islands), who 
is not otherwise a citizen or u resident of the United Stntes, includ- 
ing only the States, the Territories of Aluskn mid Hawaii, alid tho 
District of Columbin, is treated for the purpose of the tns as if lie 
\rere a nonresident alien individrinl. (Sec sections 211-218 and 
articles 1021-1001.) His income from soirrces witliin tlie Uliikd 
States is subject to wi t l iho l~~ig .  (See section 143 and articles 761- 
770.) The Act referred to in wction 252 (b) provitles that incoli~a 
tax laws then or thereafter in force in tlic United States sIlaIl apply 
to the Virgin Islnnds, but that the tases slinll be puid ir i to  tho 
treasury of the Virgin Islulitls. Accordingly, persolls are tnsctl thcro 
under the provisions of the lievenue Act .of 1032. 

Art. 1141 
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SEC. 261. CREDIT AGAINST NET INCOME. 
(a) Allowance of credit.-For the purpose only of the tax l m p o d  

by section 13 there sliull be nllowed, in the case of n corporntlon orgun- 
lzetl unclcr the Cliiiin Tmde Act, 1912, In nddltlon to the credlt pro- 
Tided in  section 26, a crcdlt ngalnnt the net Income of an amount gun1 
to  the proportlon o! the net Incolue derived !rom%ources W t h h  Chha 
(deternrlned In a slmllar nianner tn thut provlded in section 110) whlch 
tlie par value of the ailarea of stock of the corlmrutlon owned on tlie 
lnut'duy o! the tnruble gear b i  (1) peTnons resldeiit In Chlna, the 
Unitid Etates, or possessions of the United Stuten. and (2) lndlvidual 
cltl$us of the United Stntes or Chlnu wherever i-esldent, beam to  the 
pur vdlue of the ~vl~olo numbcr o! e1ruri.e o! stock of tile corporation 
outstolidlug on HWII drtte: I'roooidcd, Thut In no case shall the amount 
by which the tau Imposed by section 13 IN dlmlnlsbc?d by reason of such 
credit e x d  the amount o! the specin1 dlvideml certified under sub- 
section (b) of thls section. 

(b) Special dividend.-Such credlt shall not be nllowed unless the 
Secretmy of Commerce hus certlfled to the Comrnlwloner- 

(1) The umount whlch, during the rear ending on tho date fired 
by law for flllug the return, the corporation IIUS dlstrlbuted as a 
epeciul dlvldend to or for tile benefit o! such persons HS o i i  the lnst 
day o! the taxnble year were resident in Chlnu, the Unltcd Sptes, 
or possessions o! the United Stutes, or were Individual citllGens of 
the United States or China, crud owued shuru of etwk of tlie cor- 
poration ; 

(2) That such speclnl dlvldend was In addltlon to all other 
amounts, puynble or to be payable to such personn or !or thelr 
beueflt. by reason o! thelr interest In lhc coi~wmtlon; and 
(3) Tliut such dlstrlbutlon has k e n  made to or for the beneflt 

of such persou In proportloll to the par value of the s h a m  of 
stock of the corporutlon owned by each; except that if the cor- 
poration has more than oue claw of stock, the certlllcatrs shall 
contain n statement thut tlle arllcles of Incorporation yrovlde a 
mctliod for the aliportlonment ai such slrclnl dividend amolig 
eucli persolis, and thut lhe amount certlHed hno been dlatrlbuted 
in accordullce with the method 80 provldd. 

(a) Ownerrhip of #tack.--For the purlmseit o! thls wctlon eharea of 
etock of a corporation shall be considered to be owned by the pcireon 
In whom the equitable right to tlie income from such shares Is In good 

, 

fultii Tested. 
Chlnn " 

shull have tbe same mcnnlng as when wed In the CIIIna Trade Act, 
(d) Definition of China.-As used In thls sectlon the term , 

1022 
Tt'* SEC. 262. CREDITS AGAINST T H E  TAX. 

A conmratlon orgunlzed under the Chlna Trade Act, la shall 
not be allowed the credits agalnet the tax for tnxes o! foreign countrim 
and yuasellalollrr of the Unlted Otntcn alluvwed by &Ion la. 

! i  
I ,  

Art. 1141 
148(181'--21 

Q 262 
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SEC. 263. AFFILIATION. I 

A corporatloll ol’gimlzctl untltv tlie Cliiiia T y l o  Act, 1022, shall 
not deClUed to IJe l l f f l l h l l ’ d  Wit11 Ully other C ~ J ~ p O l ‘ ~ l t ~ ~ J 1 1  \Vltllill the 
meanlng of section 141. I 

SEC. 264. INCOME OF SHAREHOLDERS. , 
I’m ercluslon of dlvidcnds froill gross inroilla, see section 110. 

AIIT. 1151. Income of China nade Act corpokatiom.-Tlie items of 
gross income to be included in the rctiirn of a’  corporation organized 
under the China ‘ h i d e  Act and tlie deductions allowable are tlie 
same as in the case of oilier domestic coiprahions. 

ART. 1152. Ccedits allowed China Trade Act Corporations.-In addi- 
tion to tlic cwli t  cillo\ved uiidcr section 26, a China, Trade Act 
corporutioii is, uutlrr ctirtrh coiidiliorrs, ullowud tin additiolral credit 
for the purpose of coniputing the tiix imposed by section 13. This 
credit is nn tuiio~uit cqiiiil to tlie proportion of the net inconie derived 
from sources ~vithin Chini\ (duterslincd in  a rtimilur manner to that 
provided in seci ion 11!)) wliich the pur value of the sharw of bt .1~1~ 
of the corporation, owiicd oii the lust day of the taxable year by 
(1) persons resident in China, the United Stabs, or possesions 
of tlio Unitod Statcs, uiid (2) indiv,itlual citizens of the Unitod 
Stntsv or Cliinn wl iercw residcnt, br:irs t o  ‘the pttr vnluc of tlie 
wholo number of diures of stti& of the corp0ratioii outstundilig 
on that duk. The decrcitse i n  tiis by IBUSOII of such cretlit must 
’not, howover, esreed tlie iiniouiit of the speuid dividend referred 
to in wctioii 261 (b),  and is riot nllo~v\.able unless the specinl divi- 
dend hus  been certified to the Coiriiiiissicmer by the Secretary of 
Comiherce. A Cliiila Trntle Act corporstion is not erlt,it’led to tlie 
credit for taxes puid to forcigil yoiultrics ant1 possessions of tlie 
Uiiited States ~ l l o 1 1 ~ 1  to domstic corporations under the provisions 
of Hection 131. 

A i i ~ .  1153. Meaning of terms used in conuection with China Trade Act 
corporatione.-A C‘liina Trade Act coiprutiou is w e  orguxlized under 
the provisions of the China Trade Act, 1922. 

The term “ Chinu ” means (1) China, including Manchuria, Thibct, 
Mongolia, arid any terrilory lcaw?tl by Chinn to uiiy foreign govern- 
Inout, (2) the Crow11 Coloiiy of Ihig1~ong, slid (3) the Provirice of 
Macao. 

ThP term “ spwial dividend ” means the amount \vvhich dtiring 
the year ending on March 16 siiccecding tlie close of the corporation’s 
taxable year is distributed as a special dividend to or for the benefit 
of sucli persons‘as on the last day of the taxable year were Iesident 
in China, the 1Jniterl Stutcs, w possessiolls of the United States, 
or were individual citizens of the Uriited States or China, and owned 
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shares of stock of the corporution. Siich special divitltwtl thlcs lkot 

include any other amounts poyablc or to be puyulJle to sucli persons 
or for their honcfit by reason of their interest in the cor~~~irntion 
and must bc made in proportion to the par value of the sliares of 
stock of the corporation owned by each. 
‘ For the purposes of section 261 the shares of stock nl‘ a China 
Trade Act corporation are considered to be owned by the person in 
whom the equitable right to the income from such sliarcs is in good 
faith vested. 

A coirporation organized under the Chine Trade Act bhall not be 
deemed to be affiliated with any other corporation within the mean- 
ing of section 141. 

“.Net income derived from sources within China” is the sum of 
the net income from sources wholly within China and that portion 
of the net income from sources partly within and partly without 
China which may be allocated to sources within China. The method 
of computing this income is similar to that described in sectioii 119 
and articles 671-684. 

ART. 1154. Withholding by a China Trade Act 0orporation.-Divi- 
dends paid by a Cliina Trade Act corporation to persons other than 
residents of China am subject to both normal tax and surtax. Ac- 
cordingly, tau should be withheld from such dividends when paid 
to persons (other than residents of China) who are (1) noiiresident 
alien individuals, (2) nonresident partnerships (seo article 1318) 
composed in whole or in part of nonresident aliens, or (a) non- 
resident foreign corporations (see article 1318), unless undcr scction 
119 (a) (2) (A) tho dividends are not treated as income froiii sources 
within the United States. In  the case of an individual shareholder 
or partnership, the rate of withholding is 8 per cent, and in the cam 
of a corporation, 13% per cent. Withholding in the cam of puyinenta 
made before the enactment of the Revenue Act of 1932 (6 p. m., east- 
mi standard time, June 6,1932) is at  the rates of 5 pcr cent and 12 
per cent in lieu of tlie rates of 8 per cent and 18% per cent provided 
in this article. A Filipino shureholder of a China Trntle Act 
oorporation, when resident without the United States, is trcuted as 
a nonresident alien for the purpose of the incoma tax, end with- 
holding is required from taxable dividends paid to such shnrcliolder. 

(See also section 263.) 

, LIUPPLEYINT L--ASBICBSYERT AND COLLECTION OP DEFICIEKCIIB 

~ ,’ 8EC. 271. DEFINITION OF DEFICIENCY. 
’ , As used in tbls tltle in renpect of a tax lmpoeed by tbis title “dell- 

clency ” mean- 
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(a) The amount by which the tiis liiipnsed by t l i h  title rxcwtls the 
aiuouiit ~ h ~ i w i i  na the tiiu by tlir tiixp;iyw iilion lily, rrtur i i  ; liiit tlie 
tllnouiit so s ~ i o ~ v i i  o i i  tlitl r t~ t i i i~ i i  s h i l  first I i r  iiicrnisctl by t i i c  niiiriiiiita 
prc'viously iiswwt-d (or coilwtrtl w i ~  iioiit i i r w w i i i i ~ i i t  ) IW II tlt~ticlriiry. 
and clrcrcnsed by tlic iimoiiiits lircvioiisly iibatccl, cwdjtrd, re~lnndrd, or 
otlirrwlsc! rcpaltl in rrspcbc't  of such tux; or 

(b) If 110 uintiuiit la d io iv i i  US the tiix by the ttgxpaycr riluii 111s 
return, or If no returii la I A I I I ~ C  by the tiispayer, tiicqi tiic iiiiioiiiit by 
wlilcli the tax tnxcveds tile ~ I I I I ~ ~ I I I J  ~irevlourl.\- i i s s * ~ J  (IU collwtvd 
wltliout iiswawiiic!iit) ti* ii ti~~llc*lc~iic.y : but siicii n i i i l w i t s  prcvluualy 
iiwweii, or c.oi1cc.ti.d without iisccwiiii'nt, shiiil tirat 1)u dtu.rc.iiscc1 by the 
~iiiouiits yrevloiidy nliiitcul. crrclltc~d. refiintld. or oilierwlwe repuld I n  
renycct of SUc.lI tiix. 

I 

A w .  1161. Deficiency defined-Section 271 by its ,definition of the 
word '' ilcficieiicy " provides n terni which will apply to niiy niriouiit 
of tus cleteniiined to b dne in rcqwe*t o f  tlie tusiible year 1%)2 or 
subseqiieiit taxable yeurs or periods in excess of ,the niiiount of tax 
reported by tlie tsxpryer for siicli years or pwiods: or in escvss of 
the niiiorint riq)ortctl by thr tiispiyer 11s udjiistecl by a n y  of prior 
assessiiieiits, ubiitciiiciits, credits, refunds, or rollrctions without as- 
serssnient. In defining the term " dcfic.icncy " sectioii 271 recognizes 
two classes of cnscs-one, wlicre the tiispnyer iiiiikes u rctiirii slioa- 
ing soiiia tux linbility ; the otlier, wliere the tnxpityer ninlres n return 
showing no t a s  linbility, or ivlirro tlic tiispiiyer fids to iiinkc it return. 
Additionnl tax shown oii an " eiiieiidecl rctiirn," tx)-rullecl, is II defi- 
ciency within the i i iruning of the Act. 

\Vlicii a cnse is coiixitlrrcd for tlie first time, the deficiency is the 
excess of the aniount determined to be tlie correct uirioiint of the tnx 
aver the niiionnt dio\vn ns tlie tnr  by tlie taspuyer on his return, or, 
if it is a cuse wliere no tns wns r i p r t e d  by the taxpayer, the de- 
ficiency is the nniount dctcriiiiiieel to  be the correct nniount. of the 
tax. Subseqiieilt inforiiicition soiiietiiiiw discloses t l in t  t.he nniount 
previoiisly tletermined to be the correct iiiiioiint of the tnx is less 
tlinn tip! correct nnioiint, ni id  tlint n rcdcteriiiiniition of the tn s  is 
r.ecessary. In such D cnse tlia tleficic*iicy on redetermination is tlie 
~ S C C S Y  of the unioiint dctcriiiinml to be the coi*rect nnioiint of tho 
t n s  over tlie sum of the unioiiiit of tars rcported by the tuxpnyw nnd 
the duficiewy nssoswd in connection with the previoiis tletrniiinution. 
I f  it is 11 ciis:' wlicre no tax wns ~vpoited by tlie trxpnyer, the de- 
ficiency is tlic csccss of the uiiioent cl&wnincd to be the correct 
iimoiii!t' of tlie t a s  over the aiiioiiiit of tlie tltfwieiiry disclosed by tho 
pnyx io~ Ji1teriiiin:ition. If the previous drterniinntioii resulted in u 
credit or refund to the tnspayer, tlic! clefitiicwy upon the sec-on11 
deterniinutitin is the excess of the aniount deterniiiicd to be the correct 
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mount of the tax over the amount of tax reported by the taxpayer 
decreased by the amount of the credit or refund. 

SEC. 272. PROCEDURE IN GENERAL. 
(a) Petition to  Board of Tax Appeali.-If In the cane of any tnxpayer, 

the Cominlseloner determiner that them Ls a deflclency In. IWpWt of 
tlie tax imposed by this tltle, the Commlsaloner 1s authorhed to send 
notlce of sucL deflclency to the taxpayer by regietered malL W l W  
60 days after such notlce ~JI mailed (not countlng Sunday an the rlxtleth 
day), the taxpayer may flle a petition wlth the Board of Tax Appeal6 
for a redetermlnatlon of the defldency. No .elRaernent of a detldency 
in respect of the tax Imposed by thb tltle and no dbtraint or proceed- 
ing In court for Its collectlon shall be made, Ix?gun, or p r o m t e d  untll 
such notice has been malled to the taxpayer, nor untll the explratlon 
of such BO-day perlod, nor, lf a petltlon has beep flled with the Board, 
untll the declalon of the Board has become flnal. Notwlthstanding 
the provlslons of section 8224 of the R e v i d  Btatutw the mnklng of 
such assessment or the beginning of such proceeding or dlstraint durlng 
the time such prohlbltlon ls In force may be enjoined by a proceeding 
in the proper court. 

For exceptlone to the restrictions imposed by th& subsaction, BCB- 

(1) Subsection (d) of this section, relatlng to walvers by the 

(2) subsection (r) or this section. reml lg  to notlacations or 
taxpayer ; 

mathematlcnl errors nppearlng upon the face of the return ; 
( 8 )  Bectlon 278, relatlng to jeopardy assemmentr; 
(4) Bectlon 2'74, relatlng to bnnkruptrv nri9 rncelremhlpa; aud 

Ing to asseaement or collectlon of the i t  , ur the deflclency 
determined by the Board pending court reolew. 

(b) Colleotion of dencienoy found by Bwrd.-If the tnxpayer fllea 
a petltlon wlth the Board, the entire amount redetermined as the defi- 
clcncy by the deelalon of the Board which has become flnnl ahnll be 
aseeseecl aud shall be paid uwn notlce and demand from the collector. 
No part of the amount determined as a deflclency by the Commissloner 
but cUenllowed as such by the declslon of the Board whlch has Imome 
h a 1  shall be assessed or be collected by dlstrnlnt or by prowedllig in 
court wlth or without assessment. 

( 0 )  Pallure to dle petition.-If the taxpayer does not flle a petltlon 
with the Umrd within the tlme prescribed in subsection (a) of thb  
section, the deflcleucy, notice of wllfch hna been iiinlled to the taspnyer, 
shall be nsscssed, and shall be paid upoii uotlre nnd clemnnd from the 
collector. 

(d) Waiver of rertrIotionr.-Ths taxpayer shall a t  any tlme lirive 
the right, by n signed notlco In wrltlng flled wlth tbe Commlssioncr. 
to waive the reatrlctlone provlded In subsection (n) of ti& scctlon 
on the asses6ment and collcctlon af tho wliole or nay part of tlie 
deflclency. 

(0) Inoreare of deiclenay after notice mailed.-The h a r d  ahnll llnrs 
jnrlsdlctlon to redetermlne the correct amount of the denclency eren 
If the amount so redeternilned Is greater thnn the nmouut of the defl- 

(6) Section 1001 of the Revenue A I anded, Wht- 

A.rt 1161 8 272 
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dwcy, notice of which has been mailed to the taxpayer, and to deter- 
mlne whether any penalty, additional amount or addition to the tax 
hould  be assessed-if claim therefor is uaserted by the Comnlissioner 
at or before the hearing or a rehearing. 

(f)  Burther deiclenoy letter1 reatrioted.--If the Commissioner has 
mailed to the taxpayer notice of a deflciency as  provided in submtion 
(a)  of this eection, and h e  taxpayer files a petition with the Board 
within the time pfescribed in such subsection, the Oommissloner shall 
have no right to determine any addltional deflciency in respect o! the 
w e  taxable year, except in the case of fraud, aiid exoept as provided 
h nubsection (e)  of this section, relating to assertion of Greater dell- 
c i a d e s  before the Board. or in section 273 ' (c) ,  relatlng to the making 
of jeopardy aseessments. If the taxpayer is notifled that, on account 
oi a mathemntical error appearing upon the face of the return, an  
amount of tax in excew of that shown upon the return is due, and that 
pn assessment o! the tax has been or will he made on 4he bash of what 
would have been the correct amount of tax but for the mathematical 
error, such notice shall not be consldered (for the purposes of thls 
subeectlon, or of subsection (a )  of thin section, proliiblting assessment 
and collection until notlce of defldency has becn nialled, or of sectlon 
822 (c), prohlblting credits or reiunds after petition to the Board of 
Tax Appeals) as a notice of a deficiency, and the tuxpayer shall have 
no right to file a petition with the Board based on such notice, nor &hull 
such assessment or collect1011 be prohibited by the provisions of sub- 
section ( @ )  o! this section. 

(p) Jurlndlotlon over other taxable yearn.-The Uoard I n  redetermln- 
a detlclency in respect of any tuxable year shall conslder such 

facts with relntlon to the taxes for otlier taxable years as may be 
necessary correctly to redetermine the amount of such deflclency, but 
in so dolng shall have no jurlsdlction to determine whether or not the 
tax for any other taxable year has been overpaid or underpaid. 

(h) Blnal deoldoni of Board-For the purposes of tlils tltle the dute 
on whlch a declslon of the Board becumell 1Iiiai shall be determlned 
according to the provlslons of sectloti 1006 of the Revenue Act of 1026. 

(1) Prorating of deflolencp to 1natallmentr.-If the taxpayer has 
elected to pay the tax In lustullments arid a clefklericy has heen ussessed. 
the deficiency shall be prorated to the four installments. Elxcept as 
provided in section 273 (relating to jeopardy assessments), that part 
of the deficiency so prorated to any in~tallmerit the date for payment of 
which has not arrived, shall be collected a t  the same time as and as 
part of such installment. Tbat purt of the deficieiicy so prorated to 
any installment the date for payment of whlch has arrived, shall be 
paid upon notlce and demand from the collwtor. 

(1) Extendon of time for payment of deio1enoiem.-Where it is shown 
to the satisfaction of the Commlasloner that the paymeut of a den- 
clency upon the date prescribed for the payment thereof will result 
in undue hardsqlp to the taxpuyer the Commissioner, with the approval 
of the Secretary (except where the cleflclency is due to negllgence. to 
intentional disregard of rules wid regulatlons, or to fraud with intent 
to evade tax), may grant an extension for the paymelit of such den- 
clency or any part thereof for a period not in exccss of eighteen months. 

I 

' 
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and, ln excepttonal cnses, for a further period not in exreas of twelve 
months. If an extension is granted, the Commissioner may require 
the taxpayer to furnish a bond in such amount, not exceeding double 
the omount of the dedclency, and with S U C ~  sureties, as the C O W  
eioner deems necessary, conditioned upon the payment of the dedclency 
h accordance with the terms of the extension. 
(k) Addreis for notice of deiciency.-In the ubsence of notice to 

the Commissioner under section 312 (a) of the existence of a fiduciary 
relationship, notice of a deflciency fn respect of a tax Imposed by this 
title, if mailed to the taxpayer at his Last known address, shall bs 
sumcient for the purpose8 of t h b  title even if such taxpayer la deceased, 
or Is under a legal cllsabillty, or, in the case of a corporation, has  
terminated its exlstence. 

AET. 1171. dsressment of e deflaienay.-If the Commissioner deter- 
mines that there is a deficiency in respect of the income tax imposed 

.by Title I of the Revenue Act of 1932 (see sections 57 and 271 end 
articles 461 and 1161), the Commissioner is authorized to notify 
the taxpayer of the deficiency by registered mail. Within 60 days 
after such notics is mailed, a petition may be filed with the Board 
of Tax Appeela for a redetermination of the deficiency. In deter- 
mining such 60-day period, Sunday ip not to be counted as the sixtieth 
day. Except as stated in paragraphs (l), (2), (a), (4), and (5) 
of this article, no assessment of D deficiency in respect of a tax im- 
posed by Title I shall be made until such notice haa been mailed to 
the taxpayer, por until the expiration of such 60-day period, nor, if e 
petition has been filed with the Board, until the decision of the 
Board has become final. As to the date on which e decision of the 
Board becomes final, see section 1005 of the Revenue Act of 1926. 
, (1) If a taxpayer is notified of an additional amount of tax due on 

' account of a mathematical error appearing upon the face of the 
return, such notice is not to be considered as a notice of a deficiency, 
and the taxpayer has no right to file a petition with the Board upon 
the basis of such notice, nor is the assessment of such additional tax 
prohibited by the provisions of section 272 (a). 

(2) I f  the Commissioner believes that the assessment or collection 
of e deficiency will be jeopardized by delay, such deficiency shall be 
nssassed immediately, as provided in section 278. (See article 1181.) 

( 8 )  Upon the adjudication of bankruptcy of any taxpayer in m y  
bankruptcy proceeding or the appointment of a receiver for any 
bxpayer in any receivership proceeding before any court of the 
United States or of any State or Territory or of the District of 
Columbia, any deficiency determined by the Commipioner in re- '' p c t  of the tax shall be assessed immediately, irrespective of the 
~rovisions of section 272 (a), if such deficiency has pot been aasesmd *' II w r d a d c e  with law prior to the adjudication of bankruptcy or 

, 
! 

* I ,  
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the appointment of a receiver. (See sections 274 and 298 and nrticles 
1191 and 1192.) 
(4) (a)  If  the Board renders R decision and determines that there 

is a deficiency, and, if the taxpayer duly files a petition for review 
of the decision by a circuit court of appeals (or the Court of Appeals 
of the District of Columbia), the filing of the petition will not oper- 
ate as a stay of the assessment of any portion of the deficiency deter- 
mined by the Board unless he has filed a bond with the Board as 
provided in section 1001 (c) of the Revenue Act of 1926, as amended 
by section 603 of the Revenue Act of 1928. If in such a case the 
necessary bond has not been filed by the taxpayer, the amount deter- 
mined by the Board as the deficiency will be assessed immediately 
after the filing of such petition. 

( 6 )  If the Commissioner files a petition for review and (1) if the 
taxpayer has not filed a petition for review within three months after 
the decision of the Board is rendered, or (2) if such petition has been 
filed by the taxpayor, but the necessary bond refcrred to in section 
1001 (c) of the Revenue Act of 1926, as nnionded, has not been filed 
with the Board, the amount determined by the Board as the defi- 
ciency mill be assessed in the case of (l), immediately after the 
oxpiration of the 3-month period, and in the case of (2), imme- 
diately after the filing of the petition for review by the taxpayer. 

(5) The taxpayer may at  any time by a s i p e d  notice in writing 
filed with the Commissioner waive the restrictions on the assessment 
of the whole or m y  part of the deficiency. The notice must in all 
cases be filed with tho Commissioner. The filing of such notice with 
the Board does not constitute filing with the Commissioner within 
the meaning of the Act. After such waiver has been acted upon 
by the Comnmissionenand the assessment has been mnde in accord- 
ance with its terms, ttje waiver can not be withdrawn. 

Where a petition is filed with the Board, the taxpnyer bhoild 
notify the Commissioner that the petition has been filed, in order 
to prevent m sssessmont by the Cornmissioner of the amount deter- 
mined to be the deficiency. If no petition is filed with the Board 
within the period prescribed, the Commissioner shall assess the 
amount determined by him as the deficiency and of which he has 
notified the taxpayer by registered mail. I n  such case bhe Com- 
missioner will not be precluded from determining a further defi- 
ciency and notifying the tnxpnyer thereof by registesed mail. Where 
B petition is filed with tlie Board, the entire amount redetermined 
as the deficiency by the decision of the Board which has become 
final shall be assessed by the Commissioner. I f  tho Commissioner 
mails to the taxpayer notice of a deficiency, and the tnxpnyer files a 
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petition with the Board within the prescribed period, tlie Coinmis- 
fiioiier is barred froni determining any ndditionnl deficiency for the 
mine taxable yew except in the cuse of frnud and except RS provided 
in sectioii 272 (e) relating to tlie ussertion of grenter deficiencies 
before tho I h r d  or in section 273 relnting to jeopnrdy assessments. 

