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ANNOUNCEMENT OF 1932 BULLETIN SEBVICE 

The Internal Revenue nulletln service for '1932 will consist 
of weekly bulletins and senpiannual cumulative bulletins 

The weekly bulletins wlll contaln the rulings and decltdons to 
be made public and alJ Treasury Department declsions (known 
as Treasury decisions) pertaining to Internal Revenue matters. 
The semiunnual cumulative bulletlns will contain all rullngs and 
declslone (inclutllng Treasury decisions) published during the 
previous six months. 

The complete Bulletin eervlce may be obtnined, on a aub- 
aci-Iption basis, from the superintendent of Docunientn, Qovern- 
ment Printing Offlce, Washington, D. C., for $2 per year. 

New eubscrlbers and others desiring to obtain the 1919. lSz0, 
and 1921 Income Tax Service may do 80 from the Superln- 
tendent of pocuments a t  prlces u s  follows: Digest of Income 
Tax Ruli g4 No. 19 (containing digests of all rulings appearing 
in Cumufatlve Bulletins 1 to 5, IncluHive), 50 cents per copy; 
Cumulative Bulletins Nos. 1 to 6, contalnlng in full all rulings 
publlshed since Aprll, 1919, to and Including December, lSn, as 
follows: No. 1. 30 cents; No. 2, ZS cents; No. 3, 30 cents; No. 4, 
30 cents; No. 5, 25 cents. 

P e m n s  desldng to obtaln the one issue of Sales Tax Bulle- 
tin ror 1920, Bulletin ST-1-20, and the Cumulative Bulletins 
for J a n u a r y J u n e  and July-December, lSn, may procure them 
from the Euperlntendent of Documeote at 15 cents and 6 cents 
each, respectively, per copy. 

Persons desiring to obtaln the Internal Revenue Bulletin 
service for the years 1922 to June 30, 1931, Inclusive, may do so 
at prlces as follows: 
Cumulative Bulletin 1-1 (JanuaryJune,  1922) ------A0 cents 
Cumulative Bulletin 1-2 (July-December, 1W2) ------3O cents 
Cumulatlve Bulletin 11-1 (January-June, 192%) --------3O cents 
Cuniulntive Bulletin 11-2 (July-December, 1W9) __----4O cents 
Cumulative Bulletin 111-1 (JanuaryJiine,  1924) -------!50 cents 
Cumulatlve Bulletin 111-2 (July-December, 1924) ------fiO cents 
Dlgest No. 13 (January, lQB-December, 1924) _ _ _ _ _ _ _ _  80 cent8 
Uuniulatlve Bulletin IV-1 (January-June, 19!%---------40 cents 
Cumulatlve Bulletln IV-2 (July-JMxmber, 1025) _. cents 
Digest No. 17 (January-December, 1925) ____-___-_____ 25 cents 
Cumulative Bulletin V-1 (JanunryJune,  1920) --------4O cents 
Cumulative Bulletln V-2 (July-December, 1928) --------3O cents 
I)ll(est No. 21 (January-December, 1926) _-----_-____-- 15 cents 
Uuiiiulative Bulletln VI-1 (Jnnuary-June, 1027) -------a cents 
Cumulative Rulletln VI-2 (July-Dwemher, 1927) ------~40 cents 
Digest No. 22 (January, 1926Decf'mber, 1927) ____-_--- $5 cents 
Cumulative Bulletin VII-1 (JunuaryJune,  1928) -------a Cents 
Cumulative Bulletin VII-2 (July-December, 1928) -----M) cents 
Cumulative Bulletln VIII-1 (Januaq-June, 19%) ----5O cents 
Cumulative Bulletin VIII-2 (July-December, 1929) ---A5 cents 
Cumulative Bulletin JX-1 (January-June, 1930) -------riO cente 
Cumulative Bulletin IX-2 ( July-December, 1930) ------M) wnts  
Cumulative Bulletln X-1 (JanuaryJune, 1931) --------66 cents 

All inquiries in regard to thew piiblications and subscriptione 
should be sent to the Superintendent of Documents, Govern- 
ment Printing OfBce, Washington, D. C. 
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DMSION I-INTRODUCTORY PROVISIONS 

Be it enacted by the Henate and House of Representatives 01 :he 
U W e d  Btates of Antertca in Uongrses assembled, That this Act, dlvlded 
into tltlea and sections according to the following Table of Contents, 
may be cited as the "Revenue Act of 1928": (See Table of Contents, 
pp. v-XXIV.) 