ART. 1172. Collection of a deficiency.--Where a deficiency ns redeter- 
aiined by a decision of the Board which has become h a 1  is nssessed, 
or where tlie taxpnyer hns not filed n petition and the dcficiency as  
determined by the Commissioner has been nssessed, the nmoiint so 
assessed shall be pnid upon notice and demand from the collector. 
As to cases coming within the provisions of paragrnphs (2), (3), 
and (4) of article 1171, see sections 273 (i) and 298 of the Revenue 
Act of 1932 and 1001 (c) of tho Revenue Act of 192G, as amended by 
section 603 of tlie Revenue Act of 1928. As to interest on dcficicncies, 
see section 292. 
Am. 1173. Extendon of time for payment of a deflciency.--n’llere it 

is shown to the satisfaction of the Conimissiolier tlmt the pymell t  
of a deficiency upon the date or dntes prescribed for pnpnient tlicreof 
will result in undue hardship to the tnxpnycr, the Commissioner, 
6 t h  the approval of the Secretary, mny grant nn extension of tilne 
for the payment of the deficiency or nny pnrt thereof for a period 
not in excess of 18 months, and in exceptionnl cases for n fiirther 
period not in excess of 12 months. The term “undue hai*tl~llip ” 

menns more thnn an inconvenience to the tnxpnger. It milst :ippcnr 
’ thnt substantinl finnncial loss or sncrifice will result to the t:ispnycr 
from mnlcing payment of the deficiency at  the due dete. Tlic Act 
provides that no extension will be grtintcd where tho dcliricncy is 
due to negligonco or intentionnl c1isrrg:lrd of rulcs nncl rcgol* ‘1 t ’  1011s 
or to fraud Kith intent to ern& tau. 

An npplicntion for nn estension of time for the ynyniclri d :I tlc- 
ficiency should be mnde under oath on Form 112i i u i d  a~iist be 
accompanied by eviclenco sllowing that. undue hardship to tlic tiis- 
pnycr would result if the estension were refused. The cstc.ns.icro will 
not be grnntcd on a general stntcnirnt of hnrclsllip, biit in c:wh CBSU 

tliore must be furnished n sttitenicnt of the specific fncts h w i 1 1 g  
what, if any, finnncial loss or sncrifice will result if tho estciisioll is 
not granted. Whcrerer practicable a certified stntement of :Irsc.ts ant1 
linbilities of the tnxpnycr should be submitted. The npldicntion, 
with the evidence, must be filed with tlie collector, who will u t  once 
trnnsniit it to the Commissioner with his rccommendntions as to tho 
extension. Wlien it is received by the Commissioner, it will bo 
exnmined immedintely and, if possible, within 80 days will be re- 
jected, approved, or tentatively approved subject to certain conditiom 
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of which the taxpayer will be immediately notified. The &wI&- 
sioner will not consider an application for an extension of time for 
the payment of a deficiency uiiless such application is made on or 
before the date prescribed for payment thereof, as shown by the 
notice and demand from the collector. 

As a condition to the granting of such an extension, the Commis- 
sioner may require the taxpayer to furnish a bond on Form 1127 B 
in an amount not exceeding double the amount of the deficiency. If 
a bond is required it must be filed with the collector within 10 days 
after notification by the Commissioner that such bond is required. 
It shall be conditioned upon the payment of the deficiency, interest, 
and additipal amounts assessed in connection therewith in accord- 
unce with the terms of the extension granted, and shall be executed 
by a surety company holding a certificate of authority from the 
Secretary of the Treasury as an acceptuble surety on Federal bonds, 
and shall be subject to the approval of the Commissioner. I n  lieu 
of such a bond, the taxpayer may file a bond secured by deposit of 
Liberty bonds or other bonds or notes of the United StaCes equal in 
their total par value to an amount not exceeding double the amount 
of the defisiency. (See section 1126 of the Revenue Act of 1926.) 
The amount of the deficiency and additions thereto shall be paid an 
or before the expiration of the period of the extension without the 
necessity of notice and demand from the collector. Payment of the 
deficiency and additions thereto before the expiration of the extension 
wil) not relieve the taxpayer from paying the entire amount of 
interest provided for in the extension. (See section 296.) 

SEC. 273. JEOPARDY ASSESSMENTS. 
Ya) Authorlty for making.-If the Commlaeloner belleves that the 

assessment or collectlon of a deficiency will be jeopardlzed by delay, 
he shall lnimedlately as6ess such deflclency (together wlth all interest, 
addltlonal amounts, or additions to the tax provlded for by law) 
and notlce and demand shall be made by the collector for the payment 
thereof. 

(b) Dedoiency letters.-If the jeopurdy assessment Is made before 
any notlce In respect of the tax to whlch the jeopardy nssessment 
relates has been mailed under wctlon 272(a), then the Commissioner 
shall mail a notlce under such subsectlon Within 00 days nfter the 
making of tbe assessment. 

(a) Amount aiiesiable before deolilon of Board.-The Jeopardy 
assessmeut may be mnde In respect of a deaclency greater or lees 
tha'n that notlce of which has been mallrd to the taxpuyer, desplte 
the provisions of section 272 ( f )  prohibitink the determlnatlon of 
addltlonnl deflclencles, and whether or not the taxpayer has theretofore 
ffled a petltlon wlth the Bonrd of Tax Appeals. The Commlssloner 
shall not19 the Board of the amount of such assessment, if the 
petition Is flled with the Board before the maklng of the assessment 
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or is subsequently flled, and the Board shall have jurlsdlctlon to 
redetermine the entire umouut of the deficiency &nd of all amounts 
aseessed at the ~ianie t h e  ln connectlon tlierewlth. 

(a) Amount aiieiiable after deollion of Board.-If the jeopurdy 
assessnient la nude  after the decision of the Board Id relidere& 
such assessment may be niadc only in respect of the deficlency 
determined by the Bonrd In Its decision. 

(a) Expiration of right to ars'cri.-A jeopardy asaessmellt may not 
be made after the declslon of the Board hus become flnal or nfter the  
taxpayer has flled a petition for revlew of the decision of the Board. 

(f)  Bond to stay colleatlon.-When n jeopnrdy assemment has been 
mnde the taxpayer, withln 10 days after notice and demand from the 
collector for the payment of the nmount of the nwessment, may obtnln 
a stay of collectlon of the whole or any part of the amount of the 
assessmelit' by flllng wlth the collector a bond. In  such ainount, uot 
exceeding double the aniount as to whlcA the'stny 1s deslred, and 
with such sureties, a s  the collector deems necessary, condltloned 
upon the payment of so much of the nmouut, the collectlon of rh lch  
1s stayed by the bond, 8s 1s not abated by a decislon of the Board 
which has become flnnl. together mlth interest thereon as provided 
in section 297. 

(g) Same-Further aond1tioni.-If the bond 1s given before the tax- 
pnyer has filed his petltlon wlth the Board under section 272(a), the 
bond shall contaln n further condltlon that if n petltlon Is not flleci 
wlthln the perlod prorlded in such eubsectlon, then the nmount the 
collectlon of mhlch is stared by the bond will be pnld on notlce and 
demnnd at any tlme after the erplrntlou of ruch period, together wlth 
interest thercwn at the rnte of 0 per centiim per anuiini from the date 
of the jeopnrdy notlce nnd clemnud to tlie date of notlce rind cleinnnd 
under thls subwctlon. 

(h) Waiver of stay.-Upon the flllng of tlie bond tlie collectlon of no 
much of the nmount assessed ns Is corered by the bond shall be stnyed 
The tuxpayer shall hare the right to wnlre such stay at nny t h e  in 
respect of the whole or any pnrt of the nmouut covered by the bond, 
and if w n result of such wnlrer any part of the nmouut covered by 
the bond \ s  pnld, then the bond shell, a t  the rcquest of the t n r p y e r ,  be 
proportionntely rednred. If the Board dcternilnes that the amount 
assessed 1s grenter thnn the niiiount whlch sli~~iilcl hiive beeu assessed, 
then when tlie declslon of the Bonrd Is rendered the bond shall. at 

fll .,the request of the tnxpnyer, be proportlonately rediicecl. 
(i) Colleptlon of unpaid amoanti.--When the petltlon hae been flled h. , I wlth the Board and wheu the nmount whlch should hnre'been assesad 

1' has been determlried by a decision of the Bonrd which lins become dnal, 
then n n j  unpaid portion, the collectlon of whlch has been stayed by 

t the bond, shnll be collected (1s pnrt of the tax upon notlce nnd demand 
, from the collector, nnd nny remnlnlng portion of the  nssessnient shall 
,, be nbated. If the amount already collected exceeds the amount deter- 
' mined a s  the amount whlch should ha re  been assessed, such excens 
'' aha11 be credited or retunded to the taxpayer a s  provided in muon 
i %22, wlthcmt the  flllng of clnlm theFefor. If  the amount detemined 81 

the anioUnt whlch ahould 1m-e been aseeased la greater than the amount 
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actually assessed, then the dlfference shall be assesaed and sball be 
collected as part of the tax up011 notice and demnnd from the collector. 

(J) Claimi in abatement.--No clolm I n  nbotement shall be flled In 
rapect of any assessment in respect of nny tax 1mImwd by thin title. 

ART. 1181. Jeopardy aeressmenta.-If the Commissioner believes that 
the assessmont or collection of a deficiency will be jeopardized by 
dolay, he is required to assess such deficiency immediately, together 
with the interest and other additional amountv provided by law. 
I f  a deficiency is assessed on account of jeopardy after the decision of 
the Board of T a r  Appculs is rendered, the jeopardy assessment may 
be made only with respect to the deficiency determined by the Board. 
The Commissioner is  prohibited from making a jeopardy asseevnient 
after a decision of the Board has beconic final (see section 1006 of 
the Revenue Act of 1026) or after the taxpayer has filed a petition 
for review of the decision of the Board. 

I f  notice of a deficiency was iriuiled to the tuxpayer (see section 272 
(a) and article 1171) before i t  was discovered that delay would 
jeopardize the assessment or collection of the tax, a. jeopardy asseas- 
ment maybe made in an amount greater or less than that included in 
the'deficiency notice. On the other hand if the assessment on account 
of jeopardy was made without mailing the notice required by sectiori 
272 (a),  the Commissioner must within 00 days after the making of 
the assessment send the taxpayer notice of the deficiency by regis- 
tered mail. The taxpayer may file II petition with the Board for 
a redetermination of the amount of the deficiency within 60 days 
(not counting Sunday as the sixtieth day) after such notice is mailed. 
I f  the petition of the taxpayer is filed with the Board, either beforo 
or after the making of the jeopardy assessment, the Commissioner is 
required to notify the Board of such assessment, and the Board h a  
jurisdiction to redetermine the amount of the deficiency together 
with all other amounts assessed a t  the same time in connection there- 
with. (See section 273 (c).) 

After a jeopardy assessment has been made, the list showing such 
assessment will be immediately transmitted to the collector. Upon 
receipt of the list containing the assessment, the collector is required 
to send notice and demand to the taxpayer for the amount of the 
jeopardy assessment. Regardless of whether the taxpayer has filed 
a petition with the Board, he is required to make payment of the 
amount of such assessment within 10 days after the sending of notice 
and demand by the collector, unless before the expiration of such 
10-day period he files with the collector a bond on Form 1129 of the 
character hereinafter prescribed. The bond knust be in such amount, 
not exceeding double the amount for which fhe stay is desired, as the 
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collector decms neccssary and must be executed by sureties satisfa- 
tory to the collector. It must be conditioned upon the payment of 
80 much of the amount included therein as is not abated by a decision 
of the Board mliich has become final, together with the interest on 
such amount provided for in section 207. I f  the bond is- given 
before the taxpayer has filed his petition with the Board, it must 
contain a further condition that if a petition is not filed before the 
expiration of the 60-day period provided for the filing of such peti- 
tion, the amount stayed by the bond will be paid upon notice and 
demand a t  any time after the expiration of such period, together 
witli interest thereon a t  the rate'of 6 per cent per dnnum from the 
date of the jeopardy notice and demand to the date of the notice and 
demnnd made after the eqpiration of the 60-day period. I f  a peti- 
tion is not filed with the Board within the 60-day period, the col- 
lector will be so ndvised, and, if collection of the deficiency has 
been stayed by the filing of a bond within 10 days after the date of 
jeopardy notice and demand, he should then give notice and make de- 
mand for payment of the amount assessed plus interest. Any bond 
fUod after the expiration of 10 days from the date of the jeopardy 
notice and demand is not such a bond as is contemplated by section 
278 ( f ) ,  and, while the collector may in his discretion accept the bond 
and stay collection of the deficiency, the.tnxpnyor will not be relieved 
from payment of interest on the amount of the deficiency a t  the rate 
of 1 per cent a month from the date of the jeopardy notice and 
demand to the date of payment. 

Upon the filing of a bond of the character described within 10 
days after the date of notice and demand for payment of the amount 
aswsscd, the collection of so much thereof as is covered by the bond 
will be stayed. The taxpayer may a t  any time waive the stay of 
collection of the whole or any part of the amount covered by the 
bond, I f  ns a result of such waiver any part of the amount covered 
by tlio bond is paid, then the bond mill n t  the request of the taxpayer 
bo proportionntely reduced. I f  the Board determinu tliat the 
amount asscssed is greater than the correct amount of the tax, the 
bond mill also be proportionntely reduced at  the request of the tax- 
payer after the Board ronders its decision. 

.After tlio Board lias rendered its decision and such decision has 
h o m e  final, the collector will be notified of the action taken. The 
collectof. will tlien send notice and demand for the unpaid pbrtion of 
the amount determined by the Board, the collection of which has 
been stayed by the bond. The collector is required to include in the 
notice and demand for the unpaid portion, interest at  the rate of 
6 per cent per annum from the date of the jeopardy notice and 
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demand to the data of the notice and demand referred to in this 
paragraph. If the amount of the jeopardy assessment is less than 
the amount determined by the Board, the difference, together with 
interest as provided in section 292, will be assessed, and collected as 
part of the tax upon notice und demand from the collector. If the 
amount included in the notice and demand made after the decision 
of the Bonrd is not paid within 10 dnys after such notice and demand, 
there shall be collected as part of the tax, interest as provided in 
section 294 (b). If the amount of the jeopardy assessment is in 
excess of the amount determined by the Board, the unpaid portion of 
such excess will be abated. If any part of the escess amount has 
been paid, it will be credited or refunded to the taxpayer as provided 
in section 322. 

As to bankruptcy and receivership cases, see sections 274 and 298 
and articles 1101 and 1192. 

ART. 1182. Claims in abatement.-Section 273 ( j )  prohibits the filing 
of claims for abatement by taxpayers in respect of any assessment 
of income tax iiiiposed by Title I of the Revenue Act of 1932. This 
provision does not prohibit the filing of claims in abutenlent by col- 
lectors. 

(See articles 1251-1257.) 

(See also articles 1251 and 1252.) 
SEC. 274. BANKRUPTCY AND RECEIVERSHIPS. 

(a) Immediate aaiesiment.-Upon the udjutlicatlon of bankruptcy 
of any taxpayer In any baiikrUptCy procceillii:: or the uppointment of 
a receiver for any taxpayer In any rerelvcrHliip proccedliig before any 
court of the United States or of any State or Territory or of the Dls- 
trict of Columbla, any deflciency (together wlth all Interest, additloiial 
amounts, or addltlons to the t a r  provided fur  by law) determined by 
the Commissioner in respect of a tax Iinposed by this title upon such 
taxpayer shall, desplte the restrictlons imposed by section 272(a) upon 
assessments be Immediately assessed i P  such deficiency has not thereto- 
fore been assessed in accordance with law. Claims for the deflciency 
and such interest, addltional amounts iiiid additions to the tax may be 
p r w n t d ,  for odjudlcation in nccordaiice with law, to the court before 
which the bankruptcy or receivership ~irweedlng Is pending, despite 
the pendency of proceedings for the rcdetermination of the deflciency 
in pursuance of a petition to the Board; but no petltion for any such r e  
determinntion eboll be Aled with the Bonrd after the odJudlcatIon of 
barikruptcy or the appointment of the recelrer. 

(b) Unpaid claim#.-Any portion of the claim qllowed In such hank- 
ruptcy or receivership proceeding which Is unpul chull be paid by the 

. taxpayer upon notice and deiiiand from the collec or after the termiiia- 
tlon of such proceeding, and may be collected by Qlstralnt or proceeding 

‘ in  court within eix years niter tcrnilnutlon of such proceeding. Ix ten-  
slona of time for such pajment may bc had in the same manlier and 
subject to the same provisions and llmltotlon~ ns a;rc provlded in eectlon 
272(j) and section 208 in the case of a deflcicqcy in a tax imposed 
by this title. 

1 
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Am. 1191. Bankruptcy and receivershipa.-During bankruptcy pro- 
ceedings in Federal courts under the National Bankruptcy Act of 
1898, as amended, or during equity receivership proceedings in either 
Federal or State courts, the court making the adjudication of bank- 
ruptcy or appointing a receirer for any taxpayer has controfover 
the assets of such taxpayer, and the collection of taxes due can not be 
made by distraining while the bankruptcy or receivership proceeding 
is pending. 

Collectors should, promptly after notice of outstanding liability 
against a taxpayer in bnnkruptcy or in receivership, file claim 2-1 
the appropriate court whether unpaid taxes involved have been 
assessed or not, except in cases where departmental instructions 
direct otherwise; for example, where taxes of the bankrupt or 
insolvent taxpayer are secured by a sufficient bond. 

Under ddions 3466 and 3467 of the Revised Statutes and section 
84 (a) of the National Bankruptcy Act taxes take priority over 
claims of general creditors in -cases of bankruptcy, receivership, 
nnd insolvency, and the trustee, receiver, or assignee may be held 
personally liable for failure on his part to protect the priority of 
the Government respecting taxes of which he has notice. Bank- 
ruptcy courts have complete jurisdiction under section 64 (a) of 
the National Bankruptcy Act to determine u11 disputes regarding 
the m o u n t  nnd validity of taxes of a bankrupt. Bankruptcy and 
receivership proceedings do not foreclose or discharge any portion 
of a claim of the United States for taxes which has been allowed by 
the court having jurisdiction over same and which remains unsat- 
i&ed after terinination of the bankruptcy or receivership proceeding. 

ART. 1192. Immediate aateanments in bankruptcy and receivedip 
~ r . - W h e r e  the Commissioner has determined that n deficiency ie 
due in respect of income tax and the taxpayer has filed a petition 
with the Board of Tax Appeals prior to adjudication of bankruptcy 
or the appointmept of a receiver, the trustee or receiver appointed 
by the court may prosecute the taspayer’s appeal before the Board 
0s to that particular cleterniinntion. I n  no case shall a petition be 
fled with the Bqnrd for u redetermination of tho deficiency after 
the -adjudication of bankruptcy or the appointment of a receiver. 

Claim for the amount of a deficiency where properly before the 
Board for consideration may be filed with the bankruptcy or equity 
court without awaiting final decision of the Board. In ca9e of final 
decision of the Bonrd before cletcrminntion of the bnnltriiptcy or 
recelfvership proceeding, n copy of tjie Bonrtl’s decision niny be filed 
by the Commissioner with the bankruptcg or equity court. 
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While the Commissioner is required by section 274 to make imme- 
diate assessment of any deficiency, such assewment is not a jeopardy 
assessment within the meaning of section 273, and consequently the 
provisions of that  section do not apply to any assessment made under 
section' 274. Therefore, the notice of the deficiency provided for 
in section 278 (b) will not be mailed. Although such notice will not 
be issued, nevertheless a letter will be sent to the taxpayer pr to the 
trustee or receiver in the bankruptcy or receivership proceeding, 
advising him in detail how the deficiency was computed, that the 
deficiency WRS assessed under the provisions of section 274, that  he 
may furnish evidence showing wherein the assessment is incorrect, 
and that upon request he will be granted a hearing with respect to 
such assessment. If after such evidence is submitted and hearing 
held any adjustment appears necessary in the assessment, appropri- 
ate action will be taken looking to the submission of an amended claim 
in bankruptcy or receivership. A copy of the notification letter will 
be attached to the wsessment list as the collector's authority for filing 
claim in bankruptcy or receivership for the amount represented by 
the assessment, plus interest a t  the rate of 6 per cent per annum 
for the period from the date of filing claim by the collector to the 
date of termination of the banlrruptcy or receivership proceeding, 
or to the date of payment if payment is made in full prior to 
such termination. A t  the same time claim is filed with the bank- 
ruptcy or receivership court, the collector will send notice and 
demand for payment to  the taxpayer together with a copy of such 
claim. 

If any portion of the claim allowed by the court in a bankruptcy 
or a receivership proceeding remains unpaid after the termination of 
such proceeding, the collector will send notice and demand for pay- 
ment thereof to the taxpayer. Such unpaid portion with interest 
as provided in section 298 may be collected from .the taxpayer by 
distraint or proceeding in court within six years after the termina- 
tion of the proceeding in bankruptcy or receivership. Extensions of 
time for the payment of such unpaid amount may be grnnted in.the 
same manner and subject to the same provisions and liinitations as 
provided in sections 272 ( j )  and 297 in the case of a deficiency in a 
tax imposed by Title I. (See article 1173.) 

This article deals only with immediate assessments provided for in 
section 274 and the procedure in connection with such assessments. 
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SRC. 275. PERIOD OF LIMITATION UPON ASSESSMENT AND 

COLLECTION. 
Except ns provlded In eectlon 23% 
(a) General rule.-The amount of Iucome taxes Imposed by thls title 

shnll be aasesaed withln two yenre niter the return was Aled, and n o  
proceeding in court without assessment for the collectlon of such taxes 
shall be b e y n  after the explratlon of siich perlod. 

(b) Bequest for prompt as8sssment.-In the cam of Income recelred 
durlng the llfetime of a decedent, or by hls estate during the period 
of ndmlnlstratlon, or by a corporntion. tlie tar slinll be assessed, and 
any proceeding In court wlthout assessiiient for the collectlon of such 
tnx shnll be begun, wlthlu one yenr after wrltten request therefor (filed 
after the return 1s rnnde) by the executor, aduilnktrator, or other 
5duclnry rCpI'CSentillg the eatnte of such deccdent, or by the corpora- 
tlon, but not after the explratlon of two yenrs niter the return was 
flled. Thls subsectlon shnll not apply In the cnse of a corporation 
unless- 

(1) Such wrltten request notifies tho Commlssloner thnt the 
corporntlon contemplates dissolutlon a t  or before the explratlon of 
such year; and 

(2) The diseolutlon in In good falth bcgun before the explratlon 
of such yenr ; and 
(3) The dlssolution is completed. 

( 0 )  corporation and shareholder.-If n corporntlon makes no return 
oi the tax lmposed by this tltle, but each. of the shareholdere Includes 
in hls return his dlstrlbutlve share of the net Income of the corpora- 
tion, then the tax of the eorporatlon shall be assessed withln four 
years after the last date on whlch any such shereholder's return 
was Bled. 

SEC. 276. SAME-EXCEPTIONS. 
(a) Balm return or no return.-In the c ~ g e  of a falee or rraudolent 

return with intent to evade tax or of a fallure to Ale a return the tnx 
niay be assesszd, or n proceeding in court for tbe collectlon of such 
t ax  m y  be begun without nasessment, nt nny tlme. 

(b) Walvern.-Where before the explrntlon of the tlme prewrlbed In 
section 275 for the assessment of the tax, both the Cornmlssioner and 
the taxpnyer have consented ln mrltlng to i ts  assessment niter such 
tlme, the tax inay be nsseHRecl a t  ony tlme prlor to the expiratton of 
the period ngre4  upon. The perlod sc. agreed upon mny be estended 
by subsequent ngreemeiits in writing made before the exylnitlon of the 
pcilod prevloudly agreed uibon. 

( 0 )  Colleotlon niter assemment.-Wliere the ussessment of nny ln- 
come tnx imposed hy thlfl tltle hna been 'mnde wlthln tho perid of 
lliiiltntlon properly applicable thereto, such tax mny be collected by 
dletrtiint or by n procvwllng lu cWIrt, but only if begun (1) within six 
yenrs after the naseul;nieiit of the tax, gr (2) prlor to the esplrstion 
of any period for collectloll ngreed upoil In writing by the Comiillo 
doiier niid tlie tnxpnyer before the rspirntltin of such six-yenr Ierfod. 
The perfad Ro ngreed ripon may be extrntled by subsequent ngrwmenb 
in writlng nintle before tlie explratlon of the period prevlously u g w d  
upon. 
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SEC. 277. SUSPENSION OF RUNNING OF STATUTE, 
The running of the statute of Hmitntlons provhed In sectlon 8 6  

or !276 on the muklng of assessments and the beginning of dlstrclint 
or a proceedlng In court for collection, In respect of any deflclency. 
shull (after the malllng of a notlce under sectlon !272(a)) be sus- 
pended for the perlod during whtch the Commlwloner Is prohibited 
frolu maklng the naeeswient or bepluiilng clistralnt or a proceeding 
In court (and In nny event, if a ~roceetllng ln reapect of the deflclency 
1s placed on the docket of the Board, untll the dcclvion of the Bourd 
becomes flnol), and for 60 days therelifter. 

ART. 1201. Period of limitation upon assessment of tax.-The amount 
of income t a r  imposed by the Revenue Act of 1032 mu& be assessed 
within two years after the return wus filed. Exceptions the period 
of limitation stated in this pnragraph are as follows : 

(1) In  th'e case of income received during the lifetime of a de- 
cedent or by his estate during the period of administration, or by n 
corporation contemplating dissolution, the tax shall be assessed 
within one year after written request therefor by the fiduciary or 
legal representative of the estate of the decedent or by the corpora- 
tion. The effect of this provision is to  limit the period in which 
the Commissioner may asms the ta r  in such cases to a period of 
one year from the date the request is filed, even though more than 
one year still remains of the regular 2-year period in which the 
assessment moy under ordinary circumstances be made. The re- 
quest, in order to be effective, must be rnude nftur the return is filed 
and must be in such lnngunge as to make it clear to the Commis- 
sioner that it is desired to take advantage of the provisions of sec- 
tion 275 (b). I n  the case of a corporation the 1-year period of 
limitation shall not apply unless- 

(a) the written request notifies the Commissioner that the corpora- 
tion contemplates dissolution at  or before the expiration of such 
period, 
(6) the dissolution is in good faith begun before the expiration of 

such period, and 
( 0 )  the dissolution so begun is completed either before or after 

the expiration of such year, 
Such a request does not have the effect of extending the regular 

period of limitation even though the request is made less than one 
year before the espiration of the regular period of limitation. 

(2) If a corporation makes no return of the tax imposed by Title 
I for the p a r  lf$2 or a subsequent year, but each of the shareholder3 
includes in his personal return his distributive share of the net in- 
come of the wrporation, the tax of the corporation, shall be assessed 

I 
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within four years after the last date on which any h shareholder'e 
return was filed. 

(8) In  the case of a false or fraudulent return with intent to 
evade tax, the tax may be assessed at any time after such false or 
fraudulent return is filed. 

(4) I n  the event the taxpayer fails to file a return, the amount 
of tax due may be assessed at  any time after the date prescribed for 
filing the return. 
I (6) I f  before the expiration of q e  time prescribed in section 275 
for the assessment of the tax the Commissioner and the taxpayer 
have consented in writing to the assessment of the tax after such 
time, the thx may be assessed at  any time prior to the expiration of 
the period agreed upon. The period agreed upon may be extended 
by subsequent agreements in writing made before the expiration of 
the period previously agreed upon. 

(6) I f  a notice of a deficiency has been mailed to the taxpayer 
under the provisions of section 272 (a) (see article 1171), then the 
ntnning of the statute of limitations on Bssassment of any deficiency 
(the two-year period, the one-year period, the four-year period, or 
the period agreed upon in writing by the Commissioner and the tax- 
payer as provided in section 276 (b), as the case may be) shall be 
suspended for the period during which the Commissioner is pro- 
hibited from making the rssessment (and in any event, if a proceed- 
ing in r e s m t  of the deficiency is placed on the docket of the Board, 
until the decision of the Board becoines final), and for GO days 
thereafter. 

With respect to the period of limitation for assessing the aqount 
of the liability of a transferee of property, or for Dssessing the 
amount of the liability of a fiduciary under section 3467 of the 
Revised Statutes, see section 311 and article 1231. 
ART. 1202. Period of limitation upon aollcation of *.--In the case of 

the tax imposed by Title I of the Revenue Act of 1932, a proceeding 
in court without assessment for the collection of such tax must b 
begun within two years after the return was filed. 

The exceptions to the period of limitation upon collection of $he) 
tax without assessment stated in the preceding paragraph are 88 
follows: 

(1) I n  the cam of income received during the lifetime of a' de- 
cedent or by his estate during the period of administration, or by a 
corporation, a proceeding in court for the collection of the tax with- 
out ameasment must be begun within one year after B written request 
therefor by the executor, administrator, or other fiduciary represent 

(But see paragraph (2) of this article.) 

: 
t 
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ing the estate of the decedent or by the corporation. Such a requ& 
does not have tho effect of extending the regular period of limitntion 
within which a proceeding in court without assessment may be begun, 
even though the request is made less than one year before the espirn- 
tion of the regular period of limitation, nor is i t  of any effoct if made 
before the return is filed. In  the case of a corporation the conditions 
stated in (a), (b), and (c) of paragraph (1) of article 1201 also must 
be met. 

(2) A proceeding in court for the collection of the t n s  without 
nssessment may be begun at any time- 

(a )  In  case the taxpayer files a false or fraudulent return with 
intent to evade tax ; and 

( 6 )  In  case the taxpayer failed to file a return. 
I n  any case in which the tas  has been assessed within the statutory 

period of limitation properly applicable thereto, n proceeding in court 
or distraint for the collection of such tas  may be begun within six 
years after the assessment thereof, or prior to the expiration of any 
period for collection agreed upon in writing by the Commissioner and 
the taxpayer before the expiration of such 6-year period. The 
period so agreed upon may be extended by subsequent agreements in 
writing made before the expiration of the period previously agreed 
upon. I n  determining the running of the statute of limitations in 
respect of distraint, the distraint shall be held to have been begun, 
in the case of personal property, on tlie date on which the levy upon 
such property is made, or, in the case of real property, on the date on 
which notice of the time and place of snlo is given to the person whose 
estate i t  is proposed to sell. 

I f  a notice of n deficiency has been mailed to the tnspnyer under 
the provisions of section 272 (a) (see article 1171), tlicn the running 
of the statute of limitations on the beginning of distraint after assess- 
ment, or on the beginning of a proceeding in court nftcr ns- ccssmen t 
or without assessment, in respect of any deficiency, shall be suspended 
for the period during which the Comniissioner is prohibited from 
beginning such distrnint or proceeihg in court (and in any o m i t ,  if 
a proceeding in respect of the deficiency is plnccd on tho docket of tho 
Board, until the decision of the nonrd bcconios final), and for 00 
days thereafter. 

BUPPLEUICNT M-XNTKRLST AND ADDXTIONB TO TIIE TAS 

SEC.291. FAILURE TO FILE RETURN. 
Tn cnse of nny fnllnrc to innkc nnd fllc u rvturn rcquircxl by this 

tltle, wlthln the tlme prescrllicd by Inw or prescrllwd by the Coniiiils- 
stoner 111 i)ursunnce,of Inw, 25 pcr ceritum of the tax slinll be nddcd 
to the tnx, except tlint when n return is nied niter such tfine ohd it 
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1s shorn thot the fatlure to file It was due to reasonnh!e cniiie nnd 
not due to wlllful neglect no such addltlon ehnll be made to the tnx. 
The amount 60 ndded tu uny tux ahnll be collcctccl nt the ( U I I I I ~  t h e  
and in the snme mniiiier nnd as n part of tho tax unlesw the tux lina 
been pald hefore the disc3very of the neglect, In which cnse the 
amount so added shall In? cullectcd In tlie snme manner as the tax. 
The amount udded to the tclx under this aectloii shull he In lleu of 
the 26 per centum nddltlon to the tax provided in 8ectlon 3176 of the 
Revlsed Stntutes, ns amended. 

ART. 1211. Addition to  the tax in cme of failure to  me return.-In 
case of failure to malie and file a return required by Title I within 
the prescribed time, 25 per cent of the amount of the tax is added to 
the tax unless the return is later filed aiid failure to file the return 
within the prescribed time ia shown to the satisfaction of the Com- 
missioner to bo due to reusonable cause and not to  willful neglect. 
Two classes of delinquents are subject to this addition to the tax: 
(a) Those who do not file returns and for whom return8 arc made 

by a collector or the Commissioner, and 
(6) Those who file tnrdy returns and are unable to show reason- 

able cause for the delay. 
A taxpayer who files n tardy return and wishes to avoid the addi- 

tion to the tax must make an affirmative showing of all facts alleged 
as a reasonable cause for failure to file the return on time in the 
form of an affidavit which should be attached to the return. If 
cruch an affidavit is furnished with the return or upon the collector's 
demand, the collector, unless otherwise directed by the Commissioner, 
will forward the affidavit with the return, and, if the Commissioner 
determines that the delinquency was due to  a reasonable c a w  and 
not to willful neglect, the 26 per cent addition to the tax will not be 
assessed. I f  tho taxpayer exercised ordinary business care and 
prudence and was nevorthelw unable to file the return in the 
prescribed time, then the delay is due to reasonable cause. 

Where the 25 per cent addition to the'tax for delinquency in filing 
the return has been added, the amount MO added shall be collected 
in the same manner as the tax. 

For addition to the tax in case of a deficiency due to fraud with 
intent to evade tax, see section 203. As to the making of returns for 
taxpayers by collectors or the Commissioner in the case of delin- 
quency in filing a return, or in the case of a false or fraudulent 
return, s88 section 3176 of the Revised Stntutes, wi amended by 
section 1103 of the Revenue Act of l92G and by section 819 of the 
Revenue Act of 1928. 

- 
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SEC. 292. INTEREST ON DEFICIENCIES. 
Interest upitii the ninouut determined as a deficiency shall be asneeeed 

at the same t lue  as  the deficlency, shall be pald upon notlce and de- 
mand from the collector, and shall be collected as a part of the tax, 
at the rate of 6 per centum per annum from the date prescribed for the 
payment of the tux (or, If the tnx 1s puid In Instalimente, from the 
date prescrlbed for the pnyment of the flrst Installment) to the date 
the deflclency 1s assessed, or, In the case of n waiver under section 272 
(a) ,  to the tliirtletli day after tile flliiig of such wnlver or to the date 
tlie deflclency is assessed whichever is the curlier. 
SBC.293. ADDITIONS TO THE TAX IN CASE OF DEFICIENCY. 

(a) Xegliganoe.-If any part of any deflciency Is due to negllgence, 
or iutentlonni dlsregartl of rules and regulations but without intent 
to defrnud, 5 prr crntuni of the total amount of the cleflclency ( in  addi- 
tion to such deflelenry) shnll be usrmnecl, cullec-tetl, nnd paid In the 
same ninnner as if I t  were 11 deflrlrnc-y, except tlint tlie provlslons of 
nectlon 272(1), relating to the prorutlng of u clellrleiicq, and of sectlon 
29'2, reliiting to iutercst on ddlclrni*J(~x, nlinll licit be ripplirnble. 

(b) Braud.-If uiiy pnrt of tiny tlrtl~*leiic4y Is due to fruud wlth intent 
to evatle tux, tlien 50 per cwltlliii of  the totul nmoiint of the deAriency 
(in addition to such deflclenry) Hhnll be so aasemed, collected, and p l d ,  
in Heu of the r i  ~ w r  centum uddltloii to tile tiix provided In sectlon 
3176 of the Iterlxetl Stututm. us nmentlecl. 
SEC. 294. ADDITIONS TO THE TAX IN CASE OF NONPAYMENT. 

(1 ) (IKNEUAL aiim.-\Vhere tlie rniount tletermiued by the tax- 
pnycr us the tux iinpoxrtl by thls title, or nny instollmeut thereof, 
or nny part of such ciniount or instnllnirrit, is not paid on or before 
the (lute 1weRcril)rd for Its priyment, there shall be collected as 
n pnrt of the tax, lnterrst upon such unpald umount at the rate of 
1 per crntuin 11 month from the dutc presc.rll)wI for Its payiueut 
untll It is pnld. 

( a )  IY EXTENSION ciurNTEo.-Wllere nn extension of tlnie for 
payiilent of the amouiit so tleteruilnc*tl cis the tiix by the tnxpnyer. 
or any installmrrlt thcrcof, has I,ern granted, iind tho nmount the 
time for payment of whlch ha8 been extended, and the interest 
thereon deternilned under sectlon 205, is not pald In full prior to 
the explratlon of the period of the extension, then, In Ueu of the 
lnterest provided for In parugruph (1) of tlils sul~wctiou, interest 
nt the rnte of 1 per centum n month shnll be collwted on such 
unpald amount from the date of the expirntlon of the period of 
the extension until i t  Is pald. 

(b) Deilolenay.-Wherc it deficiency, or any interest or addltionnl 
amounts asscseed In connection therewltli under sectlon 202, or under 
sectioii 203, or any addition to the tax in case of delinquency provlded 
for in sectlon 201, Is not pnld In full withln ten dnya from the date 
of notice and demnnd from the collector, there shall be collected as 
part of the tnx, Interest upon the unpaid amount nt the rate of 1 per 
centum a month from the date of such notice and cleniand untll I t  1s 
paid. If any part of a deflcieiicy prorated to any unpald instnllment 

(a) Tax rhown on return.- 

, 
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under section 272 ( I )  is not pnld In full on or before the date p r e  
scribed for the payment of such installment, there shall be collected 
as part  of the tax Interest upon the unpald amount a t  the rate of 1 per 
centum a month from such dote untll I t  1s pnld. 

( 0 )  Fidnoiarler-For any period nn estate is held by a f ldudnv 
appolnted by order of any court af competent jurldlctlon or by wlll, 
there shull be collected intereat at the rate of 0 per centum N r  annum 
In lfeu of the interest provlded in subsections ( a )  and (b)  of thls 
sectlon: 

(d) Riling of jeopardy bond.-If a bond Is flled, as provlded ln 
sectlon 273, the provisions of subsections (b) and (c) of thls section 
shall not apply to the amount covered by the bond 
SEC.295. TIME EXTENDED FOR PAYMBNT OF TAX SHOWN 

If the time for payment of the amount determined ns the tax by 
the taxpayer, or any Installment thereof, 1s extended under the author- 
ity of sectlon 68 (c) ,  there shall be collected as a part of such amount, 
lnterest thereon a t  the rate of 6 per centum per annum from the date 
when such payment should have been made if no extenrion had been 
granted, until the explrntlon of the perlod of the extenelon. 
SEC. 296. TIME EXTENDED FOR PAYMENT OF DEFICIENCY, 

If the time for the payment of any part of a deflclency is extended. 
there shall be collected, as a pnrt of the tax. Interest on the part uf 
the deflclency the time for payment of whlch 1s so extended, a t  the 
rate of 6 per centum per annuxu for the perlod of the extension, and 
no other Interest shnil be collected on such pnrt of the deflciency for 
such period. If the part of the deAcicncy the time for payment of. 
which ls 80 extended is not pnld in accordance with the terms of the 
extenelon, there shall be collected, as a pert of the tax, interest on 
such u n p l d  nmount nt the rnte of 1 per centum a month for the 
period from the time Axed by the terms of the extension for lts pay- 
ment until It ls paid, and no other Interest shall be collected on such 
unpoid amount for such period. 
SEC. 297. INTEREST IN CASE OF JEOPARDY ASSESSMENTS. 

I n  the cape of the amount collected under section 273(1) there shall 
be collected a t  the snme time as such amount. and as  a part of the tax, 
lnterest at the rate of 6 per centum per annum upon such amount from 
the date of the jeopnrdy notlce and clemnnd to the date of notlce and 
d e m n d  under section n S ( l ) ,  or, in the cnse of the amount collecteQ 
In excess of the amount of the jeopardy assessment, interest ns pro- 
vided in sectlon 292. If the amount included ln the notlce nnd demnnd 
from the collector under eer.tlon !Z73(i) is not pald In full withln ten 
days after mch notlce and demand, then there shall be collected, as 
part of the tax, interest upon the unpaid nmount at the rate of 1 per 
centurn a month (or, for nny period the estnte of the taxpayer ls held 
by a fldutlnry appointed by any court of comhtent jurlsdiction or by 
will, a t  the rate of 6 per centum per nnnum) from the date of such notice 
and demand untll it is pald. 

ON RETURN. 
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SEC. 298. BANKRUPTCY AND RECEIVERSHIPS. 
If the unpn!d portion of tlic clnlm ullowd in Q bnnkruptcg or receiv- 

ershlp proceeding, us provldetl In sectlon 274, is not pnid In full mlthln 
10 duys from the dote of notice niid deiuunil from the collector, then 
there shnll be collected a s  n part of such nniount Interest upon the 
unpald portlon thereof ut the rate of 1 pcr cciituln a niontli from the 
date of such notlce and df*mund until p:iyiucnt. 
SEC.299. REMOVAL OF PROPERTY OR DEPARTURE FROM 

For additions to tnx in cnse of leiivlng the Unlted States or concenllng 
property in such mnnncr ns to hinder collection of the tnx, see scc- 
tlon 146. 

UNITED STATES. 

BUPPLENENT I V - C ~ . A I M R  AOAINST n i m e h ~ i i m a  A N D  FIDUCIARIES 

SEC. 311. TRANSFERRED ASSETS. 
(a). Method of collection.-The nmounts of the following Hubllltles 

shall, except as herelnuftcr In this section provlded, be assessed, col- 
lected. and pnld in the sume ninnner and 8ul)jcct to the snnie provlsions 
and Hmitations as  in the cuse of n deficiency In n tux Imposed by this 
title (Including the provlslons in case of clelliiqueiicy in pnynient niter 
notice and demand, the provlslons uutliorlzliig dlstrnlnt and proceed- 
ings 111 court for collection, und the provlsloiis Drohibiting clalms and 
sults for refunds) : 

(1) TBansmimw.-The linbillty, nt Iiiw or In equlty, of u trnns- 
fcree of property of a tnxpnyer, in respect of the tiix (lricluding 
Interest, uddltionnl amounts, mid addltions to tlie tux providcd by 
law) imposed upon tlic taxpayer by thls tltle. 

(2) FIDUCIABIW.-T~~ 1Iiil)ility of n flduclnry undcr sectlon 8107 
of the Rcvlscd Stututcs in respect of the payment of any such tnx 
from the estate of the tnrpayer. 

Any such liability mny be cltlier us to the umount of tax shown on the 
return or us to any deflcietlcy lu tux. 

(a) Period of limitation.--The 1)el’fod of llmltntlon for nesessuiellt 
of uny such llnblllty of a triinsferce or flducliiry shull be as  follows: 

(1) III the case of the llnl~lllty of an Inltlol trnnsferce of the 
property of the tnxpnycr,-wlthin one yenr after the exglrntion 
of the period of llniitntloii for nslieswwnt ngalnst the tnxpnycr ; 

(2) In the cnse of the llnblllty of n triinsfwec of n trnirsfereo of 
the property of the tnxpnycr,--within one year nftcr the erplrutlou 
of the perlod of limltntion for nsscssnwnt ngnlnst the prccedlng 
transferee, but only if witliin three yeiirs ufler the exglralloii of 
the perlod of limitntloii for nssessmcnt against the tnrpnyer :- 

except that If before the expirntloli of the period of Hmltntlou for the 
assessn:cnt of the llnbllity of the transferee, n court procecdillg for the 
collectlon of the tnx or llnblllty In respect thereof has been begull 
against the taxpayer or lnst preceding transferee, respectively,-then 
the period of llmitntloii for nssrssmeiil of tlie Ilnhlllty of the transferee 
shall expire one yenr niter the return of execuLloli in the court 
procccdifig. 
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(3) In the case of the Ilublllty of n fldaclarp,-not Inter thun 

one year nfter the liubility arlses or not luter thnn the expiration 
of the perlod for collection of the tax in respect of which such 
linbility arises, whichever is the later. 

I (c) Period for assewment againit taxpayer.-For the purposes of 
thls section, if the tnxpnyer Is deceased, or In the case of n corpora- 
tion, hue terminnted i ts  exlstence, the period of llmltntion fcrr asmris- 
ment against the taxpayer shall be the pellod thnt would be I n  d c c t  
had the death or terminutlon of exlstence not occurred. 

(d) Euipen:ion of running of rtatute of 1imitotioni.-The runnlng 
of the statute of limitations upon the nrwemment of thtc llnbillty of a 
transferee or Aducltlry Lchnll, niter the mnlllng to the trnnsferee or 
flduclnry of the notice provided for in sectlon 272(a), be susgendod for 
tlie period during which the Cuinmlssloner is prohiblteti from rnriklng 
the assessment In reap& of the Iiublllty of the trnnsferee or flducltlry 
(and in any event, if a proceedlng in respect of the llnblllty is placed 
on the docket of the Board, untll the declslon of the Board becomes 
final), and for 60 days thereafter. 

(e) Addreii for notice of liability.--In the ubseiice 01 notlce to tlie 
Commissioner under section 812(b) of the exlstence of n flduclnry re- 
Iatlonshlp, notice of llnblllty enforceable under this section In rwpect 
of a tax imposed bg thls title, if mailed to the person subject to the Ha- 
bllity at hls lnst known address, shall be bufflclent for the purpoaes of 
thls title even if such person 1s deceased, or is under a legal dhb l l l t y ,  
or, in the case of a corporation, has terminated ltn existence. 

(f)  Definition of “tranifcree”.-As used in this sectlon, the term 
’‘ trnneferee ” includes helr, legntee. dcvlsce, nnd distributee. 

ART. 1231. Claims in c~les  of transferred assets.-The amount for 
which a transferee of the property of a taxpayer is liable, a t  law or 
in equity, and the amount of the personal liability of a fiduciary un- 
der section 8467 of the Revised Statutes, in respect of any income 
tax imposed by Title I of the Revenue Act of 1982, whether shown 
on the return of the taxpayer or determined as a deficiency in the 
tax, shall be assessed against such transferee or such fiduciary, 08 the 
case may be, and collected and paid in the same manner and subject to 
the same provisions and limitations as in the cnse of a deficiency in a 
tax imposed by Title I of the Revenue Act of 1932, except as herein- 
after provided. The provisions relating to delinquency in payment 
after notice and demand and the amount of interest attaching be- 
cause of such delinquency, the authorization of distraint nnd proceed- 
i q p  in court for collection, the prohibition of claims for abatement 
and claims and suits for refund, the filing of a petition with the 
Board of Tnx Appeals, and the filing of a petition for review of 
the Board’s decision, are included in the sections and articles relating 
to deficiencies in tax imposed by Title I. 

The term “ transferee ” as used in this article includes an heir, lega- 
tee, devisee, distributee of an estate of a deceased person, the share- 

. 
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holder of a dissolved corporation, the assignee or donee of an 
insolvent person, the successor of a corporation, a party to  a 
reorganization as.defined in section 112, and all other classes of 
distributees. 

The period of limitation for assessment of the liability of a trans- 
feree or of a fiduciary, referred to in the first paragraph of this 
article, is as follows: 

(1) I n  the case of the liability of an initial transferee of the prop- 
erty of the taxpayer one year after the expiration of the period of 
limitation for assessment against the taxpayer (see sedions 275-277 
and articles 1201 and 1202) ; 
(2) I n  the case of the liability of a transferee of a transferee of 

the property of the taxpayer, one year after the expiration of the 
period of limitation for assessment against the preceding transferee, 
or three years after the expiration of the period of limitation for 
assessment against the taxpayer, whichever of the two periods (the 
1-year period or the %year period) first expires; 
(3) I f  a court, proceeding against the taxpayer or last preceding 

transferee for the collection of the tax or liability in respect thereof, 
respectively, has been begun within the period of limitation for the 
bringing of such proceeding, then within one year after the return 
of execution in such prdceeding; and 
(4) I n  the case of the liability of a fiduciary, not later than one 

year after the liability arises or not later than the expiration of the 
period for mllection of the tax in respect of which such liability 
miser; whichever is the later. 

For the purpose of determining the period of limitation for assess- 
ment against a transferee or a fiduciary, if the taxpayer is deceased, 
or, in the case of a corporation, has terminated i@ existence, the 
period of limitation far assessment against the taxpayer shall be the 
period that would be in effect had the death or termination of exist- 
enca not occurred. 

I f  a notice of the liability of a transferee or the liability of a 
fiduciary has been mailed to such transferee or to such fiduciary 
under the provisions of soction 272 (a) (see article 1171), then the 
running of the statute of limitations shall be suspended for the 
period during which the Commissioner is prohibited from making 
the assessment in respect of the liability of the transferee or fiduciary 
(and in any event, if a proceeding in respect of tho liability is placed 
on the docket of the Board, until the decision of the Board becomes 
final), and for 60 days thereafter. 

Art. 1231 311 

BUPPLEMEXTAL PEOVISXOXS ' 326 
SEC. 312. NOTICE OF FIDUCIARY RELATIONSHIP. 

(a) Fiduciary of tnxpayer.--Upon tir tlce to tCe Cammlssloner that 
any person le actlng In a fiduciary cnpnc:ty such titiuclnry shall assume 
the powers, rlgbtcr, duties. qud privileges of the tarpnyer In respect 
of a tax impwed by thls tille (except us otherwise specifically provided 
and except that the tax shall hc collectcd from' the estate of the 
taxpayer), until notice is glven that the fiduclnry capadty bas 
terminated. 

(b) Fiduoiary of transferee.-l!pon notice to the Commlsaioner that 
any person is acting In n fiduciary capqclty for a Dcrson subject to 
the liability specifled in section 311, the fiduciary shall awume, on 
behalf of such permn, the powers, rlghts, duties, and privileges of 
such person under siich sectlon (except that the liability shall be col- 
lected from the estate of such pewon), until notlce la given that the 

( 0 )  Xalruer of notice.-Notlce under aubeectlon (a )  or (b) shall be 
glven In accordance with regulations preecrlbed by the Cammissloner 
wlth the approval of the Secretary. 

~ 

' 

' 

, fiduciary capacity has teiminated. 

' 

ART. 1241. Fiduoiarier.-As soon ns the Cornmissioner receives 
notice that a person is acting in a fiduciary capacity, such fiduciary 
must, except as otherwise specifically provided, assume the powers, 
rights, duties, and privileges of the taxpayer with respect to the 
tax imposed by Title I of the Revenue Act of 1032. If the person 
is acting as a fiduciary for a transferee or other person subject to 
the liability specified in section 311 (see article 1231), such fiduciary 
is required to assume the powers, rights, duties, and privileges of the 
transferee or other person under that section. The amount of tho 
tax or liability is, however, not collectible from the personal estate 
of the fiduciary but is collectible from the estate of the taxpayer 
or from the estate of the trnnsferee or other person subject to tho 
liability specified in section 311. The " notice to the Commissioner 
provided for in section 812 shall be a written notice signed by the 
fiduciary and filed with the Commissioner. The notice must Litate 
the name and address of the person for whoin the fiduciwy is acting, 
and the nature of the liability of mch person ; that is, whether i t  is a 
liability for tax, and, if 60, the year or years Involvecl, or a liability 
at  law or in equity of a transferee of property of a taxpayer, or o 
liability of a fiduciary undor Ijection 3467 of tho Revised Stntuteu 
in respect of the payiiient of any tax from the estnte of the takpaycr. 
An$ such written notice which has been filed with the Commissioner 
einw the enactment of the Revenue Act of 1926 sliall be considerctl 
a8 sufficient notice to the Commissioner within the meaning of sec- 
tio 312. Unless there is already on file with the Cominiwioner 
satisfactory evidence of the authority of the fiduciary to act for 
au& person in a fiduciary capacity, such evidence must be filed with 
nnd made a part of the notice. I f  the fiduciary capacity exists by 

f 
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order of court, a certified copy of the order may be regarded na 
such satisfactory evidence. m i e n  the fiduciary capacity 'has termi- 
nated, the fiduciary in order to be relieved of any further duty 
or liability as such, must file with the Commissioner written notice 
that the fiduciary capacity has terminated as 'to him, accompanied 
by satisfactory evidence of the termination of tlie fiduciary capacity. 
The notice of termination should state the name and address of the 
person, if any, who has been substituted as fidiiciary. 

If  the notice of the fidiiciary capacity described in the preceding 
pnragraph is not filed with the Commissioncr prior to the sending 
of notice of a deficiency by rcgisteretl mail to the last known address 
of the taxpayer (see section 272 (a)) ,  or tlie last known address of 
the transfereo or other person subject to liability (see section all), 
no notice of the deficiency will be sent to the fiduciary. I n  such a 
case the sending of the notice to the last known address of the tax- 
payer, transferee, or other person, as the case may be, will be a 
eufficient compliance with the requirements of the Act, even 
though such tnxpayer, transferee, or other pcrson is deceased, or is 
under a legal disability, or, in the case of a cprporation, has termi- 
nated ita existence. Under such circumstnnces if no petition is filed 
with the Board of Tax Appeals before the expiration of 60 days 
from the sending of the notice to the taxpayer, transferee, or other 
person, the tax, or'liability under section 311, will be assessed imme 
diately upon the expiration of such 60-day period, and demand for 
payment will be made by the collector. The term fiduciary is 
defined in section 1111 (a) (6) to mean a guardian, trustee, executor, 
administrator, receiver, conservator, or any person acting in any 
fiduciury capacity for any person. 