TITLm I-INOOMB1 TAX 

SULITITLEI A-INTBODTJ~XOBY PPovre~o~s  

SECTION 1. APPLICATION OF TITLE. 
The provisions of this title ahall apply only to the taxable year 1928 

and succeeding taxable yeam Income, walrprdlb, and excess-profits 
taxes for taxable yeam pFeceding the taxable year 1828 shall not be 
affected by the provbione or this tltle, but shall remain subject to the 
appllcable provialone of prior revenue Acb, except a8 such providons 
are modified by Tltlee 111, IV, and V of thle Act or by 1egIalatlon 
enacted subeequent to this Act. 
SEC. 2. CROSS REFERENCES. 
The m s  references in thls W e  to other pdione of the title, where 

the word "see" Is  used, are made only for convenience, and shall be 
&en no legal effect. 
SEC. 3. CLASSIFICATION OF PROVISIONS. 

The proviaions of thls tltle are herein clasdtled and designated as- 
Subtltle A-Introductory pmvislonn, 
Subtitle B d e n e r a l  provbions, dlvlded lnto Parts and aectlons, 
Subtitle +Supplemental provialone, divided into Supplements 

and aectlons. 
SEC. 4. SPECIAL CLASSES OF TAXPAYERS. 

The application of the General Provisions and of Supplements A to 
D, Inclueive, to each of the following spedal classes of taxpayera. shall 
be subject to the exceptions and addltlonal provlslons found in the 
Supplement applicable to such class, as  follows: 

(a )  Estates nnd trusts and the beneficiaries themf-Supplement El. 
(b) Members of partnershipgSupplement B: 
(c) Insurance companiegsupplement 0. 
(d) Nonresident alien Individuals-Supplement H. 
(e) Forelgn corporatlone8upplement I. 
(f) Individual c l t i m e  of any poeseseion of the United State8 who 

are not otherwise citizens of the United Statea and who are not real- 
d a t a  of the United State+Supplement J. 

I4 
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2 INCOME TAX REOULATIONS 

(9) Indlvidual d t k n s  of the United States or domestlc corporations, 
aatbfying the conditions of aectlon 251 by reason of derlving a hrge 
portlon of their gross Income from sources withln a poeaeeelon of the 
United States-Supplement J. 

(h) Uhlna Trade Act corporatlona-Supplement K. 

ARTICLE 1. Divirion of Eegulationr.-These regulations under tha 
income tax provisions of the Revenue Act of 1928’ consist of four 
divisions aa follows : 

Division I, entitled ‘‘ Introductory Provisions,” relating to Intro- 
ductory Provisions, Subtitle A of Title I. 

Division 11. entitled “General Provisions,” relating to Qeneral 
Provisions, Subtitle B of Title I. 

Division 111, entitled “ Supplemental Provisions,” relating to 
Supplemental Provisions, gubtitle C of Title I: 

Division IV, entitled Miscellaneous Provisions,” relating to cer- 
tain provisions of Titles IV and V. 

The application of the articles under Division I1 and the applica- 
tion of the articles under Division I11 relating to Supplements A-D 
of the Act, to certain special classes of taxpayers is subject to the 
exceptions and additional provisions in Supplements E-K of the 
Act and in the articles under Division I11 relating to those Supple- 
ments. The special classes of taxpayers, and the Supplemenb, 
sections of the Act, and articles of the Regulations containing 
such exceptions and additional provisions are stated in the following 
table : 

- 

ClMa of taxpsyer 

Estates and t r d  and beneficlsriea 
thereof.-- - - - - - - - - - - - - - - - - - - - - - 

Members of partnerships _ _ _ _ _ _ _ _ _ _  
Insurance companies _ _ _ _  - - - - - - - _ _  - 
Nonrwident alien individruh- - - - - - 
Foreign corporatione--- - _ _  - - - - - - - - 
Citimm of possessions of United 

Etatee not citisene or resident4 
of the United S t a k e  and citi- 
zens of United statem or domestic 
oorporations derivin a large por- 
tion of their gross fncome from 
aourcm within a poeseasion of the 
United Stataa - _ _ _ _ _ _ _  - _ _ _ _ - - -  -. 