This article, reloting to the provisions of section 812, shall not be 
taken to abridge in any way the powers and duties of fiduciaries pro- 
vided for in other sections of Title I of the Revenue Act of 1932 

BUPPLEYENT M V E I I P A Y Y E N T S  

SEC. 321. O V E R P A Y M E N T  OF INSTALLMENT.  
If the taxpayer hus paid as  nn lnstnllment of the tax more tbnn 

tho nmount determlncd to be the correct amoiint of such instnllmenf 
the orerpnyment shnll be credited agnlnst thc unpaid Installments, 
if any. If the amount nlrendy pnfd, whether or not on the bnsis of 
Instnllmcnts, exceeds tlie nmount detcrmincd to bc the correct amount 
of the tax, the overpnymcnt shnll be credited or refunded as provided 
in sectlon 322. 

SEC. 322. R E F U N D S  A N D  CREDITS. 
(a) Aathoricat1on.-Where there hns been an  overpayment of any 

tar Imposed by this title, the amouut Of such overpnyment shnll be 
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credited agninnt any income, war-proflts, or excesa-proflts tax or in- 
stnllment thereof then due from the tnxpager, and any balnnce shall 
be refunded linmedlately to the taxpayer. 

(b) Limitatlon on allowance.- 
(1) Pm~w or  IJMITATION.-.NO s w h  credit or refund sliall he 

allowed or made niter two yenm from the tlme the tux waa mid, 
unless before the explrntion of such pericrd a elaini therefor is Qed 

(2) LIMIT ON AMOUNT or CBEDIT OP mruaD.--The amount of the 
credlt or refund shnll not exceed the portion of the tcix pRld durlng 
the two yenm lmmedlately preceding the flllng of the claim, or if 
no claim was flied, then diirlng the two yews lmuiedlutely preced- 
ing the irllownnce of the credit or refund. 

( 0 )  Effeot of petition to  Board.-If the Cornmissloner has mnlled to 
the taxpayer n notlce of deflclency uuder section 272(n) and if the 
taxpayer Ales Q petition wlth the Board of Tax Appeals withln the 
tlme prexrlbed in such subsection, no credlt or refund ln reswt of the 
t ax  for the taxable yeur In respect of which the Commlwloner ha8 
deternilned the detlclency shall be allowed or mnde and no suit by 
the taxpayer for the recovery of any part of such tax  shnll be lnstl- 
tuted in any court except- 

(1) As to overpayments determined by a deelalon of the Board 
whlch has become flnnl; and 

(2) As to nny amount collected lu excess of an  amount computed 
ln accordance with the dedslon of the Boqrd whlch ha6 become 
flnal; and 

(3) As to any nmount collected after the period of llmltatlon 
upon the beginning of dlstrnlnt or a proceedlng in court for col- 
lection hns expired; but In nny such clnim for credlt or refund or 
in any such suit for refund the dedslon of the Board whlch ham 
become flnnl, as to whetlier such period has expired before the 
notlce of defleleucy was mailed, shnll be conclusive. 

(a) Overpaymeat foand by Board.-If the Bonrd flnds that there la 
no defldency and further flnds that the taxpayer has made an  overpay- 
ment of tnx in respect of the taxable year In respect of whlch the 
Commlesioner determlned the deflelency, the Uonrd shall have ju r lb  
diction to determine the amount of such overpayment, and such amount 
shall, when the declslon of the Board hns become finnl, be credited or 
refunded to the tnxpuyer. No such credlt or refund shall be made of 
nny portion'of the tnx pnld more than two years before the ffllng 
of the clnlm or the flllog of the petltlon, whichever 1s curlier. 

(e) Tax withheld a t  roaroc.-For refund or credlt In case of ex- 
she withholding at the source, ace section 143(f). 

ART. 1251. Authority for abatement, aredit, and refund of tax- 
Authority for the credit and refund of any overpayment of any 
income tax imposed by the Revenue Act of 1932 is contained in 
section 822. 

Section 278 (j) prohibits th? filing of claims for abatement by 
taxpayers with respect to assessments of income tax imposed by Title 
I of the Revenue Act of 1932. The provisions 

. by the taxpayer. 

. .* 
. *  

$ .' ; 
* .. # 

I .. 

(See article 1182.) 
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of section 273 (j) do not impair the nuthority of the conectors to file 
claims with the Commissioner for relief from charges against them 
for uncollectible items, in accordance with section 8218 of the Revised 
Statutes, as amended, which provides : 

Sm. 8218. Every collector shall be charged with the whole amount of 
taxes, whether contalned In llstv trnnsmltted to him by the Commls- 
sioner of Internnl Revenue, or by other collectors, or dellvered to hlm 
by his predeceesor in  offlce, nnd wlth the additlons thereto, wlth the 
par value of all stamps deposlted wlth hlm, and wlth all moneys cob 
lected for penalties, forfeitures, fees, or coats ; and he shall be credlted 
with all payments Into the Treasury made as provlded by Inw, with all 
stnmps returned by him uncanceled to the Treasury, and wlth the 
amount of taxes contnined In the llsts transmitted In the manner here- 
tofore provlded to other collectors, nnd by them recelpted as aforesaid ; 
also wlth the nmount of the taxes of such persons as may have ab- 
sconded, or become insolvent, prlor to the dny when the tax ought, 
accordlng to the provlslons of low, to have been collected, and wlth all 
uncollected taxes transferred i y  hlm or by hls deputy ncting as collec- 
tor to his successor in OfflCe:  Provided, That It Rhall be proved to the 
aatisfactlon >f the Commlssioner of Internnl Revenue, who shall certify 
the facts to the (Flrat) Comptroller of the Treasury, that due diligence 
was used by the collector. And each collector shnll also be credited 
with the amount of all property purchased by hlm for the use of the 
Unlted States, provided he falthfully account fur nnd pay over the 
proceeds thereof upon a resale of the anme as requlred by lnw. 

ART. 1252. Abatement, credit, and refund adjustments.-Overassess- 
ments and overpayments of income taxes will be adjusted by means 
of certificates of overassessment. Credits or refunds of overpay- 
ments bn the basis of such certificates of overassessment mny not 
be allowed or made, however, after the expiration of the statu- 
tory period of limitation properly applicable unless prior to the 
expiration of such period a claim therefor on Form 843 has h e n  
filed by the taxpayer. The claim, together with appropriate sup- 
porting evidence, must be filed in the office of the collector for the 
district in which the tax was paid. Where an amount of tax in 
escess of that properly due has been paid by a withholding ogent, 
the credit or refund of such excess amount shall be made to the 
withholding agent unless the amount of such tax was actually with- 
held by the withholding agont. (See section 143 (f).) As to inter- 
est in case of credits or refunds, see sections 614 and 615 of the 
Revenue Act of 1928 and section 319 of the Act entitled “An Act 
making approprintions for the Legislative Branch of the Govern- 
ment for the fiscal year ending June 30, 1033, and for other pur- 
poses,” approved June 30, 1932 (Public, No. 212, Seventy-second 
Congress, first session, €I. R. 11267). 
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ART. 1253. Claim by oolleotom-A collector may p r m n t  blanbct 
claims on Form 843 for the a b a m e n t  of certain items which were 
erroneously assessed. Many of these items fall in a class where 
the error in assessment is apparent, and the abatement of such 
assessment by use of blanket claims serve8 to relieve the collector of 
the charge against him for such amounts and to relieve him in an 
expeditious manner of the duty of collecting from the taxpayer cBr- 
tain amounta which a su~maryexamination clearly shows are not 
due from the taxpayer. Some of the.iteme included in thb class of 
cases are duplicate assessments; amountd assessed as unidentified col- 
lections and later identified, essessments resulting from errors in 
computation, and amounts assessed as excess collections which are 
subsequently credited against taies later found to be due. The col- 
lector may include in such claims overassessmenb discovered by him 
in the audit of returns which he is authorized by tlp Commissioner 
to audit. 

I n  the event any such w s s m e n t  has been paid, the collector may 
file a blanket claim on Form 843 for credit of such amounts against 
any unpaid assessments standing against the taxpayer upon the 
assessme$ lists held by the collector. I f  there are no such unpaid 
assessments ugainst which credit may be taken, the collemur shall 
submit refund schedules to cover such amounts in accordance with 
instructions issued by the Commissioner. But no such credit or 
refund shall be allowed or made unless alloved or made within the 
statutory period of limitation properly applicable thereto. 

The collector may also present c la im for credit qf taxea not 
erroneousl;$ assessed but found to be uncollectible. Soe eection 8218 
of the Revised Statutes, aa amended. I n  such casea the collector or 
deputy collector who made the demand for payment and is conversant 
with the facts may prepare the claim for credit on Form 53. Even 
though the collector is so credited with the nmount allowed as unool- 
lectible, nevertheless tke obligation to pay still remains upon the 
person assessed. It is the duty of the collector to use the same &li- 
gence to collect the tax after he has received credit for an amount 
as uncollectible as before the allowance of such credit. Collectors 
should therefore keep a record of all tares thus credited and of tho 
persons from whom they are due and should enforce payment when- 
ever i t  is in their power to do so. 

ART. 1254. Claims for refund by taxpayers.-Clsims by the taxpayer 
for the refunding of taxes, interest, penalties, and additions to tax 
erroneously or illegally collected shall be made on Form 848, and 
Bhould be filed with the collector of internal revenue. A tieparate 
claim on such form shall be made for each taxable year or period. 

\ 
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The claim must set forth in detail and under oath ench ground 
upon which a refund is chimed, and facts sufkient to apprise the 
Commissioner of the exact basis thereof. No I‘efund or credit will 
be allowed nfter the expiration of the statutory period of limitntion 
applicable to tlie filing of a claim therefor except upon one or more 
of the grounds set forth in a claim filed prior to the espiration of 
such period. A claim which does not comply with this paragraph 
will not be considered for any purpose as a claim for refund. With 
respect to limitations upon the refunding or crediting of taxes, see 
article 1257. 

If a return is filed by an individual and a refund claim is there- 
after filed by a legal representative of the deceased, certified copies 
of the letters testamentary, letters of administration, or other sim- 
ilar evidence must be annexed to the claim, to show the authority of 
the executor, administrator, or other fiduciary by whom the claim is 
filed. If an executor, administrator, guardian, trustee, receiver, or 
other fiduciary files a return and thereafter a refund claim is filed by 
the same fiduciary, documentary evidence to establish tlie legal au- 
thority of the fiduciary need not accompany the claim, provided a 
statement is made in the claim showing that the return was filed by 
the fiduciary and thnt the latter is still acting. I n  such cases, if a 
refund or interest is to be paid, letLers testamentary, letters of admin- 
istration, or other evidence may be required, but should be submitted 
only upon tho recuipt of a specific request therefor. I f  a claim is filed 
by a fiduciary other than the one by whom the return mas filed, the 
necessary documentary evidence should accompany the claim. Tlie 
affidavit may be made by the agent of the person assessed, but in 
such case a power of attorney must uccomptiny the claim. 

Checks in payment of claims nllowed will be drnmn in the names 
of the persons entitled to the money nnd may be sent to such pcrsons 
in care of an attorney or ngent who has filcd a power of attorney 
specifically authorizing him to receive such checks. Tlie Commis- 
sioiier may, however, send any such checlr direct to the claimant. 
In  this connection, see section 8477 of the. Rcvised Statutes, mliich 
provides : 

S m  8477. All timefern and asslhqiments mndo of any claim upon the 
United Stntes, or of niiy part or sliare thereof, or interest thercin. 
whether nbaohte or condltlonnl, nud wlinterer miiy be the conrtldcrlitlon 
therefor, nnd all powers of uttorney, orders, or other nuthurlties fur re- 
ceivill6 piiyment of nuy such clnim, or of ally iinrt or bhnie thcreof, ~ h ~ i l l  
be nbsolutely null and void, unless they nre freely mnde and exccrltcd 
in tho presnlce of at leliSt two atteStiliK witnesses, niter the nllowtlilce 
of sucli n cliiim. the nscertninment of the fluionnt due, nlld tlie iasiiillg 
of n wnrmiit for tlie PUJ nwut tlicrcoP. Such i i  .ILbEers, asrjign~uciitrj 
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and powers of n:pmeg. must recite the worrnnt for pnymat ,  nnd 
must be ncknowledged by the person making them, before an ofeCC? 
having authority to take acknowledgments of deede, and ahall be certl- 
fled by the ofecer; nnd it must appear by the certitlcnte that the ofecer, 
at the tlme of the ncknowledgmeut, rend and fully explained the 
transfer, assignment, or warrant of nttorney to the person acknowledg- 
ing the same. 

, 
SI 
8 
I 

The Commissioner has no authority to refund on equitable grounds 
penalties or other amounts legally collected. As to claims for refund 
of sums recovered by suit, see articles 1255 and 1256. 
Am. 1255. C l a h  for refund in m e  of judgment obtained against 

oolleotor.-(a) Claims for the amount of a judgment against a col- 
lector of internal revenue for the recovery of taxes, penalties, or other 
m s  should be made on Form 848 and filed with the Commissioner of 
Internal Revenue, Washington, D. C. The claimant should state the 
grounds of his claim under oath, giving the names of all the parties 
to the suit, the cause of action, the date of its commencement, the 
date of the judgment, the court in which it w& recovered, and ite 
amount. To this affidavit there should be annexed a certified copy 
of the final judgment in duplicate, a certificate of probable cause, 
end an itemized bill of the costa paid, receipted by the clerk or other 
proper officer of the court. In  this connection section 059 of the 

a Revised Statutes provides : 
‘ Scc. 089. When a recovery is had in any suit or proceeding against a 

collector or other oiecer of the revenue for any nct done by hlm, or for 
the recovery of any money exacted by or pald to hlm and by hlm p l d  
into the Treasory, in the perfomnnce of his ofeclnl duty, and the court 
certiflee that there was probable cawe for the act doue by the collector 
or other ofiicer, or thnt he acted under the directions of the Secretary of 
)he Trensury, or other proper ofecer of the Government. no execution 
shall issue agnlnst such collector or other officer, but tlie amount M) re- 
covered shall, upon 5nnl judgment, be provided for and puid out of the 
proper appropriution from tlie l’reasury. 

b 

I 

(5) I f  the judgment debtor shall have already paid the. amount 
recovered against him, the claim sliodd’be made in his name. A 
certificate of the clerk of the court in which the jud,ment wns recov- 
ered (or other satisfactory evidence), showing that the judgment hns 
been satisfied and specifying the exact sum paid in its satisfaction, 
with a detnil of all items of costs mhich were pnid by the judgment 
debtor or for which he is liable, should accoinpany the claim. (See 
further articlo 1254.) 
ART. 1256. Claims for refund in oare of judgment obtained against the 

United States.-Claims for the payment of judgments rendered by 
United States District Courts and the United States Court of Claims 

Art. 1256 
148851’-23 
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against the United States representing taxps, penalties, or other 
sums should be executed on Form 843 in duplicate and filed directly 
with the Commissioiler of Internal Revenue, Washington, D. C. 
The claimant should state the grounds of his claim under oath, 
giving the names of all parties to the suit, the cause of action, the 
date of its commencement, the date of the jud ent, the court in 
which it was recovered, and its amount. T o g i s  affidavit there 
should be annexed two certified copies of the final judgment and an 
itemized bill of the costs paid, receipted by the clerk or other proper 
o5cer of the court. In  the case sf a judgment rendered by the 
Court of Claims, there may be submitted, in lieu of 'a certified copy 
of the final judgment, a certificate of judgment issued by the olerk 
of the court and two copies of the court's opinion, if qny was 
rendered. 
ART. 1257. Limitations upon t h e  orediting and refunding of taxer 

paid.-(o) Except as provided in (6) of this article, (i) the Com- 
missioner is prohibited from making credits or refunds of income 
tax imposed by the Revenue Act of 1932 after two years from the 
time the taLx was paid unless before the expiration of such 2-year 
period a claim therefor is filed, and (2) the amount of such rredit 
or refund shall not exceed the portion of the tax paid during the 
%year period immediately preceding the date of the allowance 
of the credit or refund, or, if the credit or refund is based upoh a 
claim, the amount of the credit or refund shall not exceed the portion 
of the tax paid during the 2-year period immediately preceding 
the date of filing such claim. 
(6) I n  any case where a person having a right to file a petition 

with the Board of Tax Appeals with respect to a deficiency in income 
tax imposed by the Revenue Act of 1932 files such petition within 
the prescribed time, no credit or refund of the tax for the year to 
which the deficiency relates shall be allowed or made, and no suit for 
the rclcovery of any part of such tax shall be instituted by the tax- 
gayer, except that- 

(1) I f  the Board finds that there is no deficiency but that the per- 
son has owrpaid his tax for the year to which the notice of deficiency 
relatea, and the decision of the Board as to the amount overpaid has 
become goal (see section 1005 of the Revenue Act of 1926), ,the over- 
payment -&all be credited or refunded, but no such credit or refund 
shall be made of any portion of the tax paid more than two years 
before the filing of the refund claim therefor or the filing of the 
petition, whichever is earlier. 

(2). I n  the case of a jeopardy assessment made under section 273, 
if the amount which should have been assessed as determined by a 
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decisioh of the Board which has become final is less than the ninount 
already collected, the excess payment shall be credited or refunded 
subject to the limitation provided in (b)  (1) of this article. 

(8) I f  the amount of the deficiency determined by the Board (in 
a case where collection has not been stayed by the filing of a bond) 
is disallowed in whole or in part by the reviewing court, then the 
overpayment resulting from such disallowance shall be credited or 
refunded without the making of claim therefor. ( h e  section 1001 
(d) of the Revenue Act of 1926, as amended by section 603 of the 
Revenue Act of 1928.) 

(4) Where the amount collected is in excess of the amount com- 
puted in accordance with the decision of the Board which has become 
final, the excess payment shall be credited or refunded within the 
period of limitation provided in section 822 (b). 

(5) Where an amount ie collected after the statutory period of 
limitation upon the beginning of distraint or a proceeding in court 
for collection has expired (see articlo 1202), the taxpayer may file 
a claim for refund of the amount so coIlected within the period of 
limitation provided in section a22 (b). In  any such case, the decision 
of the Board as to whether the statutory period upon collection of 
the tax expired before notice of the deficiency was mailed shnll, when 
the decision becomes final, be conclusive. 

I 

I I' 
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DMSION IV-MISCELLANEOUS PROVISIONS 

TITLIU VII-TAX ON TRANSFERS TO A V O I ~  INCOMIU TAX 

SEC. 901. IMPOSITION O F  TAX. 
There shall be imposed upon the transfer o! itork or 6emrltletB by 

a cltlzen or resldent o! the Unlted States. or by a domestlc corpora- 
tion or partnershlp, or by a trust whlch is not a forclgn trust, to a 
foreign corporntlon as pald-in surplus or ns n contrlbutlon to cnplhl, 
or to a forelgn trust, or to a forelpn partnerahip, an exdse tax equal 
to 25 per centum o! the excess o! (1) the value of the stock or eemd- 
ties M) transferred over (2) lts adjusted bash in  the hands o! the 
trnnsferor as determlned under sectlon 113 of thie Act. 
SEC. 902. NONTAXABLE TRANSFERS. 

The tux lruposed by sectlon 001 shull not apply- 
(a) If the trnnsferee la an orgiinlzutlon exempt irom Income tax 

under section 109 of this Act; or 
(b) If prior to the transPcr I t  hua been eatabllshed to the Botlsfnctlon 

o! the Commlssloner thnt such transfer Is not In purclunnce of a plnn 
having as one o! its prlncipnl purposes the avoldnnce of Federal 
lncome taxes. 
SEC. 903. DEFINITION OF " FOREIGN TRUST 'I. 

A trust shnll be consldered a forelgn trust wlthln the mennlng 
of thls tltle lf, assulnlng a subsequent snle by the trustee, outsldc the 
United States und for cuah, of the property 80 trunsferred, tlie yroflt, 
lf any, irom such sale would not be Included in the prose income of 
the trust under Tltle I o! thls Act. 
SRC. 904. PAYMENT AND COLLECTION. 

(a) The tax lmpoeed by sectlou 001 slinll, without awemien t  or 
notlce nnd demand, be due nnd pnyuble by the transferor nt the time 
of the transfer, and shnll be assessed, collected, nnd puld under r e y l a -  
tlons prescribed by the Commlssloner with the npprovnl o! the 
Secretnry. 

(b) Under regulutlons prescribed by the Commlssloner with the np- 
provnl of the Secretory the tux inuy be abut&, remitted, or refuiided 
if niter the transier it hns been established to the sntlsfnctlon of the 
Commissioner thnt such transfer wns not In pursunnce of a plun Iiitvlitg 
a8 one of lte Drluclpnl purposes the avoidance of Federnl income tnxes. 

( 0 )  All admlulstrntlve, special, or stomp provlsloiia of Inw. lncludlng 
penaltles and lnclqdlng the law relntlng to tlie nwwmeiit  of tnxee, 
M) !ar us applicable. are hereby extended to aud lnude a part  of this 
tltle. 
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AnT. 1281. "rantfen t o  avoid income tax.-Section 901 imposes 
an escise tax u p ~ n  trtinsfers of stock or securities made after 
the eiiactnierit of the Act ( 5  p. m., enstern standard time, June 6, 
1982), by a citizeii or r e d e n t  of the United States, or by a domestic 
corporation oq partnership, or by a tJ*ust which is not a foreign trust, 
to u foreign corporation as pnid-in surplus or as a contribution to 
capital, or to foreign tsust, or to a foreign- partnership. The tax 
is in  an amount equnl to 26 per cent of the excess of the fair market 
value of the stock or securities at the t h e  of the traMfcr over the 
cost or other-basis d thn stock or securities provided in aection 
113(R), adjusted as provided in section 118(b). 

The tax imposed by section 901 does not apply- 
(a )  if the transferee is an organization exempt from income tax 

under section 103 ; or 
( 6 )  if prior to the transfer it has been established to tho satisfac- 

tion of the Commissioner that the transfer is not in pursuance of a 
plan having as one of its principal purposes the avoidance of Fed- 
eral income taxes. 

Whether a transfer of st* or securities is in pursuance of a plan 
having as one of ita principal purposes the avoidance of Federal 
income taxes is a question to be determined from the facts and cir- 
cumstances of each particular case. In  any such case where a tax- 
payer desires to establish that the transfer is not in pursuance of 
such a plan, a statement under oath, of the facta relating to  the plan 
under which the transfer is to be made or wns made, togather with a 
copy of the plan if in writing, shall be forwarded to the Com- 
missioner of Internal Revenue, Washington, D. C., for a ruling. A 
letter notifying the taxpayer of the Commissioner'e deterillinntion 
will be mailed to the taxpayer. 

Every person making a transfer described in section 001 shall 
make a return, under oath, to the collector of internal rerenue on the 
day on which the transfer is made and, unless the transfer is non- 
taxable under section 902, pay the tax due (y1 such transfer. 
The return shall be made on Form 020 and shall be filed with the 
collector for the district with whom a Federal income tax return 
notiid b filed. The return shnll set forth in detail the following 
information : 

(1) Nnme nnd address of tirmnsferor, and plnce of orgnnixntion or 
crention, if a corporation, partnership, or trust. 

(2) Name and rrddtess of transferee, place of organimtion or cpea- 
tion, and whether the transferee is a foreign corporntion, a foreipi 
trust, or a foreign partnership. I f  the transferee is  a foreifin tlvst 
or a foreign partnership, tho name and address of the fiducinry nnd 
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each beneficiary, in the case of a trust, or of ejch partner, in the case 
of a partnership, must be shown. 

(8) Description and amount of stock or seabrities transferred, the 
* date of transfer, and a complete statement showing all the facts relat- 

ing to the transfer, accompanied by a copy od the plan under which 
the transfer w& made. 

(4) The fair market value of the stock or dcurities transferred aa 
of the date of transfer, and the cost or oth@ basis thereof in the 
hands of the transferor determined and adjusted in accordance with 
section 118. 

(5) Whether the transfer was made in pursuance of a plan sub- 
mitted to and approved by the Commissioner of Internal Revenue as 
not having as one of its principal purposes the avoidance of Federal 
income taxes. If the plan has been so approved, a copy of the Com- 
missioner's 1e.tt.m approving the plan should accompany the return. 

(6) Such other information as may be required by the return 
form. 

If  the transferee of the stock or securities, the transfer of which 
ia reported in the return, irS a foreign organization meeting the testa 
of exemption from income tax provided in section 108, and th? tax- 
payer on that account claims that no liability for tax is imposed by 
section 901, he must file an affidavit establishing the exemption of the 
transferee under &ion 108. This affidavit should accompany the 
return and should contain complete information showing the char- 
acter of the transferee, the purpose for which it was organized, its 
rctual activities, the source of its income and its disposition, whether 
or not any of its income is credited to surplus or may inure to the 
benefit of any private shareholder or individual, and in general all 
facts relating to its operations which affect its right to exemption. 
To such affidavit should be attached a copy of the charter or articles 
of incorporation, the by-laws of the organization, and the lategt 
financial statement, showing the m t s ,  liabilities, receipts, and dis- 
b u m e n t a  of the organization. 

A trust is to be considered a foreign trust " within the meaning 
of Title VII  if, assuming a subsequent sale by the trustee, outside the 
United Statea and for cash, of the property transferred to the trust, 
the profit, if any, from such sale (being income from sources without 
the United Statee) would not be included in the gross income of the 
trust under Title I. A domestic corporation or partnership is one 
organized or created in the United States, including only the States, 
the Territories of Alaska and Hawaii, and the District of Columbia, 
or under the law of the United States or of any S tab  or Territory; 
and a foreign corporation or partnership is one which is not domestic. 
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The determination, assessment, and collection of the tax and the 

examination of returns and claims filed pursuant to Title VII and 
this article will be made under such procedure as may be prescribed 
from time to time by the Commissioner. 

TITLE IX-ADMINISTRATIV~ AND OEINERAL PROVISIONS 

SEC'. 1101. R E V I E W  OF DECISIONS OF BOARD OF TAX APPEALS. 
(a) Sectlon lo01 (a )  of the Revenue Act of 1926 (relating. to tlme for 

filing petition for review of dectslorus of the Board of Tax Appeals) ls 
amended by strlklng out "mlthln six months after the decislon la 
rendered '' and Inserting In lieu thereof " wlthln three months after the 
decision is rendered ". 

(b) The amendment made by sublrcctlon (a) of thls &Ion shall not 
apply In reapect of declslons of the Board of Tax Appeals rendered 
on or before the date of the enactment of thls Act. 

MISOELLANEOUS PBOVIBIONS 

SEC. 1102. BOARD OF TAX APPEALS-FEES. 
Sectlou 1004(b) of the Revenue Act of 1926 ls amended to read as 

follows : 
"(b) "he Board is authorized to fh a fee, not in excess of the fee b e d  

by law to be charged and collected therefor by the clerks of 'the dlatrlct 
courts, for comparing, or for preparing and compnrlng, a transcript 
of the record, ok for copylng any record, entry, or other paper and 
the compnrlson and certlflcatlon thereof." 
SEC. 1103. LIMITATIONS ON SUITS BY TAXPAYERS. 

(a) Sectlon 8226 of the Revised Statutes, as amended. Is amended to 
read as follows: 

I' SIUJ. 8226. No suit or proceeding shall be maintained In any mnrt 
for the recovery of any Internal-revenue tax alleged to have been erro- 
neously or illegally aeseesed dr collected, or of any penalty clnlmed to 
have been collected without authorlty, or of MY sum alleged to have 
been exceselve or in any manner wrongfully collected untll a claim 
for refund or credlt has been d u b  flled wlth the Commlseloner of 
Internal Revenue, according to the provisions of law In that r a n d ,  
and the regulations of the Secretary of the Treasury establlshed In pur- 
suance thereof; but such suit or proceedlng may be malntaind, 
whether or not such tax, penalty, or sum llns been pnld under protest 
or durena. No such suit or proceeding shall be begun before the efplra- 
tion of slx months from the date of filing such claim u n l w  the Com- 
missioner renders a dedslon thereon within that tline, nor after the 
explratlon of two years from the date of mallhg by registered mall 
by the Commleeloner to the taxpayer of a notice of the d h l l o w a m  of 
the part of the claim t6 wblch such suit or proceedlng relates." 

(b) Suits or p r w d l n g s  instituted before the date of the enactment 
of thls Act ahall not be aIXected by the amendment made by subsection 
(a) of thls sectlon to sectlon 8226 of the Revised Etatutea In the C(UIB 
of snlts or proceedhgs lnstltnted on or after the date oi tbe enact- 
ment of this Act wvhere the part of the claim to whlch mch suit or - 
d i n g  relates was disallowed before the date of the enactment of thL 
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Act, the statute of Ilmltations &all be the same M prodded by such 
d l o n  8226 before ita amendment by subsection (a) of thle eection. 
8EC.1104. D A T E  OF ALLOWANCE OF R E F U N D  OR CREDIT.  

Where the Commissioner has (before or after the enactment of 
thls Act) signed a schedule of overnssessments In reapect of any in- 
ternal revenue t a r  imposed by thls Act or uny prior revenue Act. the 
date on which he drat signed such schedule (H after May 28, 1828) 
shall be consldered as  the date of allowance of refund or credit 
respect of such tax. 
SBC. 1105. JEOPARDY ASSESSMENT. 

(a) If the (3ummissloner flnds that a peraon llable for tax (other than 
income tax) under any provlslon of the luternal-revenue laws deslgM 
quickly to depart from the United States or t O  remove his property 
therefrom, or to conceal himself or his property thereln, or to do any 
other act tending to prejudice or to render wholly or pertly inedectual 
proceedings to collect such tnx unless such proceedings be brought 
wlthout delay, the Commlsaloger shall cause notice of such finding to be 
given such person, together wlth a demand for an immedlate return and 
lmrncdlnte payment of such tax, nnd such tax shall thewupon become 
b m d l a t e l y  due and payable. 

(b) If mch person (1) is nqt ln default In maklng any return or 
paying any tax under the internal-revenue Laws, and (2) furnlaher to 
the United States, under regulntfons to be prescribed by the Commls- 
sloner with the approval of the Secretary, aerlirlty approved by the 
Commlasioner thut he will duly return and pay the tax to which the 
Commlaloner’s fliidlug relntes, then such .tax 8hnli not be payable prior 
to the tlme otherwise fixed for ljnyment. 
SEC. 1106. R E F U N D S  OF MISCELLANEOUS TAXES. 

(a) Subsection (a) of aection 3228 of. the Itevlaed Statute& an 
amended, is amended by nddhg a t  the end thereof the followlllg: 
“The amount of the refund (lu the cuue of taxes other than income, 
war-proflta, excess-profits, earate. nnd glft taxell) shall not ex& the 
portlon of the tax, [wnnlty, or sum paid durlng the four years Imme- 
diately preceding the filing of the claim, or If no clnlm was Bled, 
then during the four ycara Lmmediutcly precedlng the allowance of the 
refund.” 
(b) The amendment made by subtjeectlun ( a )  of thla sectlon to eection 

a228 of the ~evlaec l  gtatutm shall not bar from allowance a chlm for 
refund flled prior to the enactment of thls Act which but for such 
enactment would have been allowable. 
SBC. 1107. ADJUSTMENTS OF CARRIERS‘ T A X  L I A B I L I T I E S  TO 

The Interstate C%mmerce Cominlsslon Bhall. ns BOOn as prnctlcable 
after ita order with resiwt to the amount recoverable from any car- 
der under the provlslons of aection 16a of the Interstate Commerce 
Act, as amended, for nny year or portion thereof has becvme flnal, and 
such amount, lf any, hue been pnid, certify to the Cummlasloner of 
Internal Revenue the nmount so paid. I f  the amount so paid by such 
carder differs from the nlnouut allowed as 80 recoverable in computing 

CONFORM T O  RECAPTURE PAYMENTS. 
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the Income or excess prollrr tax llnbllities for any taxab!e per14 of 
such carrlor. or of any corporatlon whose income or excess prunta tax 
llablllty is affected, the Courniiss;oner of Internal Revenue shall deterc 
mine any deflciency or overpayment attributable to such difference 
Notwltlrstnndlng nny other provlslon of law, (1) any such deflcleucy 
may be assessed within two years trom the date of such certiflmtioo, 
and, if so assewed, shall be paid upon notice and demand from the 
collector. and (2) any such overpayment may be credited or refunded 
wlthin two years iron1 the date of such certlflcation, but not after 
unless, before the erplratfou of such period, a clalm therefor Is Rid. 
This section shnli not be Iield to affect the provlslons of m t l o n  lloB 
(b) of the  Revenue Act of 1920 or OOO of the Revenue Act of 1025. 
SEC. 1108. L I M I T A T I O N  O N  P R O S E C U T I O N S  FOR I N T E R N A L  

R E V E N U E  OFFENSES.  
(a) The Act entitled “An Act to limlt the tinre wlthin which p:o= 

cutlons mag be lnstltuted agalnst persons charged with violating In- 
ternal revenue laws,” approved JuiY 5, 1884. as amended, an& as n- 
enacted by sectlou 1110 of the Revenue Act of l W ,  la amended to read 
os fdio1w: 

““hat  no person shall be prosecuted, tried, or punished, for any of 
the rarlous offenses arising under the Internal revenue laws of the 
Unlted States unless the indlctmeut is found or the infomatidn insti- 
tuted withln three years next aiter the commission of the offense. 
escq>t thnt the perlod of Hmltation shall be slx yea- 

“(1) for offenaea lnrolvlng the defrauding or attempting to de- 
fraud tbe United Btatea or any agency tbereoi, whether by con- 
spiracy or not, and In any mnnner. 

“(2) for the offense of wlllfullY attempting in any manner to 
ernde or defeat any tax or the pnyment thereof, and 

“(3)  for the offense of willfully aiding or aselsting in, or p r e  
curing, CoiIn8ell~g, or ndvlslng, the preparation or prmentntlon 
under, or In corinectlon with nny mntter arislng under, the In- 
ternul rerenue laws, of a f n h  or fraudulent return, nt8clarit. 
clnlm, or document (whether or not such falsity or fraud is wlth 
the knowledge or consent of the Pereon authorleed or requirwl to 
present such return, nflldavlt, clnlm, or document). 

“For ofienses ariSl116 uuder aectlon 37 of tho Crlmlnnl Code, where 
the obJect of the consplrney 1s to attempt in any mnnncr t o  evade or 
defeat nny tnx or the payment thereof, the perloci ot limitation ahnil 
ale0 be six genre., The time during which the preon committing nny 
of the offenacs nbove meotloned la nbsent iron1 the d l t r I c t  wherein 
the eame lu committed shall not be taken nr m y  part of the tlure 
United by law for the commemment of such proceedinm. Wllere a 
comrdalnt 1s lnatftutcd before a commbioner of the Udted Pltr~tcr 
within the period above llmited, the h e  ohnll be ex tendd  until the 
discharge of the grnnd Jnry a t  i ts  next &on within the &strict.” 

0)  The emendment mnde by subsection (a) of this eection aha]] 
apply to  offenses whenever committed; except that  i t  h i 1  not apply 
to O f i e n s e a  the RrOWXUtiOn of whIcb waa barred More the date of the 
enactment of this Act. 
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BEC. 1109. SPECIAL DISBURSING AGENTS OF TREASURY. 
The Secretary of lhe Trensurx 1s a u t h o r i d  Ito deslgnate agentr 

in chnrge of dlvlelons of Internal revenue ageqts to act a8 special 
dlsburelng agents of the Treasury for the payment of all salaries and 
expenses of such dlvlslons, on glvlng good and sutllclent bond in such 
form and with such eecurlty as the Secretary of the Treasury may 
approve, notwlthstandlng section 8114, Revlsed Statutes, a s  amended. 
BEC. 1110. REFUND OF TAXES FOR TAXABLE YEAR 1918. 

Sectlon %(h) of the Revenuc Act of 1928 1s amended to read 111) 
iollows : 

“(h) Except a8 provlded In 8ubdlvlslon (d)  thls sectlon shall not 
(1) bar from allowance a clnlm for credlt or refund Bled prior to the 
enactment of thls Act whlch but for such enactment would have been 
allowable, or (2) bar from allowance a clnlm In respect of a tax !or 
the taxable year 1918, 1919, or 1920 lf such clalm 1s 5led before the 
explratlon o! 5ve years after the date the return was due.’’ 

6EC. 1111. DEFINITIONS. 
(a) When ueed In thls Act- 

(1) The term “person” means an  ludlvldual, a trust or estate, 
a partnershlp, or a corporatlon. 

(2) The term “ corporatlon ” lncludes assoclatlons, jolnt-stock 
companles, and Insurance companles. 

( 8 )  The term “partnership” lncludes a syndlcate, group, pool, 
jolnt venture, or other unlncorporated organlzntlon, through or 
by means of whlch any buslnese. flnunclal operatlon, or venture 1s 
carded on, anU whlch Is not, wlthln the meanlng of thl8 Act, a 
trust or estate or a corporatlon; and the term ‘ I  partner ” lncludee 
a member ln such a eyndlcate, group, pool, jolnt venture, or 
organization. 
(4) The term ‘‘ domestlc” when npDlled to a corporatlon or part. 

nershlp meuns created or organlzed In the Unlted States or under 
the law of the Unlted States or of nny State or Territory. 

(5) The term ’’ forelgn ” when applled to a corporatlon or part. 
nershlp means a corporatlon or partnership whlch 1s not domestic. 

(6) The term ‘‘ 5duclary ” means a guardian, trustee, executor. 
admlnistrator, recelver, conservator, or any person actlng ln any 
5duciary capacity for any pereon. 

wlthholdlng agent ” means any persou requlred 
to deduct and wlthhold any t ax  under the provlslone of sectlon 
148 or 144. 
(8) The term “stock” Include8 the share In an aseoclatlon, 

jolnt-stock company, or Insurance company. 
(9) The term I‘ shareholder ” lncludes a member ln an assocla- 

tlon, joint-stock company, or insurance company. 
(10) The term “Unlted States” when used in a geographlcal 

mnse Includes only the States, the Terrltorles o! Alaska and Ha- 
wall, and the Dlstrlct of Columbla. 
(11) The term ‘‘ Secretary ” meam the Secretary of the Treasury. 
(12) The term ‘‘ Commlesloner ” means the Commlseloner of 

( 7 )  The term 

Internnl Revenue. 
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(19) The term ‘* collector ” means collector of internal revane. 
(14) The term ‘I taxpayer ” means any person subject to a trr 

(b) The terms “lncludes” and “lnclndlng” when need in ’8 ded- 
ninon contalned In thls Act shall not be deemed’to exclude other thlng. 
otherwise wlthln the meanlng of the term deflnd. 

lmpoeed by t h b  Act. 

ART. 1311. Penon.-The Act recognizes four classes of pereons4 
individuals, trusts and estates, partnerships, and corporations. Cor- 
porations include associations, joint-stock companies, and insurance 
companies, but not partnerships properly 80 called. A taxpayer is 
any person subject to a tax imposed by the Act. 

ART. 1812. Ansociation.-Associations and joint-stock compania 
include associations, common law trusts, and organizations by what- 
ever name known, which act or do business in & organiged capacity, 
whether created under and pursuant to State laws, agreementa, 
declarations of trust, or otherwise, the net income of which, if spy,’ 
is distributed or distributable among the shareholders on the basie 
of the capital stock which each holds, or, where there ia no capital 
stock, on the basis of the proportionate share or capital which each‘ 
has or has invested in the business or property of the organization. 
A corporation which has ceased to exist in contemplation of law 
but continues its business in quasi-corporate form is an association 
or corporation within the meaning of section 1111. 

ART. 1818. Amciation dirtinguished from partnerrhip.-An organi- 
zation, the membership interests in which are transferable and the 
business of which is conducted by trustees or directors and officers 
without the active participation of all the members as such, is an 
association ond not a partnership. The term partnership ” includes 
a syndicate, group, pool, joint venture, or other unincorporated 
organization, through or by means of which any business, financial 
operation, or venture is carried on, and which is not, within the 
meaning of the Act, a trust or estnte or a corporation; and the term 
‘‘ partner ” includes a member in such a syndicate, group, pool, joint 
venture, or organization. Organizations which have a fixed capital 
stock divided into shares represented by certificates transferable only 
upon the books of the company, which manage their affairs by a board 
of directors or executive officers, and which conduct their business in 
the general form and mode of corporations are joint-stock compmies 
Qr associations within the meaning of the Act even though under 
State law such organizations are technically partnerships. 

ART. 1814. Amciation dirtinguished from tnut-wh’erei t r u h  
merely hold property for the collection of the income and its dis- 
tribution among the beneficiaries of the trust, and are not engaged: 
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either by themselves or in connection with the beneficiaries, in the 
cnryinq on of any business, no nssociatioli exists, and the trust and 
the beneficiaries thereof will be subject to ta: as provided by sec- 
t i oq  161-170 and by articles 801-891. Where the trustees are not 
restricted to the mere collection of funds and ,their payment to the 
beneficiaries, but have similar gr greater powdm than the directors 
in a corporation for the purpose of carrying on some business enter- 
prise, the trust is an association within the meaning of the Act. ' 
h. 1318. Limited partnenhip a.a partnerap.-So-called limited 

partnerships of the type authorized by the statutes of New York 
and most of the States are partnerships and ngt corporations within 
the meaning of the Act. Such limited partnerships, which can not 
limit the liability of the general partners, although the special part- 
ners enjoy limited liability 80 long as they observe the statutory con- 
ditions, which are dissolved by the death or attempted transfer of the 
interest of a general partner, and which can not take real estate or 
sue in the partnership name, are so like common law partnerships as 
to render impracticable any differentiation in their treatment for tax 
purposes. Michigan and Illinois limited partnerships are partner- 
ships. A California special partnership is a partnership. 

Am. 1316. Limited partnership ~ l l  oorporation.-Limited partner- 
ships of the type of partnerships with limited linbility or partnership 
associations authorized by the statutes of Pennsylvania and of a few 
other States are only nominally partnerships. Such so-called limited 
partnerships, offering opportunity for limiting the liability of all 
the members, providing for the transferability of partnership shares, 
and capable of holding real estate and bringing suit in the partner- 
ship name, nre more truly corporntions than partnerships and must 
make returns of income and pay the tax as corporations. The income 
received by the members out of the earnings of such limited partner- 
ships will be treated in their personal returns in the same manner tu 
distributions on the stock of corporntions. In  all doubtful cases 
limitad partnerships will be treated ns corporations unless they 
submit satisfactory proof thnt they nre not in effect so organized. 

. A Michigan partnership associntion is a corporation. 
ART. 1317. Insurance compnny.-Insurance companies include both 

stock and mutual companies, as well as mutual benefit insurance 
companies. A vo!untary unincorporated association of employees 
formed for the purpose of relieving sick and aged inembers and the 
dependents of decensed members is an insurance company, whether 
the fund for such purpose is created wholly by menibership dues 
or partly by contributions from the employer. A corporation which 
merely sets aside n fund for the insurance of ita employees is not 
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required to file a separate return for such fund, but the income 
therefrom shall be included in the return of tlie corporation. 
Am. 1318. Domertio, foreign, resident, and nonrerident pern0m-A 

domestic corporation or partnership is one organized or created in 
the United States, including only the States, the Territories of 
Alaska and Hawaii, and the District of Colunibin, or under the law 
of t,he United States or of any State or Territory. A partnership 
created by nrticles entered into in San Francisco between residents 
of the United States and residents of Chinn is n domestic partner- 
ship. A foreign corporation or partnership is one which is not 
domestic. A doinestic corporation is a resident corporation even 
though it does no business and owns no property in the United 
States. A foreign corporation engaged in trade or business within 
the United States or having an office or place of business therein is 
referred to ill these regulations as a resident foreign corporation, and 
a foreign corporation not engaged in trade or business within the 
United Strtes and not having any office or place of business therein, 
as a nonresident foreign corporation. A partnership engaged in 
trade or business within the United States or having an office or 
place of business therein is wferred to in these regulations M a m i -  
dent partnership, and a partnership not engaged in trade or business 
within the United States and not having any office or place of busi- 
ness therein, as a nonresident partnership. Whether a partnership 
is to be regnrded as resident or no:lreaident is not determined bs the 
nationality or residence of its members or by the place in which it 
was created or organized. - 

ART. 1319. Fiduciary.-" Fiduciary " is B term which applies to 
persons thnt occupy positions of peculiar confidence toward others, 
auch as trustece, executors, and administrators. A fiduciary for 
income tax purposes is a person who holds in trust an estab to which 
another hns tho beneficinl title or in which another has a beneficial 
interest, or receives nnd controls income of another, as in the case of 
receivers. A committee or guardian of the property of nn incompe- 
tent person is a fiducinry. 

ART. 1820. Fiduciary distinguished from agent.-There may be a 
fiduciary relntionsliip between nn agent and a principal, but the word 
'( agent does not denote a fiducinry. A fiducinry relationship can 
not be crented by a power of attorney. An agent having entire 
charge of property, with authority to effect and execute leases with 
tenants entirely on his own responsibility and without consulting his 
principal, merely turning over the net profits from the. property pe- 
riodicallr to his principal by virtue Qf authority conferred upon 
him by a power of attorney, is not a fiduciary within the meaning 

, 
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of the Act. I n  cases where no legal trust has been created in the 
estate controlled by the agent and attorney, the liability to make a 
return rests with the principal. 1 1  11 

1 SRC. 1112. SEPARABILITY CLAUSE. 
If any provlslon of thls Act, or the appllcntl n thereof to any 

person or circumstances, Is held invnlld, the remainder of the Act, and 
the appllcatlon of such provisions to other persong or clrcumstances, 
shall not be affected thereby. 
SEC. 1113. EFFECTIVE DATE OF ACT. 

enactment. 

I 

I 

Except a8 otherwlee pruvlded, thls Act shall d k e  effect upon ib 

Approved June 6, 103% a t  6 p. m. 

Am. 1501. Promulgation of regulations.-In pbrsuance of the Act 
the foregoing regulations are hereby made and promulgated. 

DAVID BURNET, 
Commieeioner of Intental Revenua. 

Approved February 10, 1933. 
OODEN L. MI-, 

Secretory of the Treasury. 
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APPENDIX 

PRINCIPAL PROVISIONS OF THE REVENUE ACT OF 1928, 
THE REVENUE ACT OF 1926, THE REVENUE ACT OF 1924, 
AND THE REVISED STATUTES RELATING TO INCOME 
TAXES FOR 1932 AND SUBSEQUENT TAXABLE YEARS 

REVENUEI ACT OF isas 
To BEETPblA ENIOPCEYENT OI 03 TUABILPIPI OB RDUUIABT 

SEU 804. [R.f3Wttue dot 0lI928.1 NO suit shall be maintained In any 
court for the purpoae of mtrainlng the -smeut or collection of (1) 
the amount of the liability, a t  law or In equlty, of a traneieree of prop 
erty of a taxpayer in reapect of MY Income. war-proflts, excess-prod@, 
or eetate tax, or (2) the amount of the llablllty of a fldudary under 
section 3467 of the Revlsed Statute8 in reepect of any such tax. . 

CLOBIAO AQ-WTB 

SEC. 606. [Reuenue dot of 1968.1 (a) Aathorizatlon.-”he Ooxumi~ 
sloner (or any o5cer or employee of the Bureau of Internal Revenue, 
lncludlng the fleld aervlce, authorlzed In writlng by the Commlnaioner) 
la authorlzed to enter into an agreement In wrlting with any person 
relating to the llablllty of such person (or of the person or estate for 
whom he acts) in rbepect of any internal-revenue tax for any taxable 
perlod endlng prlor to the date of the agreement. 

(b) Binality of agreementi.-If such agreement is approved by thb 
Secretary, or the Undersecretary, wlthln eoch tlme a s  may be & a t 4  in 
such agreement, or later agreed to, such agreement shall be 6nal and 
concluslve, and, except upon R 8hOWhg of fraud or malfeaaance, or mlr- 
repreeentatlon of a material fact- 

(1) the case shall not be reopened as to the matters agreed upon 
or the agreement modified, by any omcer, employee, or agent of the 
Unlted States, and 

(2) In any suit, action, or proceeding, such agreement, or MY 
determlnatlon, assessment, collection, payment, abatement, refund, 
or credlt made In accordance therewith, &all not be umalled, 
modlfled, set aside, or dlaregarded. 

(a) k t l o n  1106 (b) of the Revenue Act of 1928 1s repealed, effecthe 
on the explratlon of 33 days after the enactment 
repeal shall not affect ‘any agree- made before such repeal te+er 
effect. 

thin Act, but 

Or EXPlBATION OP YLPIOD OR’ LIYITATIOW AOAIIIBT UNX”Ql mATB 

SEO. 607. [Revenue dot of 1928.1 Any tax (or any Interest, panale,  
addltional amount, or addttlon to such tax) assessed or pald (whether , 

8 so7 (1928) 
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before or after the enactment of thla Act) after the explratlon of the 
perlod of IlmItatIon properly applicable thereto shall be confildered an 
overpayment and shall be credlted or refunded to the taxpayer If c l a h  
therefor Is filed wlthln the period of Hmltatlon for f i h p  such clalm. 

mEcT Or ~ P I M T I O N  Or P E W  W LIMITATION C o A I N s T  T A X P A Y U  

Sm. 608. [ R m i u e  dot of 19t8.1 A refnnd of any portlon of a n  In- 
ternal-revenue tax (or any Interest, penalty, a&lltionaI amobnt, or 
addltlon to such tax) made after the enactment ?f this Act, ahaU be 
comidered erroneous- 

(a) If made after the explratlon of the period of IimItatlon for Ullng 
c l a h  therefor, unless within such period clalm was filed; or 

(b) In the case of a chlm filed wIthIn the proper time and dlsollowed 
by the Cornmissloner after the enactment of this A& if the refund 
was made after the explratlon of the perlod of Ilmltation for fiilng suit, 
u n l e s r t  

(1) within such period su1t was begun by the taxpayer, or 
(2) wlthln such perlod, the taxpayer and the CommIrsIoner 

agreed in writing to suspend the runnlng of the statute of llmlta- 
tlona for fillng su I t  irom the date of the agreement to the date of 
final dedsion In one or more named caws then pending berore the 
United States Board of Tax Appeals or the courts. 

EBOONmU8 -IT8 

SIX. 600. [Rmmiue Act of 1928.1 (a) Credit agdnit barred d c  
fioIenoy.--Any credit agalnst a Ilabillty in respect of any taxable year 
shall be vofd If any payment In respect of bUCh Ilabillty would be con- 
sidered an overpayment under aectlon 607. 

(b) Credit of barred overpayment.-A credlt of an overpayment in 
respect of any tax shall be vo1d If a refund of such overpayment would 
be consldered erroneous under 8ectlon 608. 

( 0 )  Applioation o! ieotIon.-mhe provlslons of this sectlon shall a p  
ply to any credit made before or after the enactment of this Act. 

BECOVEBY OI .’MOUNTS LBBONa)UBLY B W N D k D  

Em. 610. [Revewe dot of 19Z8.1 ( a )  Any portion of an luternal- 
revenue tax (or any Interest, pennlty, adclltlonal amount, or addl- 

-tIon to such tax) refund o! wlilch in erroneoualy made. wlthln the 
meanlng of sectlon 600, after the enactmeut of thls Act, may be recov- 
ered by sult brought In the name of the United States, but onl, If such 
sult Is begun withln two years after the maklny of such refund. 

(b) Any portlon ot an internal-revenue tax (or any Interest, pen- 
alty, addltlonnl amount, or addltlon to such tax) wlilch has becn err* 
neouely refunded (if such refund would uot he consldered a s  erroneous 
under aectloi, 008) may be recovered by m i t  brought In the name of 
the Unlted Mates, bnt only if such suft  Is begull before the explratlon 
of two years after the maklng of such refund or before May 1, 19% 
nhlchever date is later. 

Q 610 (1928) 
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Sm. 614. [Rsoenve Act of 1888.1 ( a )  Interest bhall be allowed and 
p8Id upon any overpayment In respect of any internal-revenue tax. at 
the rate of 6 per centum per annum, as  follows : 

(1) I n  the caw of a credlt, from the date of the overpayment to 
the due date of the amount against whlch the credlt b taken, but 
if the ampunt agatnst whlch the credlt Is taken in an additlorn1 
anaeaament of a tax Imposed by the Revenue Act of lOn or any 
wbwquent revenue Act, then to the date of the aseesement of that 
amount 

(2) In the case of a refund, from the date of the overpayment 
to a date preceding the date of the refund check by not mom than 
80 days, such date to be determlned by the OommIaaioner. 

(b) As used In thls section the term ‘‘ addltlonal a-nt ” mfmm 
a further assessment for a tu of the aame character prevloualy paId 
in part, and includes the asseesment of a deficiency of any Income 
or estate tax imposed by the Revenue Act of 19u or by any subeeqwnt 
revenue Act. 