China Trade Aot oorporations- - - -. 

Su plement of Sectionr of 
#ubtitle C 1 Act 
I 

J _ _ _ _ _ _ _ _ _ _ _ _  261,262 
K _ _ _ _ _ _ _ _ _ _ _ _  261-264 I 

Articlw of 
Regulationr 

861-891 
901-942 
961-101s 
1021-1081 
1101-1121 

rial-1141 
1161-1164 

‘The prlnclp.1 provliloae of the Rerenne Act of 1926, the Revenue Act of 1924, ard 
the Bevlrsd 8tatut.m relatlns to Income tax- lor 1928 and iubsapuent tanble yean am 
prlnted In the appe~dlx to t h a e  rcguhti0M. i 

Art.  1 $ 4  1 
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DIVISION IIF-ENERAL PROVISIONS 

SUBTITLE B-GENEZUL Pmvisrorw 

PART 1-U- OF TAX 

SEC. 11. NORMAL TAX ON INDIVIDUALS. 
There shall be levied, collected. and paid for each taxable year upon 

the net Income of every lndlvidunl a normal tax equal to the sum 
of the followlng: 

(a) 1% per centurn of the Brat $4,000 of the amount of the net 
Income In exceaa of the credita against net income provided lo s e e  
tion 26; 

(b) 8 per centum of the next $4,000 of such exceas amount; and 
(c) 6 per centurn of the  remalndek of such exceas amount. 

ART. 11. Income tax on individuak-Title I of the Act, which in 
general is effective January 1, 1928 (seo section 65), imposes an 
income tax on individuals, including a normal tax (sections 11 and 
211) and a surtax (section 12). The tax is upon net income which 
is determined by subtracting the allowable deductions from the gross 
income. (See generally sections 21-24.) In  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 31-33 and 
181). In  general the tax is payable upon the basis of returns ren- 
dered by persons liable thereto (sections 51, 53, 143, and 217), except 
that in some instances it is to be paid at the source of the income 
(section 144). Exceptions and additional provisions applicable to 
certain special classes of taxpayers are listed in section 4 and article 
1. See section 104 as to shareholders of corporatiois formed or 
availed of to prevent imposition of surtax. See sections 101, 168, and 
186 as to treatment of capital gains and capital losses. 
ART. 12. Normal tax on individual citizens or reridents of the United 

Stater.-The normal tax on individual citizens or residents of the 
United States upon the amount of the net income, as defined in wc- 
tion 21, in excess of the credits provided in section 25 is at the rate 
of 1% per cent upon the first $4,O00 of such excess, 3 per cent upon 
the next $4,OOO, and 5 per cent upon the remainder of the net income. 
For normal tnx on nonresident alien individuals see section 211 and 
article 1021. 

Art. 12 $11 
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ART. 13. Citizen8 or midents of the United States liable to  tax.--In 
general, citizens of the United States, wherever resident, are liable to 
the tax, and it makes no difference that they may own no assets 
within the United States and may receive no income from sources 
within the United States. Every resident alien individual is liable to 
the tax, even though his income is wholly from sources outside the 
United States. As to nonresident alien individuals, see sections 
211-218 and articles 1021-1091. 

ART. 14. Who ir a aiticen.-Every person born or naturalized in the 
United States, and subject to its jurisdiction, is a citizen. When any 
naturalized citizen has left the United States and resided for two 
years in the foreign country from which he came, or for five years 
in any other foreign country, i t  is presumed that he has ceased to be 
an American citizen. This presumption does not apply, however, to 
residence abroad while the United States was a t  war, nor does i t  
apply in the case! of individuals born in the United States subject 
to its jurisdiction. For example, if a Swede, after being naturalized 

- 

SPC. 12. SURTAX ON INDIVIDUALS. 
(a) s a t e r  of rurtax.-There shall be levled, collected, and pald for 

each taxable year upon the net lucome of every lndhldual a surtax as 
follows : 

Upon a net income of $10,000 there shall be no surtax; upon net 
incomes In excess of $10,000 and not in excess of $14,000. 1 per 
centum of such excess. 