(c)  SectIon 1116 of the Revenue Act of 1828 Is repenled 
(d )  Subeectlonr ( a ) ,  (b),  and (c) shall take effect on the explrn- 

tlon o! thlrty days after the enactment of this Act, and shall he 
applicable to any credIt taken or refund pa1d niter the explratlon of 
such period, even though allowed prior thereto. 

xnmmun on mnmxm 

Sm. 616. [RBverwe dot of 19t8.1 ( a )  SectIon 177 of the JudIclal 
Code, as amended, is emended to read as  follows : 
“SIX. 177. (a) No lntereat shall be allowed on any claim up to the 

time of the rendltlon of judgment by the Court of ClaIma, unless upon 
a contract expressly stIpulatlng for the payment of Intewt,  except 
as provlded In mbdlvls1on (b) . 

“(b) In  any judgment of any court rendered (whether agafnst the 
Unlted States, a collector or deputy collector of internal revenue, a 
former collector or deputy collector, or the personal repreeentntlve In 
cafe of death) for any overpayment In respect of any Internal-revenue 
tax, Interest shall be allowed at the rate of 6 per centum’ per annnm 
upon the amount of the overpayment, from the date 31 the Payment 
or collection thereof to a date preceding the date of the refan.: check 
by not more than thlrty day& such date to be determlned by the Com- 
mImIoner of Internal Revenue.” 

(b) Subsection ( a )  of this sectlon shall t&e dect on the explmtlm 
of thlrty days after the enactment of thls Act. - 

l T h e  interest rate waa d n c d  horn 6 per cent to 4 per cent b w t l o n  819 o( 
an Act maklng approprlatlons for the leplslntlve branch of the Government for 
the nBcai yeor endlng June ar. 1033, and for other purposm. approved June W, 
1082 (Puhlle. No. 212, Beventpaecond Congress, first seaslon. 8. B. 112871, rhM 
rends am follorm : 

Elm. 819. Hereafter the rate of lnterut to be aIlowcd or plld sh.11 bs 4 Der 
centum per annum whenever Intereat 1s allowed by law upon judgment Of 

whatsoever character agnlnat the Unlted Eltotes aud/or upon any overpayment h 
respect d any Internal-revenue tax. All laws or part of laws In .o far u Ineon- 
slstent berenlth are hereby repealed.” 

Q 618 (1928) 
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O D M P U O M I 8 ~ A C E b L M ~ T  OF AESEN 

8 8 ~ .  818 [Reuenue Act of 1988.1 Any person who, in connection 
wlth any compromlee under eectlon 3229 of the Revised Statute#, a8 
amended, or offer of such compronilee, or In connection wlth any cloalng 
agreeiuent under sectton 606 of this Act, or oiler to eater into any such 
agreement, wlllfully (1) conceals from any oftlcer or employee of the 
Unlted Statea MY property belonging to the eatale of a taxpayher or 
other person llable ln reapect of the tax, or (2) receives, destroys, mut1- 
lates, or fnlsiflea any bock, document, or record, o t  makes under oath 
any false statement, relating to the estate or flnnnflal condltlon of the 
taxpayer or other person liable in respect of the taZ, shall, upon convie 
tlon thereof, be flned not more than $10,000 or lmpmleoned for not more 
than one year, or both. 

I 

JUBTSDICTION OI OOUBTB 

Sm. 617. [Rmenue dot of 1928.1 (a) If any Rereon Is summoned 
under the internal-revenue laws to appear, to testify, or to produce 
books, papers, or other data, the distrlct court of the Unlbd States for 
the dlstrlct ln which such person realden shall have jurladlctlon by 
approprlate process to compel such attendance, teatlmony, or  productloo 
of books. papers, or other data. 

(b) The dlstrlct courts of the United States at the inetance of the 
Unlted States are hereby invested wlth such jurisdlctlon to make and 
h u e ,  both ln actions at law and suits In equlty, writs and orders 
of injunction, and of ne exeat republlca, orders appointing recelvers, 
and such other orders and proceas, and to render such judgments and 
decrees, grantlng in prop% cases both legal and equltable relief to. 
gether. as may be necessary or appropriate for the enforcement of the 
internal-revenue laws. The remedles hereby provlded are In addition 
to and not excluaive of any and all other remedies of the United Stat- 
In euch courts or otherwlse to enforce such laws. 

REVENUE ACT OF 1926 
P-S To 811 PUBLIO EECOBDS 

SEO. 257. [ R a t e m  dot of 1986.1 ( a )  Returns upon whlch the tax has 
been determined by the Commlsrsloner shall constitute public records ; 
but, except as herelnafter provided In thls section and section 1205, 
they ehall be open to lnspectlon only upon order of the Presldent and 
under rules and reylatlons prescrlbed by the Secretary and a p  
proved by the Presldent. Whenever a return la open to the inspection 
of any person a certifled copy thereof shall, npon request, be furnlshed 
to m h  pemon under rules and regulations prescribed by the Com- 
misaloner Mtp the appreval of the Secretary. The Commlasloner may 
prescribe a reuonable fee for furnishing such copy. 

(b) (1) The Secretary and any ofecer or employee of the Treasury 
Department, npon request from the Committee on Ways aud MMIM of 
the House of Representatlvw, the Committee on Flnance of the Senate, 
or a select committee of the Senate or House specially authorlzed to 
investigate returns by a resolutlon of the Senate or House, or a jolnt 
committee so authorleed by concurrent molutlon, shall furulah such 
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commlttee sitting In executive session with any data of any character 
contained In or shown by nny retun.  

(2) Any such commlttee shall have the right, acting dlrectly a8 8 
committee. or by or through such examiners or agents M it map 
deslgnate or appolnt, to Inspect any or all of the returns at sucb UmeE 
and in such manner as It may determlne. 

(3) Any relevant or useful lnformatlon thua obtalned may be sub- 
mltted by the commlttee obtnlnlng It to the Senate or the HOW?, or to 
both the Senate and the House, as the case may be. 

(c) The proper oficera of any State may, upon the repnest of the 
governor thereof. have acceaa to the returns of any corporation, or 
to an abetract thereof thowing the name and income of the corporatlon, 
at such times and In sucb manner as the tkcretary may prescribe. 

(d )  All bona flde shareholders of record owning 1 per centnm or more 
of the outstandlng stock Oi any corporation shall, upon mnking re 
quest of the Commissloner, be allowed to examine the annual Income 
returns of such corporatlon and of It8 suhldlarles. Any ahareholder 
who pursuant to the provlslons of thls aectlon la allowed to e x a m h  the 
return of any corporatlon, and who makes ku6wn In any manner what- 
ever not provided by law the amount or source of Income, proflts, losses. 
expendlturea, ok any particnlnr thereof, set forth or dlaclosed 1x1 any 
such return, ehall be gullty of a mlademeanor and be punished by a b e  
not exceedlng )1,ooO or by imprleonment not exceeding one year, or both. 

(e) The Commlssloner dull an soon a8 pmctlcable. In each year mu88 
to be prepared and made aviiilable to pUqlic inspection in such manner 
a s  he may determlno, In the omce of the collector ln each lnternal- 
revenue district and In ouch other places as he may determine, Hsb 
coptalning the name and the poet-omce address of each person making 
an income-tax return In mcb dlatrict. 

PWLIOATIO~ OF STAFIETICE 

Sga 268. [Revenue Aot of 1926.1 The Commlssloner, wIth the s p  
provnl of the Secretary, shall prepare and publlsh annually rtatletla 
reasonably avallable with respect to the operntlon of the income, war- 
proflts and excess-proflts tax laws, lncludlng clnseiflcatlons of taxpnyem 
and of income, the amounts allowed as deductlone, exemptions, and 
credlta, and any other facts deemed pertlnent and valuable. 

POBTO BlOO AND THE PHILIPPINlD ISLANW 

8w. 261. [Rovenue dot of 19e6.1 In Porto Rlco and the Phll!ppiIIO 
Islands the income tax shall be levied, assessed, collected, and pold as 
provided by lam prior to the enactment of thls Act. 

The Porto Rican or the Fhlllpplne Leglslature shnll have power by 
due enactment to amend, nlter, modlfy, or repenl the income tax law6 
ln force in Porto Elco or the Philippine Islands, reapectlvely. 

OOUET SlRIEW 08 BOABdS DQQBIOm 

Sx1.1001. [Revenue Acl of 1986, a8 amended by  section 605, RetSniis 
Aci of 1988, and further amended & seotfon 1101, Revenue Aai of 1952.1 
( a )  The decislon of the Board rendered after the enactment of thfs Act 
(except as provided ln subdlvlslon ( 3 )  of sectlon 283 and In mbdlvlalon 
(h) of section 318) may be reviewed by a Clreult Court of Appeala or 

8 1001 (1926) . 
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the Court of Appeals of the Dlstrlct of Columbla, an hereinafter provided, 
if a petitlor$ for wch revlew is Bled by either the Commissloner or the 
taxpayer wlthin three inonths after the cleclsloii Is rendered. 

(b)  Such courts are authorized to adopt rules for the flllug of such 
petltion, the preparation of the record for revlew, and tlie conduct of 
proceedings upon such rcvlew and, untll the itdoptlon of such rules, the 
rules of such courts relating to appellnte proceedlqge upon a Writ Of 
error, so fnr as applicable, shall govern. 

(c) Notwithstanding any provision of law Imposing restriction8 
on the assessment nnd collection of deflclencles, puch revlew shall 
not opernte as a stay of assessment or ro lk~ t lob  of any portion 
of the amount of the deflclency determlned by 'the Board uulesa 
a petition for review la respect of such portioq 1s duly flled by 
the taxpayer, and theu only if the tnxpayer (1) on or before the tlme 
his petition for revlew is Bled has flled wlth the Board a bond in u sum 
flxctl by the Bonrd not exceeding doublc the amount of the portion 
of the deflclency in reilpect of which the petition for review ls ffled, 
and nlth surety approved by the nonrd, conditioned upon the payment 
of the tleflclcncy aR flnally determlned, togetlicr wlth any Interest, 
addltloual umounts, or nddltlons to the tnx provlded for by law, or 
(2 )  has flied a jeopardy bond under the income or estnte tnx laws. If 
na d result of n waiver of the restrlctlons 011 the aaeesment and col- 
lectlon of II deflclency any pnrt of the iiniount determlned by the 
Board is pald nftcr the fliing of the review bond, such bond shall, 
a t  the rcquest of tlie tnxpnyer, bc proportlonately reduced. 

( d )  :.I cases \\liere uvsessinciit or rollectioi lu.; not been stayed 
by the flllng of a bond, then lf the nmount of the cleflcleocy determined 
by the Boiird 1s disnllo\ved In \\hole or 111 pnrt by the court, the 
amount so dlsrillowed Hhnll be credltcd or refunded to tile taxpayer, 
wlthout the maklng of claim therefor, or, If collcctlon has not heen 
mnde, Rhall he abated. 

(e) Nothing in Rubdlvlslon (c)  shall be construed ns relieving the 
petitioner from making or flllug such undertukings ns the court 
may rcqulre a s  a colidition of or In conlicqtion with the review. 

VMm 

Sm. 1002. [Recenue Act of 19fG.l Sucli clwlslou may be reviewed- 
(a) In the case of an lndivltlunl, by thc Olrcult Court of Appeals 

for the clrcult whereof he is an lnhrbltnnt, or if not an lnhnbltant 
of tiny circuit, then by the Court of Appealx of the IMstrict of Columbin. 

(b) In  the case of a person (other than an iiidlvldual), except 
as provlded in subdivision ( c ) ,  by the C'ltc*uit (!ourt or Apl)c*:~le for 
the circuit 111 whlcii 1s locnted the offlce of the collwtor to whom 
sucli jsrsori made the return, or 111 ciise sucli lierboii iit:~dtt no return, 
then by the Court of Appeals of the Dlstrlct of Columbla. 

(c)  In the case of a corporation which had no principtil place of 
buslncsv or principal office or ngeiicy ln the United States, then by 
the Court of Appeals of the Dletrict of Columbia. 

( d )  In tlie casc of an nyreen~cnt betwcwi tile (3 mmlssioner and 
the tiixpnyer, then by the Clrcult Court of Appeals for the clrcult, 
or the Court of Appals  of the Dlstrlct of Columblu, us stipulated in 
such agreement. 

3 1002 (1926) 
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J U l l I R D I F n O N  

SKI. 1003. [Rcvenue dot of 19ZG.l ( a )  The Clrcult Courta of A p  
perls and the Court of Agpeals of the Dlstrict of Columbln shall have 
exclusive jurlsdiction to review the'declsions of the Board (except (UI 

provided in aectlon 230 of the Judicial Code, a8 amended); and the 
judgment of any such court shall be flual, except that it shall be sqb 
ject to review by the Supreme Court of the Uiilted States upon cer- 
tiorari, In the manner provlded In section 240 of the Judicial h d e ,  
as amended. 

(b)  Upon such revlew, such courts shall have power to af3rm 
or, lf the decision of the Bonrd 1s not in accordance with law, to 
mod* or to reveree the declaion of the Board, with or without 
remnndlng the caae for a rehearing, as justice may require. 

section 1102, Rcoa 
nue A& or 29.R.l (a )  The Circuit Courta of Appeals, the Court Oi 
Appmle of the Dlstrict of Columbia, and the Supreme Court shall bavo 
power to impose dnmnges in any case where the declslon of the Board 
la affirmed and it appears that the petltlon was 5led merely tor delay. 

(b)  The Bonrd is authorized to flx a fee, not in exceas of the fee 
flxed by law to be charged and collected therefor by the clerka of the 
district courts, for comparlng, or for preparing and comparing. a tran- 
script of the record, or for copylng nny record, entry, or other paper 
and the comparlson and certiflcatlon thereof. 

SEa 1004. [Revenue Act or 1926, a8 amended 

D A m  ON WHICH BOAsD'B DlDCIBZON BECOMEE 

Sm. 1006. [Rcvenue A d  of 1986.1 (a)  The decislon of the Board 
shall become flnal- 

(1) Upon the expiration of the time allowed for flllng a petltlon for 
review, lf no such petltlou hus been duly flled wlthin auch b e ;  or 

(2) Upon the explratlon of the tlme allowed for flllng 8 petitlon 
for certiorari, li the decision of the Board has been alflrmed or the 
petition for review dlamlaaed by the Clrcult Court of AppeaL nnd 
no petition for certlorarl has been duly filed; or 

(3) Upon the denial of a petition for certiorari, if the declnlon 
of the Bonrd hns been ntarmed or the petitlon for review dlamlseed 
by the Olrcult Court of Appeal#; or 

(4) Upon the explratlon of 30 days from the date of laauance of 
the mandate of the Supreme Court, If such Court directs that  the 
decision of the Board be nffirmed or the petltlon for review dismissed. 

(b) If  the Supreme Court dlrecte that the declalon of the Board 
be modlfled or reversed, the declalon of the Bonrd rendered in accord- 
ance wlth the mnndate of the Supreme Court slinll become dun1 upon 
the explratlon of 30 days from the t h e  i t  was rendered, unleu 
within such 80 days either the Comnilaaloner or the taxpayet hM 
lnstltuted proceedings to have sucli decislon corrected to accord with 
the mandate, In which event the decision of the Board shall become 
flnal when 80 corrected. 

(c) If  the declslon of the Board is modifled or reven& by the 
Clrcult Court of Appeal& and if (1) the tlme allowed for 5llng a 
petition for certiorarl has expired and no such petition ha8 W n  duly 
flled, or (2) the petitlon for certiorari has been denied, or ( 8 )  the 
declalon of the Court has been afnrmed hy the Supreme Court, then 
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the decLlon of the B a r d  rendered In accordnnce wlth the mandnte 
of the Clrcirlt Court of Appeals shall become flnal on the explratlon 
of 30 days from the t h e  such decblon of the Board was rendered, 
unless within such 30 days elther the Commlssloner or the tatpayer 
has instituted proceedlngs to have such declslon corrected no that  It 
wlll accord wlth the mandnte, In whlch event , the decleion of the 
Bonrd shall become flnal when so corrected. 

(d)  If the Supreme Court orders n rehearing; or If the caw Is 
remanded by the Clrcult Court of Appenls to the Board for n rehearlng. 
and If (1) the tlme allowed for flllng n petltlon @r certlorarl has ex- 
plred, and no such petltlon hns been duly filed, or1 (2) the petltlon for 
certlorari hns been denled, or (8) the declslon o# the court hns been 
afarmed by the Supreme Court, then the declslon of the Board ren- 
dered upon such rehearlng shnll become final in the anme manner an 
though no prior declslon of the Bonrd had been rendered. 

(e) As  used in this seztlon- 
(1) The term “Clrcult Court of Agpeuls” includes the Oourt of 

Appenls of the Dlstrlct of Columbin ; 
(2) The term ‘’ mnndate,” In case n mandate ha6 been recnlled prior 

to the explratlon of SO dnys from the date of lssunnce thereof, means 
the flnnl mnndnte. 

P A M I N A R O N  OF W K S  AND WITh’kllSkB 

Sm. 110.1. [Revenue Act of 1BEG, a d  amended by rectlon 818, Revenue 
Act of 1928.1 The Commlssloner, for the purpose of nscertnlnlng the 
correctness of nny return or for the purpose of mnklng a return where 
oone hne been made, 1s hereby nuthorlzed, by any omcer or employee 
of the Bureau of Internal Revenue, lncludlng the fleld servlce, deslg- 
nnted Iiy hlm for that purpose, to examine uny books, papers, records, 
or memoranda bearlng upon the matters requlred to be Included in 
the return, nnd may require the attendance of the pereon rendering 
the return or of any oWer or employee of such pemon, or  the attend- 
ance of nny other person hnvlng knowledge In the prenilses, and may 
take hls testlmony with reference to the mntter requlred by law to be 
hcluded In such return, wlth power to adnllnlster oaths to such person 
or pwsona 

UNNElX88AHY EXAMINATION8 

SEU. 1106. [Revenue Act of 10EG.I No taxpayer shnll be subjected 
to unnecessary exumlnatlons or lnveutlgntlons, nnd only one Inspectlon 
of a taxpayer’s books of nccount sliull be mudc for each taxable year 
unless the taxpayer request8 otherwise or unlew the ~mmlss lone r ,  
after lnveetlptlon, notlfles the taxpayer In wrltlng that nn nddltlonnl 
lmpectlon Is necessnry. 

ADMINI8TBATIVB SltYIEW 

Em 11M. [Ravenue Act of 1BEG.1 In the absence of fraud or mls- 
take in mathematical calculation, the flndlngs of facts In and the decl- 
slon of the Commladoner upon (or In cnse the Secretnry 1s authorlzed 
to aDpove the name, then after such approval) the merits of any clalm 
presented under or nuthorlzed by the Internal-revenue lows shall not, 
except as provlded In ntle IX of the Revenue Act of 1924, as mended, 
be subject to review by any other ndmlnfstratlve or accountlng otlicer, - -  - 
employee, or agent of the Unlted States. 
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Bm. 1108. [Reuenue dct of 1926, a8 amended by rcctfon 605. R m  
mue Act of 1928.1 (a) In caw n regulation or Trensury declelon relat- 
ing to the internal-revenue laws Is amended by a subsequent regulatlon 
or Treawry declslon, mnde by the Secretary or by the Commiesloner 
wlth the approval of the Secretary, such subsequeut regnlatlon or 
Treasury decfslon may, wlth the approvnl of the Secretary, be applied 
wlthopt retroactlve edlect. 

\ 

PENAymEB 

Sw. 1114. [Revenue dct of 1 9 W ]  (c) Any person who wllVnlly aids 
or asslafs In, or procures. counsels, or advise& the prepmallon or pre, 
entatlon under, or In connection wlth any matter arislng under, the 
internal-revenue laws, of n false or fraudulent return, nlfldavlt, clalm, 
or document, shall (whether or not such falsity or fraud b wlth the 
knowledge or consent of the person authorlzed or requlred to preeent 
such return, afadavlt, claim, or document) be gullty of a felony MI& 
upon convlctlon thereof, be flned not more than $lO,OOO, or imprisoned 
for not more than flve years, or both, together wlth the costa of 
prO8eCUtfOD. 

(0) b y  person b p08WssIOn Of property, Or rlghta to propem, 
subject to distralnt, upon whlch a levy has been made, ohall, upon 
demand by the collector or deputy collector maktng such levy, sur- 
render such property or rights to mch collector or deputy, nnleas lmch 
property or right is, nt  the tIme of such demand, mbject to tin attach- 
ment or executlon under any judlclal process. Any person who f a b  
or refuses to 80 surrender any of such property or rlghts shall be liable 
In his own per- and estate to the United States In a sum equal to the 
value of the property or rights not so surrendered, but not excwdlng 
the amount of the taxes (lncludlng penalties and Interest) for the col- 
lection of which such levy has been made, together wlth costs and in- 
terest from the date of such levy. 

( f )  The term “person” as  used In thla wctlon lnclodea an ofacer or 
employee of a corporatlon or a member or employee of a partnershlB 
who as such omcer, employee, or member Is under a duty to pxfonn 
the act In respect of which the vlolatlon occurs. 

PATYBNT (H AND BICOHPTE F a  TAXW 

Sm. 1118. [Revenue Aot of 1028.] ( a )  Collectors may recelre. at pu 
wlth an ndjustment for accrued Interest, notes or certlflcates of In- 
debtedness Issued by the Unlted State8 aud uncertlfled checks In pay- 
ment of income, war-proflts. and excess-prodta taxen and any other 
taxes payable other than by stnmp, durlng such t h e  and nnder such 
rules and regulations a s  the Commlssloner, wlth the approval ‘of the 
Secretnry, shall preecribe; but If a check so received 1s not pald by the 
bank on which It is drawn the person by whom such check has been 
tendered shall remain llable for the pnyment of the tax and for all 
legal penalties and additions to the aame extent as If such check had 
not been tendered. 

JUB~SDXCI~ON OF OOUBTB 

t Bra 1122. [Rewewe Act of 1996.1 (c) The paragraph added by seo 
tion 1310 of the Revenue Act of 1021 at the end of paragrnph Twentl- 
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eth of section 24 of the Judicinl Code, reluting-to the juridiclion of 
dlstrict courts, as amended, Is recnacted without chant@?, as follows: 

“Concurrent with the Court of Claims. Of any suit or procreding, 
commenced niter the pnssuge of the Revenue Act of 1921, for the re- 
covery of any Internnl-revenue tax alleged to hnve been erroneously 
or i l l ~ g ~ l l y  arsensed or collected, or of any penalty claimed lo hnve 
been collected without nuthorlty or niry sum alleged to  have been ex- 
cessive or In nny manner wrongfully collected, under the lnlernal- 
revenue Lows, eveu if the clnlnr exceeds (lO,GOo, if the collator of 
lnterirnl revenue by whom such tar ,  pennlty. or Burn was collected is 
dead or is not in otilce ns collector of internal revcpue at the t h e  such 
sult or proceeding is commenced,” I 

FEAUDB ON PUPOHAYPB 1 

Sw. 1123. [Reemue Act of 1926.1 Whoever In connection with the 
sale or lease, or offer for sale or lease, of any nrticle, or for the pur- 
pose of mnklng such sale or lease, mnkes any stntement, written or 
oral, (1) Intended or cnlculated to lend any persoh to belleve thnt nny 
part of the price nt which such nrticle Is wid or leased, or offered for 
sale or lease, conslsts of a tax imwsed usder the authority of the 
United Stnles, or (2) ascribing a partlcular part of such price to a tax 
imposed under the authority of the United States, knowlng that such 
statement is falee or that the tax le not BO great as the portlon of such 
prlce ascribed to such tax, shnll be guilty of a misdemeanor Hntl upon 
convictlon thereof shall he punlshed by a flne of hot more than $l,W 
or by Imprisonment not exceeding one year, or both. 

DEPOSIT OP UNITB, BTA- BONDS OB N m  I N  LIEU 01 B U U 3 f  

8m. 1128. [Rcuenue Act of 1920.1 Wherever by the laws of the 
United Btntes or regulations made pursunnt thereto, any peraon 1s re- 
quired to furnlsh nny recognleonce, stlpulntion, bond, gunranty, or 
UndertUklng, lierelnafter cnlled I‘ penal bond,” with Surety or sureties, 
such person may, In lieu of such surety or suretlcs, deposit as security 
with the official having nutliorlty to approve such peon1 bontl, United 
States Liberty bonds or other bonds or notes Of the United Stntes in a 
sum cqiinl at their pnr vnlue to  the nmount of snch penal bond required 
to lie furnlphcd, togelher with an ugrceme~it c~utllorlzlng such otilclnl to  
collect or sell such bonds or notes so deposited In case of any defuult in 
the performnace of any of the contlitlons or stlpulatlona of such pennl 
bond. The acceptnnce of nuclr Uiilted Stittea bonds or notes in lieu 
of surety or sureties reclulred by law Rhnll hnvo the aame force and 
effect ns individual or corpurute sureties, or certified checks, hauk 
drafts, post-ofice money orders, or cnsh, for the pennlty or niiiount 
of such penal bond. Tlie bonds or notes dcposltetl hcreunder and such 
other United Stntes bonds or notes ns mny br Bubstitutcd therefor 
from tlme to  tlme as such security, may be deposited with the Treas- 
urer of tlie United States, a Fetlernl reserve bank, or other depository 
duly tleslgnnted for thnt purpose by the Yecretnry, wlilch sliall Issue 
recelpt therefor, describing sucab bonds or notes 80 deposited. A s  soon 
as securlty for tlie performance of such pennl boi~tl Is no longer nee& 
sary, such bonds or notes so deposited shnll be returned to the d e  
positor: ProuWed, ”hot in cn8e a person or persons supplying a cou- 
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tractor wlth Labor or mnterlal ns provlded by the Act of Congrem, 
approved Februnry 24, 1905 (33 Stnt. a l l ) ,  entitled “An Act to amend 
an Act approved August thirteenth, eighteen Iiundrccl and iilnety- 
four, entltled ‘An Act for the protection of persons furnlshi~ig miiteriale 
and lnbor for the construction of public works,’” shall fllc wlth the 
obllgee, a t  any tlme niter a default in the performlrnce of niiy contrnct 
subject to said Acts, the appllcatfon nntl nfRtluvit tlierei~i provided tlie 
obllgee shall not dellver to the obligor the depoelted bonds or notes nor 
any surplus proceeds thereof untll the explrntlon of the tiiiie llmited~ by 
said Acts for the instltutlon of suit by such per8011 or parwicis, and, iu 
case suit slinll be Instituted witliln such lime, ahall hold mid bi ids  
or notes or proceeds subject to tlie order of the court Iiuviiig jurlrdlc- 
tlon thereof: Proufdcd further, Th$t nothing liereln coutnlned sliull 
affect or Impair the priority of the clnlm of the United Stntes ngnlnst the 
bonds or notes deposlted or nny rlglit or remedy grniited by mid Acts 
or by thls section to the United Stntes for dcfiiult upon niiy obligation 
of said pennl bond : Provtdcd lurther, That 1111 lnws incoiinlstent with 
tbla section nre hereby 80 modlflecl a s  to conform to the provisions 
hereof: And provlcled further, That notlrlng contalnd hereln shnll 
affect the authority of courts over the security, where such bonds nre 
taken a s  securlty In Judicial proceedings, or the authorlty of nny ad- 
mlnlstratlve ofRcer of the United States to recelve United S t n t a  h i d 8  
for security In cnses authoriced by existing laws. Tlie Secretary may 
prescribe rules nnd regulatlons necessnry and proper for carrying 
this section into erect. 