$40 upon net incomes of $14.000; and upon net lncomes In excess 
of $14,000 and not In excess of $16,000, 2 per centum In addition of 
euch exceee. 

$80 upon net incomes of $16,000; and upon net incomes in excBBB 
of $16,000 and not in excess of $18,000, 3 per centum in addltion of 
such e x c w .  
$140 upon net incomes of $18,000; and upon net lncomes In ex- 

ceee of $18,000 and not in excess of $20,000, 4 per centum In addi- 
tlon of such excess. 

Art. 14 B 12 

years prior to April 6, 1917, he is presumed once more to be an I 
i alien. However, even though an individual born in the United 

Stab,  subject to its jurisdiction, of either citizen or alien parents, 
,resided in a foreign country for a number of years, he would still 
be a citizen of the United States, unless he had become naturalized 
in, or taken an oath of allegiance to, the foreign country of resi- 

GENERAL PROVISIONS 5 
$220 upon net Incomes of P20,OOO; and upon net incomee in ex- 

cerrr of $20,000 nnd not in exce88 of $22,000, 6 per centum in addl- 
tton of such ex- 

$320 upon net lncomee of $22,OOO; and upon net  incomes in ex- 
ce88 of $22.OOO and not in excess of $24,OOO, 6 per.centum in addi- 
tion of such excesa 

$440 upon net Incomes of $24,000; and upon net incomes in ex- 
cess of $24.000 and not in excess of $28,000, 7 per centum In addl- 
tlon of such excess. 

$720 upon net incomes of $28,000; and upon net income8 In ex- 
cess of $%,000 and not In excess of $32,000, 8 per centurn In addl- 
tlon of such e x m s .  
$1,040 upon net income8 of $32,000; and upon net incomes In 

e x c w  of $32,000 and not In excess of $36,000, 9 per centum In 
addltlon of such excesa 
$1,400 upon net Incomes of $86,oOO: 

excess of $36,000 and not in exceas of 
addltlon of such excess. 
$1,800 upon net Incomes of $40,000; 

excess of $40,000 and not in exceas of 
addltion of such excess. 
$2,240 upon net incomes of $44,000; 

excess of $44,000 ant1 not In excess of 
addltlon of euch excess. 

$2,720 upon net incnnies of $48,000; 
excess of $48,000 and not In excws of 
addltlon of such excess. 
$3,240 upon net incomes of $52,000; 

and upon net Incomes In 
$40,000, 10 per centum in 

and upon net incomes 
$44,000, 11 w r  centum 

and upon net incomea 
$48,000, 12 per centum 

and upon net incomes 
$52,000, 13 per centum 

and upon net lncomee 
excess of $62.000 and not in excess of $56,000, 14 per centum 
addltlon of such excess. 

$3,800 upon net Incomes of $56,000; and upon net. Incomes 
excess of $56,000 nnd not In excess of $60,000, 16 par centum 
addltlon of such cxress. 

$4,400 upnii net Incomes of $tW,,cWW,; and upon net lncomee 
excess of $OO,oOa aud not In excess of $64,OOO, 16 per centum 
addltlon of such exceas. 

$5,040 upon net Incomes of $64,OOO; and upon net incomes 
exc-es8 of $64,000 and not In excess of $70,000, 17 per centurn 
nddltlon of srirh excem. 

$6,000 u p w  net Incomes of $70,000; and upon net Incomes 
BXceRR of $70,000 and not in excess of $80,000, 18 per centum 
addltlon of such e x w s .  
$7,860 upon net lncomes of $80,000; and upon net incomes 

excess of $80,000 and not tn excess of $100,000, 19 per centum 
addltion of surh excess. 