DAm ON WHICH DI8TIUINT I8 -uls 

0 ~ 0 .  1130. [Rct-cmw dot of 1926.1 In determlnlng the ronnlng of 
any perlod of lirnltatlon In respect of dlstralnt, the dlstrniut shall be 
held to hnve been begun (a) In the cnse of personal property, on the 
date on which the levy upon such property is made, or (b) In the C B B ~  

of real property, on the dnte on which notice of the tlme and plaw of 
sale 1s given to the pereon who* estate i t  18 proposed to  sell. 

B U W U  OT IX-AL BEYINUI 

Bm. 1201. [Revenue dut of 192G.l (a) a h e r e  Is herehy crmted in 
the Department.of the Treasury the omce of Qenernl Counsel for the 
Bureau of Internal Revenue. The Qeneral Counwl ahnll be appointed 
by the President, by and with the advice and consent of the 8enate, 
and shall receive a salary a t  the rate of $lO,OOO per nnnum, paynble 
out of any approprlation avnilable for the payment of expensea of 
asseaaing and collectlng the Internnl-revenue tnxes. He shall perform 
such duties a s  are  now required under the internal revenue lawa to be 
performed by tbe Solicltor of Internal Revenue, or ns mny be pre- 
scribed by the Secretary or required by law. Oommenclng at such 
time as the Qeneral Counsel Brat appointed under thls section qualifies 
and tnkes ofiiCe, the ofiice of Sollcltor of Internal Revenue in the De 
partment of Justi t!  shall cease to exist. 

(b)  There vhnll he In the Burean of Internal Rewenne the followlng 
otilcers who shall be nppolirted by the President, by and with the 
advice and consent of the Senate, and who shnll perform such diitles 
as may be prescribed by the Commlseloner or required by law : 
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(1) Four Asslatant General Counsel each of whom shall recelve 
mlnry a t  the rate of $S,OOO per annum. 

(2) One Aselstant to  the Commlssloner who shall recelve a aelary 
at the rate of $S,OOO per annum. The omce of Aselstant to the Com- 
mlssloner provided by exlsting law 1s abollahed to take eflect a t  such 
time as the Assistant to the Commlssloner Arst appolnted under thls 
aectlon takes oace. 
(3) One Special Deputy Commlssloner who shatl recelve a salary 

a t  the rate of $7,600 per annum. 

JOINT 00NOEE88IONAL C O X M I l T m  ON I N ~ N A L - d ~ U E  TAXATION 

Sm. 1203. [Revmue Act of l926.1 (a) There 1s hereby eatabllshed a 
jolnt congreaalonal commlttee to be known as the Jolnt Commlttee on 
Internal Revenue Taxation (hereinafter In thls sqtlon referred to as 
the "Jolut Comml:tee"), and to be composed qf ten members as 
follows : 

(1) Flve niembers who are members of the Co4mlttee ou Finance 
of the Senate, three from the majorlty and two ,from the mlnorlty 
party, to be chosen by such Commlttee; and 

(2) Five member8 who are members of the Commlttee OD Ways 
and Means o! the House of RepreaentatlveR, three from the majorlty 
and two from the mlnority party, to be chosen by such Commlttee. 

(b) No pereon ahall contlnue to serve as a member of the Jolnt 
Committee after he hos ceaaed to be a member of the Commlttee by 
whlch he was chosen, except that the members chosen by the Com- 
mlttee on Ways and Means who have been reelected to the House of 
Repreaentntlres may contlnue to serve as members of the Joint Com- 
mittee notwlthetnndlng the explration of the CXmgresa A vacancy 
In the Jolnt Commlttee sball not affect the power of the rcmalnlng 
members to execute the functions of the Joint Committee, and shall 
be fllled in the same manner as the orldoal selection, except that (1) 
in cnse of a vacancy durlng an adjournment or recess of Congrwr 
for a period of more tbnn two weeks, the members of the Jolnt Com- 
mittee who are members of the Committee entltled to flll sucb 
vacancy may designate a member of such Commlttee to nerve until 
his succemor is chosen by such Committee, and (2) In the cam of a 
vacancy after the explratlon of a Congress whicb would be fllled by 
the Oommlttee on Wuya and Means, the members of such Commlttee 
who are continulng to Beme as members of the Jolnt Oommittee may 
devlgnate a person who, lmmecllately prior to such explratlon. was 
a member of such Commlttee and who is  re-elected to the House 
of Repreeentatives. to serve untll hle succewor Is chosen by such 
Comm I t tee. 

(c) I t  shall be the duty of the Joint Coinmitt- 
(1) To investlgate the operation and effects of the Federal system 

of internal-revenue taxes : 
(2) To lnveatlgate the admlnlatratlon of such taxes by the Bureau 

of Internal Revenue or any executlve depurtment. estnbllshment, or 
agency, charged wlth thelr admlnlstratlon ; 
(3) To make such other Investlgatlons in respect of such system 

of taxes as the Jolnt Committee may deem necelletiry; 
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(4) To Inlreatlgate mensnres nnd methods for the slmpliilcntion 
of such taxes, particularly the Income tax ; 

(5) To publish, from time to tlme, for public examlnatlon nnb 
finalyefa, proposed measure8 and methods for the aimplidcatlon of such 
taxes, and to make to the Senate and the House of Represeotntlvm 
not later than December 31, 192'7, a definlte report thereon, together 
with such recommendations as I t  may deem advlsable; and 
(6) To report, from tlme to tlme, to the Commlttee on m a n c e  and 

the Oommlttee on Ways and Means and, In i ts  discretion, to the Senate 
or the House of Representatlves, or both, the reaults of I t s  lnve~~tlgo- 
tlons, together wlth such recommendations as it may deem advleabla. 

(d) The Jolnt Commlttee shall have the anme right to obtain data 
and to inspect returns M the Commlttfm on Ways and Means or the 
Commlttee on Flnance, and to submit any relevant or neelnl Informa- 
tion thus obtained to the Senate, the House of Repreaentativee, the 
Cbmmlttee on Ways and Means, or the Commlttee on IPlnance. The 
Oommittee on Ways and Mean8 or the Commlttee on Flnance may sub 
mlt such information to the House or to the Senate. or to both the 
H o w  and the Henate, as the cane may be. 

(e)  The Jolnt Commlttee shall meet and organlze as Boon ar 
practicable after at least a majority of the molnbers have been cham 
and shall elect a chairman and vlce chairman from among i t s  memben 
an3 ahall have power to appoint and Bx the compenaetion of a clerk 
and snch experts and clerlcd. stenographlc, and other asslstmta, as it 
deems advlsable. 

( f )  The Jolnt Comdttee, or any subcommittee thereof, is autholc 
iwd to hold hea r lnp  and to slt and act a t  such places and timea, to 
requlre by subpama or othenvlse the attendance of such witnesser 
and the production of such boob, papers. and documents, to admlnlster 
such oaths, to take euch testlmony, to have such printlng and bhdlng 
done, and to make such exwndlturee, as it deems advlaable. The 
cost of stenographlc services In reporting such hearlngs shall not be 
In excem of 26 cents per hundred words. Subpoenas for w i t n m  ahall 
be lyued under the slgnature of the chalrman or vlce chalrman. 

(g)  The membere shall serve without cornpeneation in addltlon to 
that received for thelr servlces as Members of Congress; but they 
shall be reimburaed for travel, snbststence. and other necessary expenses 
lncurred by them ln the performance of the dutloa vested in tbe Jolnt 
Committee, other than expenaes ln connection wlth meetlngs of the 
Jotnt Oommlttee held in the Dlstrlct of Columbia durlng such times M 

the Congrem is In session. 
( h )  The expenaes of the Joint Committee shall be pald one-half 

from the contlngent fund of the Sennte and onehalf from the con- 
tlngent fund of the House of Repreaentatlves, upon voucherr signed 
by the chalrman or vice chalrman. 

. .  
R E V E N U ~  ACT OF i ~ a 4  

M C X ~ ~ H I P  or BOABD 
Sw. w)o. [Revenue Act of 1984, an otnenclcd by  motion 1000, Wenue 

dot of I8Z6.1 The Board of Tax Appeals (hereinafter referred to ar 
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the “Bonrd”) 1s hcrcby coiitir utvl ns an Iiidependent ngency In the 
Executive Ilraiirh of  thc Oovrrnti!rnL Tlic h a r d  shull be cornpoked 
of 10 meittlwrs; execlit thiit su,,li Iltnltution sliiill ttot be ltelcl nppli- 
caijle to iiny ttieiitber holding oWce tinder iin iipliolntrnbnt made before 
tile ennctrncnt o l  lhc lleveiiue Act of 1020, ln arcorc1i)nc.e wltli the luw In 
force prior to the eitactnient of si1c.h Act. 

SEC. 801. [Ncuctar~c Act of  1984, UN fintcvidrd bu section 1000, Rcuericte 
Act of l9tG.l ( a )  hfunliers of the Boiird shiill lie apliolnted by the 
President, by and with the ndvice and consent od the Bcnntc, solely 
on the grounds of fltness to perforni the duties of Clie ofllce. h1cml)ers 
of the Board may be removed by tlic Presldent, after notlce and oppor- 
tunity for public heurlng, for lneflicleucy, neglect of duty, or mal- 
feasance in oi8ce, but for no other cause. Earli m p b e r  shall receive 
Xalary a t  the rate of $10,000 per annum. 

(b) Tbe terms of ofllce of all members who are to coniposc the 
Board prlor to June 2. 1020. aliull crplre a t  the close of busliitss on 
June 1, 1020. The ternis of offlce of tlie sixteen members flret tukliig 
office after sucli date shall expire. as dcslgnuted by the Presldeitt at 
the tlme of nominatlon, four at the eitd of tlio 8ixt;h year, four a t  the 
end of the eighth year, four a t  the end of the tenth yenr, and four a t  
the end of the twelfth year, after June 2, 1020. The terms of omce 
of all successors shull crplre twelve years after the explratlon of the 
terms for which thelr predecessors were uppolnted; but any member 
appolnted to flll n vacancy occurring prlor to the explrntion of the 
term for whlch hls predecessor was appointed shall be appolnted only 
for the unexMred term of his predecessor. 
Sw. 002. [Revenue Act of lgZ4 ,  48 amended by adotion 1000, Revetaus 

Act of 19M.l A member of the Bonrd removed from office In accord- 
ance wlth subdlvtslon (a) of section 001 shnll not be permltted nt any 
tlme to practice before the Board. 

I 

OBOANILATION AND PB0CEI)W 

8w. 003. [Revenue Act of 194, a8 oincndcd by recflon 1000, Reueitue 
Act of f91aO.l The Board eliall a t  Icaet blennlally deslgnnte a mem- 
ber to act as chalrmnn. The Bonrd shull  liavc a seul which shull be 
judiclcilly noticed. 
SEO. 004. [Revenue Act of 1924, as atiirndcd Dy 8ectfOir 1000, RTv,ilue 

Act of 1926.1 The Board and its dlvlslous shnll hnve such jur l sd lc  
tlon ns la conferred on them by Tltle 11 and Tltle 111 of tho Revenue 
Act of 1020 or by eulisequent luws. The h a r d  1s autliorlecd to 
impose o fee Iti nu ciruouut riot In rxccss of $10 to lie flxed by the 
Bonrd for the flllng of any pctltlon for the rcdctcrmlnritlon of a 
deflclency uftcr the eniictnieiit of tliv Itcvciiuc Act of 1WO aiitl for 
the Itenring of any proceeding pentl1iiC nt the t liiic of such enlictmcnt. 
Sm. 005. [Revantto Act of 1984, as ntnctcdc,d by rc.ctloi~ IUOC, Rcuoiea 

Acj of 1DtG.l A majority of the mcnibcrv of the Board or of nlly 
dlvlslon thereof shall coiistltute a quorum for the transactloii of tlie 
business of the Board or of the dl~~81011, rcspe~tlvcly. A viicanry 
in the Board or In any dlvloion thereof shill1 not lmpnlr the powers 
nor affect the duties of the llnard or cll\l~lon nor of the remnlclng 
memben of the Board or divlslon, respectively. 
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Elm. 808. [Revenue Act of 1924, an amctided by, recttnn 1000, R c r m  
dot of 1986. and further afnendcd bu section 601. Reucruc Act of 1920.1 
( a )  The chalrman may from time to tlme divlde the Board lot0 dlvlslons 
of one or more members, asslgn the members of the Board thereto, and 
in case of a dlvlelon of more than one member, dcelgnnte the chlef 
thereof. If a dlvlelon, as a result of a vqcuncy or the abeence or 
inability of a member asslgned thereto to wrve thereon, 1s compOaed of 
lese than the number of members designated for the dlvlelon, the chalr- 
man *may assign other members to tho dlvlslon or dlrect the dlvlslon 
to proceed with the transaction of business without awultlng any addl- 
tlonnl aaeignment of meplbers thereto. A dlvieion shall hear, and 
make a determination u b n ,  any procecdjng Instituted before the 
Board and any motlon In connectlon Jpye t l th .  asslgned to such 
dlvlelon by the chalrman, and sball make a report of any m h  deter- 
mination whlch constltutes I t s  flnal disposltlon of the proceedin&. 

(b )  The report of the dlvlalon shall become the report of the Board 
wlthln 30 days after such report by the dlvlslon, unlesa wlthIn ruch 
perld  the chalrman has dltected that such report shall be reviewed 
by the Bourd. Any prellnilnary action by a dlvlslon which does not 
form the bash for the entry of the flnal declslon shall not be subject 
to revlew by the Board except In accordance wlth such rules as the 
Board niay prescribe. The report of a divlslon shall not be a port of 
the record in any caw in which the chalrman dlrecta that such report 
shall be reviewed by the Board. 

(c) If  a petltlon for a redetermlnatlon of a deflclency has been flled 
by the taxpayer, a declslon of the Board dlsmlsslng the proceedlng 
shall be consldered as Its declslon that the deflclency la the amount 
determined by the Commlssloner. An order specifying such amount 
shall be entered In the records of the Board unlese the Board can not 
determlne such amount from the w o r d  In the procee(llng, or unless 
the dlsmlssal 1s for lack of jurledlctlon. 

(d) A declalon of the Board (except a declslon dlsmlmlng a pro- 
ceeding for k c k  of jurlsdlction) shall be held to be rendered upon the 
date that an  order speclfylng the amount of the deflclency is entered 
in the records of the Board. If  the Board dlsmlssea a proceedlng foe 
reasons other than lack of jurlsdlctlon and ie unable from the record 
to determlne the umouiit of the deflclency determlned by the Oommle 
~Ioncr,  or if the Board dhmlsses a proceedlng for lack of juriedlc- 
tlon, an order to that effect shall be entered in the records of the Board, 
and the dylslon of the Board shall be held to be rendered upon the date 
of such cntry. 

(e) If  the aRsossment or collectlon of any tnx b barred by any 
statute of llmltatlons. the declslon of the Board to thnt effect shall 
be consldered as lta declslon that there Is no deflclency In respect of 
auch tax. 

( f )  The flndlnm of the Board made In connectlon wlth any declslon 
prlor to the enactment of the Revenue Act of 1020 shall, notwlthstnnd- 
lng the enactment of such Act, contlnue to be prlma facle evidence of 
facts thereln s t a t d .  
Sm. 907. [Revenue Act of lW4,  ad amended bu scation 1000, Romw 

Act of 1926, and further ameiidcd by  section 601, Revmua Act of 
I888.1 (a)  Notlce and opportunity to be heard.upon any proceedlng 
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lnstltuted before the Board shall be glven to the taxpayer and the Com- 
mlssloner, and a report upon the proceedlng and a declslon thereon 
shall be made as qulckly a s  practlcable. The declslon shall be made 
by a member In accordnnce with the report of the Boafd, and such 
declslon so mode shnll, when entered, be the declslon of the Board. 
I f  an opportunlty to be heard upon the proceeding 1s glven before n 
dlvfslon of the Bonrd, nelther the tnxpnyer nor the Commissioner 
shall be entltled to notlce and opportunlty to be heard before the 
Board upon review, except upon a speciflc order of the chalrman. 
Hearings before the Board and It8 dlvlslons shall he open to the publlc, 
and the testimony. and. lf the Bonrd so reaulres. the armment shall 
be stenogrnphlcnlly reported. The Board 1s authorlzed to contrnct (by 
renewnl of contract or otherwise) for the reportlnb of such hearings, 
and in such contract to flx the terms and condltlons under whlch 
transerlpts wlll be supplied by the contractor to the Board and to 
other persons and ngencles. The proceedlngs of the Board and Its dlvl- 
slons shall be conducted In accordance wlth such rules of practice nnd 
procedure (other than rules of evidence) as the Board may prescrlbe 
and In accordance wlth the rules of evldence nppllcable in courts of 
equlty of the Dlstrlct of Columbia. I n  any proceedlng Involvlng the 
h u e  whether the petltloner has been gullty of fraud wlth intent to 
evnde tax, where no hearlng has been held befor? the enactment of 
the Revenue Act of 1928, the burden of proof In Wpect of such issue 
shnll be upon the Commlssloner. The mnlllng by1 registered mnll of 
any pleading, declslon. order, notice,.or procese in respect of proceed- 
ings before t h e  Bonrd shnll be held sufflclent servlqe of such pleading, 
declslon, order, notlce, or process. 

(b) It shall be the duty of the Board and of each dlvlslon to include 
in Its report upon any proceedlng i ts  flndlngs of fact or oplnlon or 
memorandum oplnlon. The Board shnll report in wrltlng all Its flnd- 
lngs of fcict. oplnlons and memornndum opintons. 

(c) All reports of the Bonrd and all evidence received by the Board 
and Its dlvlslons, including a transcript of the ntenographlc report of 
the hearlngs, shall be publlc records open to the inspection of the pub- 
llc; except that after the declslon of the Board In any proceedlng hoo 
become flnal the Board may, upon mdtion of the taxpayer or the Com- 
missioner, permlt the withdrawal by the pnrty entltled thereto of orlgf- 
nnls of books, documents. nnd records, and of models, dlngrnms, and 
other exhlblts, introduced In evldence before the Boald or any division ; 
or the Board may, on Its own motlon, mnke such other disposition 
thereof 811 lt deems ndvlsnble. 

(d) The Board nhall provlde for the publlcntlon of Its reporte nt the 
Government Printing Ofece In such form and mnnner as may be best 
adapted for publlc information nnd use, and such authorized publlcatlon 
shall be competent evidence of the reports of the Poard thereln con- 
tained In all comb of the Unlted States nnd of the several Stntee 
without any further proof or authentlcatlon thereof. Such reporb 
shall be subject to sale in the same mnuner and upon the same terms as 
other publlc documents. 

(e) The prlnclpnl omce of the Board shall be in the Dlntdct of 
Columbia, but the Board or any of i ts  dlvlslons may sit a t  nny plnce 
wlthh the United States. The times nnd plnces of the meetings of the 

I 
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Board and of Its dlvlslons ahall be preacrlbed by the chairman with a 
view to securlng reasonable opportunfty to taxpayera to appear before 
the Board or any of its divisions, with as llttle inconvenience and ex- 
pense to taxpayers as ls practicable. 

( f )  The Secretary of the Treasury shnll provlde the Board with 
suitable rooms in courthouses or other building8 when necessary for 
hearings by the Board, or any dlvlslon thereof, outside the Distrlct of 
Columbia. 

WITNEBSES 

Sm. 006. [Revenue dot of 19t4, ad amended Qy r & h  1000, Revenue 
Act of 1986.1 For the efllclent admInietratlon of the functions ve8ted 
In the Board or any dlvlelon thereof. any member of the Board, or 
any employee of the Board dealgnnted In writlng for the purpose by 
the chalrman, may admlnlster oaths, and any member of the Board 
may examlne wltnessea and requlre, by oubpcenn ordered by the Board 
or any dlvlslon thereof and slgned by the member, (1) the attendance 
and testimony of wltnesses, nnd the production of all necessary I%- 
turns, books, 'papers, documents, correspondence, and other evidence, 
from any place In the United Statee at any deslgnated place of hearing. 
or (2) the taking of a deposltlon before any deelgsated indlvldunl 
competent to admlnlster oaths under this Act. In the cam of a d e w  
sitlon the testimony shnll be reduced to wrltlng by the indirtdual taking 
the depositton or undes his dlrectlon and nhall then be subscribed by 
the deponent. 
8Eo. 900. [Ret~enue A d  of 1984, ar M1.endsd bu reotion 1000, Revmw 

dot of 19t6.1 (n) Any wltnear summoned or whoee deposition is taken 
under section 908 shall recelve the same fees and mileage as witneasm 
in courtn of the Unlted Statee. Such fees and mileage nnd the ex- 
pensea of taklng any such deposltlon ohnll be pald M follown: 

(1) In the case of wltneaaea for the Commlmloner, such poymentr 
shall be made by the Secretary out of any moneys appropriated for 
the collectlon o! lnternal-revenue taxer, and may be made In advance. 

(2) In the cam of any other wltnenms, ouch payruentr .hall be 
made, iubject to rules prtacrlbed by the Board, by the party a t  whom 

(b) Thln mtlon rhall take effect p. of June 2. 1924, in the e a r  
of feem, mlluge, or expenem accrued prior to, but remnlning unpold 
at the tlmo of, the enactment of the Revenue Act of le?a 

botMC0 the WltneM tlppeaa or the deposltlon ln taken. 

m D I T U B E E  AND PEWONI'7~  

0m. 910. [ R e v ~  dot of 1984, a8 amended by s e d h  1000, Revenue 
Act of l€W.] The members of the Board ehnll recelve necessary travel- 
ing etpenses, and expenem actually lncurred for subelstence whlle 
traveling on duty and away from their denlgnated statlone, subject 
to the same llmlta~one in amount an are now or may hereafter be 
applicable to the Board of General Appraleera The employees of the 
Board shall recelve thelr n e c m r y  trsvellng expenwe, and expensea 
actually incurred for rubrirtence whlle traveling on duty and awny 
from thelr denlgnated statlons, in an  amount not to exceed $6 per 
day. The Board 1s nuthorlzed in accordance with the dvll  service l a m  
to appolnt, and In accordance with the Claanlfication Act of 1923 to 
#lx the compensation of, ouch employeea, and to make ruch expendi- 
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turn (includlng expenditures for personal servlces and rent at the 
mat  of Qovernment and elsewhere. and for luw books, books of refer- 
ence, and perlodicnls), np may be necessary emcicntly to execute the 
functlons vested in the Board. All expendltures of the Board shall 
be allowed and pnld, out of nny moneys appropriated for the pur- 
poses of the Board, upon presentation of itemized vouchers therefor 
signed by the chairmnn. All fees recelved by the Board shall be 
covered into the Rensury as mlyellaneous recelpta. Section 8709 of 
the Revlsed Btututes of the Unlted States shall not be construed to  
apply to any purchase or service rendered for the Board when the 
aggregate amount Involved does not exceed the gum of $25. 

FBIVOLOUB APPEALB TO BOA- 

Em. 911. [Revenue Act of 1924, as immded b y  reclion 1000, Revanus 
Act of 1926.1 Whenever I t  appears to tho Boaqd that proceedlngs 
before it have been lnstltuted by the taxpayer, merely for delay, 
damages in an amount not In excess of $600 shall be awarded to the 
United Stntes by the Board In Its declsion. Damnges so awarded shall 
be assessed a t  the name time as the detlclency and shall be paid upon 
notlce and demand from the collector, and shnll be collected as a 
part  of the tax. I 

TBaNS- PPDCEEDINOB 

Bux 912. [Ra'cnue Act o/ 1924, udded by reotidn GO2, Revcntre dot 
of 1928.1 In procecdlngs before the Uoard the burden of proof shall 
be upon the Commlssloner to show that a petltloner 1s llable as a 
transferee of property of n taxpayer, but not to shdw that the taxpayer 
wao liable for the tax. 

em. 913. [Rcmmue Act o f  1924, added b y  section GOE, Revenue ~ c t  
of 1928.1 Upon nppllcatlon to the Board, a transferee of property of a 
taxpnyer shall be entltled, under rules prescribed by the Board, to  a 
pnllminary examlnatlon of books, pupers, documents, correspondence, 
and other evidence of the taxpayer or a precedlng transferee of the 
torpayer's property, if the trnnsferee mnklng the nppllcatlon is n petl- 
tloner before the Board for the rcdetermln~ttlon of hls llablllty in 
reapect of the tax (includlng Interest, penaltles, nddltional gmounts, 
and additlone to the tax provlded by law) liuposed upon tho taxpayer. 
Upon such application the Bonrd may requlre by subpcena, ordered by 
the Board or any dlrlsfon thereof and slgned by a member, the produe 
tlon of all such books, papers, documents, correspondence, and other 
evldence wlthin the United Btatea the productton of whlch, in the 
oplnlon of the Board or dlvlslon thereof, Is necessary to enable the 
transferee to nscertaln the llnblllty of the taxpayer or preceding trnnw 
feree nnd will not result in undue hnrdslilp to the taxpayer or prwed- 
in6 transferee. Such eramlnatlon shall be hnd a t  such t h o  and plnce 
88 may be deslgnnted id the s u b p n a .  

REVISED BTATUTES 

When a recovery Is hod In any rult or 
proceeding agalnst a collector or other oacer of the revenue for any act 
done by hlm, or for the recovery of any money exncted by or pnld to 
him and by him pnld lnto the Treasury, in the performance of hls om- 

SEO. 9a. [Revused Btatutes.] 
I 
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cia1 duty, and the court certlfles that there was probable caum for the 
act dose by the collector or other omcer, or that he acted under the dl- 
redions of the Secretary of the Treasury, or other proper omcer of the 
Government, no execution shall issue against such collector or other 
omcer, but the amount 80 recovered shnll, upon flnal judgment, be pro- 
vided for and paid out of the proper appropriation from the Treasury. 

Ego. 3164. [Rwised Btatutes, od amendcd, and rccnacled without 
change bu ssction 1115, Revenue dot of 1986.1 I t  shall be the duty 
of every collector of internal revenue having knowledge of any willful 
vio:ation of any law of the Unlted States relating to the revenue. 
wlthln thirty days after coming lnto possesslon of such knowledge, 
to file wlth the dlstrict attorney of the dfstrlct lu whlch any flne, 
penalty, or forfelture may be incurred. a statement of nll tpe facta 
and circumstances of the cam wlthln. his knowledge, together wlth 
the names of the wltneeaes, settlng forth the provlslons of law be- 
lleved to  be so vlolated on whlch rellance may be had for condem- 
natlon or convlctlon. 
Sm. 3165. [Revfued Btatutes, as amended, ufld reenacted d thou t  

change by rectlon 1115, Revenue Act of 1986.1 Every collector, deputy 
collector, internal-revenue agent, and internal-revenue omcer awigned 
to duty under an internal-revenue agent, Is authorlzed to admlnlster 
oaths and to take evidence touchlng any part of the adrulnlstratlon of 
the Internal-revenue laws wlth whlch lie is charged, or where such 
oaths and evltence are authorlzed by law or regulation authorbed 
by law to be tuken. 

Em. 3167. [Revised Btatutes, od amcnded, und recnacted wlthout 
chaflge bg rection 1115. Rovenue Act of 1926.1 It shall be unlawful 
for any collector, deputy collector, agent, clerk, or other ol8cer or 
employee of the Unlted States-to dlvulge or to  make known In any 
manner whatever not provided by law to any person the oyerations, 
style of work, or apparatus of any manufacturer or producer vlslted 
by him In the discharge of hfs otnclal dutles, or the amount or 
source of income, p ~ o f l t ~ ,  losses, expenditures, or any partlcdar 
thereof, set forth or disclosed in any iucome return, or to permit 
any lncome r e t u h  or copy thereof or any book coutalnlng any ab- 
strnct or pnrtlculars thereof to be 'seen or eramlned by any person 
except as provldeu by law; and it shall be unlawful for any per- 
son to print or publish'ln any manner whatever uot provlded by 
law any income return, or any part thereof or source of income, 
proflts, losses, or expendltures appearlng ln nny income return; and 
any oflense against the foregolng provfslon shall be a mldemeanor 
and be punlshed by a flne not exceeding $l,OOO or by imprlsonment not 
exceedlug one year, or both, a t  the dlscretlon of the court; and If the 
offender be an ornccr or employee of the Unlted Stntes he shall be 
d$niissed from otece or dlscharged from employment 

Em. 3172. [Revised Btututes, as amended, and reenacted dthout 
chamge bu rectfon 1115, Revenue Act of 1926.1 Every collector ehall, 
from t h e  to time, c a m  hls deputles to proceed through every 
part of hls dlstrlct and inqulre after and concernlng all pe1-80~ there- 
In who are Ilnble to pay any lnteimal-revenue tax, and all pclaons own- 
ing or having the care and management of any objeetr, lhble to  pay 
m y  tax, and to make a list of such persolur and enumerate eald objects 

gi3192 (a. S.) 
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SEU. 8175. [ R d u e d  Itatutes, ad ~ & 6 ,  and nmnacted without 
clrange by sectkm 1115, Revenue Act of 1916.1 It shall be the duty of 
m y  person, partnership, flrm. association, or corporatlon, made llable 
to any duty, special tax, or other tax imposed by law, when not other- 
wise provided for, (1) in case of a special tax, on or before the 
thirty-flmt day of July in each year, and (2) in other cases before 
the day on whlch the taxes accrue, to make a llst or return, verlfled 
by oath, to the collector or a deputy collector of the dlstrlct where 
located, of the articles or objects, including the quantlty of goods, 
warea, and merchandise, made or sold and charged wlth a tax, the 
several rates and aggregate amount, according to tbe forms and regula- 
tlons to be prescribed by the Commlssloner of Internal Revenue, wlth 
the approval of the Secretary of the Treaeury, for whlch such person. 
partnershlp, flrm, assoclatlon, or corporatlon Is Ilable: Provided, That If 
any person llable to pay any duty or tax, or ownlng, possessing, or hav- 
ing the care or management of property, goode, wares, and mer- 
chandlse, article or objects llable to pay any duty, tax, or llcenae, 
shall fall to make and erhlblt a 1Lt or return requlred by law, but 
shall consent to dlacloae the partlculars of any and all the prop 
erty, goods, wares, and merchandlse, articles, and objects llable to 
pay any duty or tax, or any buslness or ocrupatlon llable to pay 
any tax as aforesald, then, and in that case, it $hall be the duty of 
the oollector or deputy collector to make such Ilrt or return, which, 
being distinctly read, consented to, and slgned and verlfled by oath 
by the person so ownlng, possessing., or having the care and manage 
ment a s  aforesaid. may be received a6 the llst of such person: 
vldcd further, That in case no annual llst or return has been ren- 
dered by such person to the collector or deputy collector as requlred 
by law, and the person shall be absent from hla or her resldence or 
place of bualneM at the tlme the collector or a dkputy collector shall 
call for the aonunl list or return, it shall be the duty of such collector 
or deputy collector to leave a t  such place of residence or businem 
wlth some one ?f suitable age and discretlon, If such be 1,reeent. 
otherwise to deposit In the nearest post ofece, B note or memorundurn 
addressed to such person, repulrlng hlm or her to render to such 
collector or deputy collector the llst or return repuired by law wlthln 
ten days from the date of such note or memorandum, verifled by 
oath. And lf any person, on being notlfied or requlred as afore- 
sald, ahall refuse or neglect to render such list or return wlthln 
the tlme requlred as aforesaid, or whenever any person who 1s 
requlred to dellver a monthly or other return of objects subject to 
tax falls to do so at the tlme requlred. or dellvers any return which, 
in the oplnlon of the collector, in erroneous, falw, or fraudulent, or 
contalns any undervaluatlon or understatement, or refusee to allow 
any regularly authorized Government ofecer to examine the books 
of such pereon, flrm, or corporation, It shall be lawful for the col- 
lector to summon such person, or any other person having posses- 
sion, custody, or care of books of account contalning entrles relating 
to the businem of such person or any other person he may d m  
proper, to appear before hlm and produce such bnoks at a tlme and 
place named in the summons, and to give testlmony or answer Inter- 
mgatories, under oath, respecting any objects or income liable to tax 
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or p e  returns thereof. The collector may summon any perm resld- 
ing or found wlthln the State or Territory In whlch hls dlstrlct 
Ilea; and when the person intended to be summoned does not reslde 
and cnn not be found wlthh such State or Territory, he may enter 
any collection dlstrlct where such person may be found and there 
make the examination herein authorized. And to this end he may 
there exercise all the authority which he might lawfully exerclse In 
the distrlct for which he was commlssloned: Provrded, Thnt ‘‘per- 
son;’ as used in this aectlon, shall be construed to include any cor- 
poratlon, jolnt-stock company or assoclatlon, or lusumnce company 
when such eonstruction 1s neeeseary to carry ont its provielone. 

Src. 8176. (ReHsed Btatutes, a8 amended by sectfon 1103, Revcnw 
Act of 1980, and furllrer m n & d  by aeotion 619, Rewenue Act of 
1988.1 If any person, corporation, company, or assoclatlon falls to 
make and flle a return or llst a t  the tlme prescribed by law or by 
regulatlon made under authority of law, or makes, wlllfully or other- 
wise, a false or fraudulent return or Ilst, the collector or deputy col- 
lector shall ma% the return or list from his own knowledge and from 
such lnformatlon as he can obtain through testlmony or otherwise. 
In any such case the Commlasloner of Internal Revenue may, from h L  
0w.n knowledge and from such lnformntlon as he can obtain through 
testimony or otherwise, make a return or amend any return made by a 
collector or deputy collector. Any re:urn or llst so made and sub- 
scribed by the Commlssioner, or by a collector-or deputy collector and 
approved by the Cornmissloner, shall be prima-acie good and suBclent 
for all legal purposes. 

If the fatlure to flle a return (other than a r e t u p  of income tax) 
or a llst 1s due to BiCknefM or aDsence, the collector may allow such 
further tlme, not exceedlng 30 days, for maltlng and llllng the retlirn 
or llst as he deems proper. 

The Commlssloner of Internal Revenue shall determine and ustmw 
all taxes, other than stamp taxes, as to which return8 or llsts are  80 
made under the provisions of this section. In case of any failure to 
make and flle a return or llst within the tlme prescribed by law, or 
prescrlbed by the Commlssloner of Internal Revenue or the collector In 
pursuance of law, the Commlssloner shall add to the tax 26 per ceiitum 
of lts anhunt, except that  when a return Is flled after puch tlme und 
it isshown that the failure to flle I t  was due to a reasonable cause and 
not tp‘wlllful neglect. no such addltlon shall be mode to the tax. In 
case a false or fraudulent return or llst Is wlllfully made, the Commls- 
sioner shall add to the tax 60 per centum of I t s  amount. 

The timount so added to any tax shall be collected a t  the glme tlme 
and in the adme manner and an a part of the tax unless the tux has 
been pald before the dlscoyery of the neglect, falsity, or fraud, In whlch 
cam the amount so added shall be collected in the anme manner u1) 
the tax. 

scotion 815, Revenue Act of 1918.1 ( a )  If any person liable to pay 
any tax neglects or refuaea to p a t  the same after demand, the amount 
(including any interest, penalty, additional amount, or addltlon to 
such tax, together wlth any coats that may accrue in addition thereto) 
ahall be a lien in favor of the United States upon all property and 

Sm. 8186. [Reviaad Btatutes, aa amended, and furiAer amended 
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rights to property, whether real or personal, belooglng to such person. 
Unlees another date 1s speciflcally fixed by law, the lien shall ark@ at 
the time the nsaessment list was reeelved by the collector and shall 
continue until the linbllity for such amount la satisfied or becomes 
unenforceable by reason of lapse of tlnie. 

(b) Such lieu shall not be valid a8 against any mortgagee, pur- 
chnaer, or judgment credltor until nutlce thereof has been filed by 
the collector- 

(1) In accordunce wlth tlie Inw of the State or Territory in whlch 
the property tjubject to the lien is sltuated, whenever the State or 
Terrltory hns by law provlded for the flllng of such notlce; or 

(2) in the olilce of the clerk of the Unlted States Dlstrlct Court 
for the judicial dlstrlct in which the properSy subject to the lien 1s 
situated. whenever the State or Territory has not by law provlded 
for the flling of such notlce; or 

( 8 )  in the otEce of the clerk of the Suymme Court, of the Dlstrlct 
of Columbia, if the property eubject to the lien 1s Cituuted In the 
Dletrlct of C!olnmblu. 

( c )  Subject to such regulutlons as the Cornininsloher of Internal 
Revenue, with the upprovul of the Secretary of the,Treasury, may 
prebcribe, the collector of Internal revenue charged pith u11 asses5 
ment In respect of any lax- 

(1) May Issue a certlflcate of releafie of the lien lf the collector 
flnds that the Ilablllty for the amount assessed, togeber wlth all in- 
terest in respect thereof, has beeu satisfied or ha8 become unen- 
forceable : 

(2) May Imue a certlflcate of release of the lien If there Is fur- 
nlshed to the collector and accepted by hliii a bond th%t is conditioned 
upon the payment of the amount usliewed, together qlth all Interest 
ln respect thereof, wltliln the time pwcrlbed by lam' (lnciudlng any 
extension of such time), and that la in accordance wl;h such require 
menb relutlng to terms, conditions, and form of the bond and soretler 
thereon, ns may be apeelfled In the regulutlons; 

( 8 )  Mug Issue a certlflcate of purtlul dlscharge of any part of the 
property subject to the lien If the collector Bnde that the falc market 
value of that part of such property remulnlng subjcvt to tlie lien Is ut 
least double the amouut of the Ilublllty reriialrilltg unstltlsfled Ib respect 
of such tax and the amount of all prlor Ilens upon such property. 

(d) A certificate of releuae or of partlal dischtirge issued iinder this 
sectlon shnll be held concluslve that the llen upon the property covered 
by the certlflcute Is extinguished. 

(e) The Cornmissloner of Internal &venue, wlth the approval ot 
the Secretnry of the Treasury, may by rrgulatlon provide for the nc- 
ceptance of a single bond complying both r l t h  the regulrements of 
section Z 2  (j)  of the Revenue Act of 18% (relating lo the erlenslon 
of tliiie for the payment of n dcflclency), or of any similar provisions 
of any prlor law, and the requlremcnta of subsectlou (c) of thls 
aectlon. 

( f )  Subsrctlous ( c ) ,  ( d ) ,  and (e) of this scctlolr shall apply to 
a llen In re8pcct of any intcrnal-revenue tux, wllelller or not the lien 
la ilupo8cd by this sectlou. 

I 
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Brc. 311. [Rcvfsed Ntatutes, QI amsnbsd, and remaotbb d thou t  

cAatbpe by section 1138, Reuenve A d  of 1936.1 When any propem 
liable to dlstralnt for taxw la not dlvlslble, no as  to enable the collector 
by sale of a part thereof to raise the whole amount of the tar. wltb 
all costs and charges, the whole of such property shall be A d ,  and the 
surplua of the proceeds of the a l e ,  niter making allowance for the 
amount of the tax, Interest. penaltles, and additions thereto, and for 
the costs nnd charges of the dlatralnt and sale. ehali be depoeited 
wlth the Treasurer of the Unlted States as provlded In subdlvlslon (b) 
of section 3210. 
Sm. 3200. [Revbed dtatuteu, (lb amended by rection llf3, Xeoenue 

Act of 191p6.1 Any collector or deputy collector may, for the collection 
of taxes imposed upon any person, and committed to hlm for coil&- 
tlon, seize and sell any of the property, real or personal (except prop 
erty exempt from dlstralnt and sale under seetloh 3187 of the R e v W  
Statutes), or any right or Interest thereln, of such person sltuated In 
any other collectlon dlstrlct within the State in whlch auch odlcer 
resldes, notwlthatanding the provlslona of wt ion  3- of the Reviaed 
Statutes; and hls proceedings In relation thereto shall have the same 
effect as If the tame were had In hls proper collectlon dlstrict. 
Sm. 3207. [Rmtsed dtatuteu, as amended, and reenacted without 

change by sectbn 1127, Revenue Act of lS86.1 (a) In any case where 
there hns been a refuafil or neglect to pay any tar, and it has become 
necessary to selze and sell real estate to satisfy the  me, the Corn- 
missioner of Internal Revenue mny dlrwt a blll In chancery to be 
filed, in a dlstrict court of the Unfted States, to enforce the lien of the 
United states for tax upon any real estate, or to subjqct any red 
estate owned by the delinquent. or In which he has any rlght, title, or 
intereat, to  the payment of such tax. All persons having llens opon 
or claiming any interest in the real estate sought to be subject4 a8 
aforeaald, ahall be made partlee to such proceedings, and k brought 
into court m provlded in other sults In chnncery thereln. And tbe 
eJa court nh9 a t  the term next after the partles have been duly 
notlfled of the proceedlngs, unless otherwlw ordered by the coort, p m  
ceed to adjudicate all matters lnvdved therein, and finally determine 
the multe of all claims to and Ilene- upon the real estate In qoeatlon, 
and, in all cases where a clafm or Interest of the Unlted States therein 
1s eatabllahed, shall decree a sale of such real eetate, by the qrom 
omcer of ths court, and a distribution of tbe p p x & s  of such sele 
accordlng t o  the flndinge of the court in respect to the lntereets of the 
partles and of the United States. 

(b) Any person having a lien upcn or any Intereat In such recrl 
estnte, notice of which bas been duly flled of record in the jorlsdiction 
in which the real estate Is located, prior to the flllng of notice of tbe 
llen of the Unlted States as prodded by &ion 8188 of the &- 
Statutes as amended, or any peraon purchaslng the real eetate at a 
sale to satlsfy such prlor llen or lntewt,  may make written r p p ~ e a  
to the Cornmissloner of Internal Revenue to dlrect the filbg of a bW. 
In chancery as  provided In subdIvlrion (a), and If the Commlsrioner 
falls to dlrect the dung of such blll within slr months after recelpt 
of mch written request, such pen00 or purchaser may, after gtrlng 
notice to the (lommlssloner, flle a petitlon h the dlstrict court of the 
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Unlted States for the dlstrlcl In mhlch the real eetate Is located, pray- 
ing leave to file a blll for 11 Ann1 determlnatlon of all claims to or liens 
upon the real estate in question. After II full hearing In open court, 
the dlstrict court may In Its dlscretlon enter an order granting leave 
to 51e such blll, In wlilch the United States and all persons hnvlng 
Uens upon or claimlnk any Interest in the real estute shall be made 
parties. Servlce on the Unlted States shall be had in the manner 
provided by sections 6 ~ n d  6 of the Act of March 3, 1887, entitled An 
Act to provide for the bringing of suits ngnlnst the Government of tbe 
United States." Upon the flling of such bill the district court shall 
proceed to adJudlcnte the niatlers Involved thereln, in the same manner 
as in the case of bills filed under siibdlvlslon ( a )  of thls section. For 
the purpose of such adjudlcatlon. the assessment of the tax upon whlch 
the lien of the United States Is based shall be concluslvely presumed 
to be valid, and all costs of the proceedlngs 04 the petltlon and the 
bill shall be borne by the person filing the hill. 
Ska 3210. [Rcviscd Itatuter, ar amende4 a h  reeMdeB &bout 

olwrnge bv aecllon 1188, Reveriuc Act of f926.1 (a) Except a8 provlded 
In subdlvlslon (b) the gross uulount of all taxes, and revenues received 
under the provislons of tlils Act, and collectlons of whatever nature 
recelved or collected by authorlty of any Internal-revenue law, shall be 
pald dully lnto the Treasury of tlie United Stqtes under Instructlons 
o! the Secretary of the Treasury as internal-revenue collections, by the 
ofaccr receiving or collecting the same, wlthout any abatement or 
deductlon on nccount of salary, conipensution, dws, costs, charge*, ex- 
penses, or clulnis of any dencriptlon. A certl5cate of such payment, 
stating the name of the depositor und the s ~ w \ U c  account on which the 
deposlt was made, sigped by the Ireusurer, nsslsttint treasurer, deslg- 
nated deposltnry, or proper omcer of a deposit bunk, shall be trans- 
mltted to the Coinmissloner of Interilal Revenue. 

(b) Sums offered in conipromiw under th 
3129 of the Revised Statutes und section 56 

provlslone of aactlon 
f Tltle I1 of the Na- 

tlonnl Prohlbitlun Act, sun18 offered for the purchase uf real estate 
under the provlslons of sectlon 3208 of the Ilevlsed Stirtutes, and 
surplus proceeds in any dlstrnlnt sale, after makliig nllowitnce for 
the nmount of the tax, Interest, penalties, and addltiolis thereto, nnd 
for costs and charges o! the distrnint and q l e ,  shall bo deposited 
with the Trensurer of the Uulted Stcites In a plwclnl deposit nccoullt 
in the name of the collector making the delwit. Upon acceptance 
of such offer in comprouilse or offer for the purchase of such real 
eBtnte, the amouiit 80 accelited bliull be wlthgru\vn by the Colktor 
from his speclal deposlt account with the Treasurer of the United 
States and depcclited ln the Treasury of tho Unlted States as 
Internal-revenue collectlons. up011 the rejection of any such offer, 
the Cominlasioner sliall nuthorlze the collector, tbrOUgh whom the 
nmount of such offer was submitted, to refund to the mnker of such 
offer the amount thereof. In the cuw of surplus proceeds from dle- 
tralnt sales the Comiillsdoner shall. upon appllcntlon and sritisfne- 
tory proof ln support thereof, Ruthorlm the collector through H Iioin 
the amount was recelved to refuud the sume to the person or peraona 
legally entltled thereto. 
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PROVISIONS OF PBIOR ACTS 869 
SEO. 3214. [Redsed Btatutes.1 No sult for the recovery of tax- 

or of any Bne, penulty, or forfeiture, shall be commcared ul~less the 
Conimlesioner of Internal Revenue a u t h o r k s  or sanctions the p r e  
ceedings: ProvCdcd, That i n  caw of any suit for penalties or for- 
feltures brought upon informatlon received from any p r m n ,  other 
than a collfxtor or deputy collector, the UiiI td  States sliall not be 
subject to any costs of suit. 
SEO. 3218. [Rcvleed Italutes.1 Every collector shall be charged with 

the whole amouut of tnxes, whether contained in lists transmitted to 
hlm by the Conimissioner of Internal Revenue, or by other' collectors, 
or delivered to him by his predecessor in omce, and with the nddltlona 
thereto, with tlie pnr value of 011 stlimps deposited with him, and with 
nll moneys collected for penalties, forfeitures, fees, or costs; and 
he shall be credited with all payments into the TreaFUry made as 
provided by law. with nll stamps returned by h i p  uncnnwled to the 
Treasury, and wltl; tlie amount of tuxes contained In the lists traes- 
mitted In the manner heretofore provided to other collectms, nild by 
them receipted n s  aforesnld; nlso with the amount of the taxes of such 
persons ns may have absconded, or become Insolvent, prior to the clny 
when the tax ought, aecordlng to the provisions of law, to hrrve ~ I I  

collected, aud with nll uucollected taxes transferred by hiln or i ~ y  111s 
deputy acting no collector to hls successor in o8lce: Provided, That it 
mhnll be proved to the satlsfnction of the Comnrissloner of Iliterlial 
Revenue. \vlio slinll certify the facts to the (Flrst) Comptroller of the 
Treasury, that  due dlllgence was used by the colleetor. And each 
collector shall also be credlted wlth the nniorint of all property pur- 
clinseil by lilni for the use of the Unlted States, provided he faltllfully 
accouilt for and piiy over the proceedn thereof upon a resrlle of the 
sniiie ns reqnlred by Iuw. 
SEC. 8224. [Rcriscd Blfltttfcs.] No mlt for the purpoae of restmining 

the nssessiiient or collecllon of any tax shall be ninlntalried in nny 
court. 

SEC. 8220. [Rcvlsed b'tatates, fls atrrcndccl, nnd ficrthcr atnc#tUed r ~ g  
scction 110.9, Rcvciiue Act of 1932.1 KO sult or procce~ling shall be main- 
tallied In any court for the recovery of any internlrl-revenue tclx alleged 
to have been erroneously or illegally nascseed or collected, or of any 
peimlty clalmcd to hat-e been collrcted without authority, or of any 
Rum nlleged to have been ercesahe or In nny Innniier ~vronglully col- 
lected nntll a clnlni for refulld or credit hns beell dulx 5leI with the 
Commlasloner of Internal Ilevenue, accordlng to the yrovislo~ia of law 
in tllnt regard, and the regiilntions of the Srcretnrr of tile Treasury 
establlshed in purauniice thereof; but such suit or procccdlng mny 1% 
maiiitalned, whether or not such tar, pennltx, or SUIII hrrs been pnld 
under protest or duress. No spch sult or proceeding a11~1ll k begun 
before the expiratlon of sir months from tlie'tlnte of 5ll11g sr~ch clnllu 
unless the Commlssloner renders n declslun thereon wlthill tllnt time, 
nor after the explrntlon of two yeam froiii the dnte of mnilillg by 
reidatered mall by the Cornmlssloncr to the tnspnrcr of n notice oi  
the disnllowance of the part of the claim to which sucl~ sult or prcr 
ceecllng relntea * 
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Ern 8229. [Rsvbed Bta4uter.l The Commlaeloner of Internal &v- 
enue, with the advlce and consent of the Secretary of the Treasury, 
may compromlse any clvll or crlmlnal caw arlslng under the lnternal- 
revenue laws Instend of commencing suit thereon; and, wlth the ad- 
vice and consent of the sold Secretary and the recommendatlon of the 
Attorney General, he may compromlse any such cam after a sult 
thereon has been Commenced. Whenever a cornpromlee Is made in any 
caae there shall he placed on dle in the otece of the Commlwloner the 
opinion of the Solicitor of Internal RQvenue, or of the ofacer acting 
as such. wlth hln reawns therefor, wlth a statement of the amount 
of tax nanesaed. the amount ol addltlonal tax or penalty Imposed 
by law in consequence of the neglect or dellnquency, of the person 
agalnst whom the tax In assessed, and the amou$t actually pald 
in accordance wlth the terms of the compromk. 

Whenever any pereon Indebted to the 
Unlted States 14 lnsolvent. or whenever the eatate ef any d e c e a d  
debtor, In the hands of the executors or admlnlstrators, Le InsulUCIent 
to pay all the debb due from the deceased, the debts due to the United 
States shall be flrst satlsfled; and the prlorlty hereby estnbllnhed ohall 
extend as well to cnaes In whlch a debtor, not havlng sutllclent p rop  
erty to pay nll hls debts, makee a voluntary assignment thereof. or 
in whlch the estate and effects of an abwondlng, concealed,.or absent 
debtor are nttnched by process of law, a s  to c a y  In whlch un act of 

Sm. 8488. [Rsvlred Btcltulu.] 

bnnkruptcy I. rommltted. 
Sra 8467. [Revbed Btotuter.] B)very executor. admlnlstrator, or 

assignee, or other person, who pays any debt due by the person or estate 
from whom or for whlch he acts. before he 8kttIafles and pays the 
debb due to the Unlted Stater from such person or estate, ahnll be- 
come answerable In hls own person and estate for the debb so due to  
the Unlted Stated, or for 80 much thereof  ad^ mrtg remain due and 
unpald. / 

Sm. 8477. [Isvlreb Btatutar.] AIl tranaien aod asslgnments made of 
any clalm upon the United States, or Df any part or shure thereof, or In- 
terest# thereln, whether absolute or condltlonal. and whatever may be 
the conaiderntlon therefor, and a11 powers of nttorney, orders, or other 
authoritlea for recelvlng pnyment of any such claim, or of am7 part or 
share thereof, shall he nbsolutelg null and v w ,  unless they are freely 
made and executed In the presence of at least two atteatlng witnesses, 
after the allonnuce of such a clnlm. the awertalnment of the amount 
due, and the Isaulng of a warrant for the payment thereof. Such t r ane  
f e w  naslgnments, and powerr of nttorney. must reclte the warrant for 
pnymenf and must be acknowledged by Ute person maklng them, before 
an otecer having authorlty to tuke acknowledgments of deed.. nnd 
shall be certifled by the otecer; and I t  must appear by the certlflcate 
that the oftlcer, at the tlme of the acknowledgUent, read and fully 
explalned the trnnsfer, nlrslgnmenf or wurralrt of .attorney to the 
perran acknowledgu the anme 
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IRdercncem arc to &a of the h u e  Act d 1932 and ArMdu d Rephtb.u n. 
For Ma to Appendix .o pp 4194231 - -- 

Abandonment of p royr ty ,  low from _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Abatement of tax, a justment of overaesesss;lent _ _ _ _ _ _ _  ____-_____ 
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