Ln 
in 

In 
In 

in 
in 

In 
in 

in  
In 

in 
in 

In 
in 

In 
In 

in 
In 

$11,660 upon net Incornea of $100,000; and upon net lncomes in 

(b) Sale of mines and oil or gas wells.-For llmitntlon of surtnr 
attrlbutnble to sale of mines and oil or gus well8, see section 102. 

( 0 )  Capital net  gain8 and losrer.--#'or rate and computatlon of tax 
In lieu of normal and surtax i n h w  of net incomea of not less than 

excess of $100,000, In addltloii 20 iw centum of such excess. 

Q 12 Art. 14 
i 
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ssO,OOO, approximately, or in case of net incomea, excludlng item of 
capital gain, apltal 1066, and capital deductions, of not less than 
$3O,OOO, approxhately, me aection 101. 

(d) h a d o n  of rurbxer by incorporation.-For tax on corporatlons 
whlch #pmmulate surplus to evade surtax on stockholdere, see section 
104. 

Am. 21. SartsL-In addition to the normal tax imposed by sections 
11 and 211 (see articles 11-14 and 1021) a surtax is imposed at  the 
rates specified in section 12 upon the net income of every individual, 
resident or nonresident. In  determining the taxable net income, 
for the purpose of the surtax, the credits provided by section 25 in 
the a m  of the normal tax are not applicable. The tax under section 
101 in the cam of a capital net gain is in lieu of the normal tax 
and the surtax. As to limitation on surtax on gain from sale of 
mines and oil or gas wells, see section 102 and article 511. 

ART. 22. Computation of surtax.-The following table shows the 
surtax due for 1928 and subsequent years upon certain specified 
amounts of net income. In each instance the first figure of the net 
income in the net-income column is to be excluded and the second 
figure included. The percentage given opposite applies to the exccss 
of income over the first figure in the netincome column. The last 
column gives the total surtax on a net income equal to the second 
figure in the net-income column. 

__ 

Total 
surtax 

_ _ - - - - -  
$40 
80 

140 
220 
320 
440 
720 

1,040 
1, 400 
1,8OC 
2,240 
2,720 
3,240 
3,800 
4,400 
5,040 
6, 060 
7,860 

11,660 _ _ _ _ _ - -  

The surtax for any amount of net income not shown in the table 
is computed by adding to the surtax for the largest amount shown 

Art. 22 $12 

I 

c 
I 

7 

which is less than the income, the surtax upon the excess over that 
amount at the rate indicated in the table. Accordingly, the surtax 
upon a net income of $63,128 would be $4,900.48, computed as fol- 
lows : 
Surtax on $eO,oOO from table ____________________________________ $4,400.00 
Surtax on $3,128 at 16 per cent ___________________________________ WID. 48 

GENERAL PROVISIONS 

Total _ _ _ _ _ _ _  ______________________-_--___------__--_--__- 4,900.48 

SEC. 13. TAX ON CORPORATIONS. 
(a) Bate of tax.-There shall be levied, collected, and paid for each 

taxable year upon the net hcome of every corporation, n tas of 12 
per centum of the amount of the net income In excess of the credlte 
againat net income provlded ln eectlon 26. 

(a) Exempt oorporationr.-For corporations exempt from tax, See 
sectlon 1m 

( 0 )  Improper aooamalation of rarp1ar.-For tar on corporatiwe 
which accumulate aurplua to evade enrtax on etockholders, aee SeC 
tion 104. 

ART. 81. Inaome tax on oorporatione.-The Act; imposes an in- 
come tax on all corporations not expressly exempt (see section 108) 
a t  the rate of 12 per cent of the net income subject to tax. Every 
corporation not exempt under section la3 is liable to the tax. and i t  
makes no difference that a domestic corporation may receiap no in- 
come from sources within the Unitad States. The tax is upon net 
income, that is, gross income as defined by the Act, less allowable 
deductions. (See sections 21-24.) Certain credits are allowed 
against net income and against the amount of the tax. (See sections 
26, 181, and 206.) The tax is payable upon the basis of returns 
rendered by the corporations liable thereto, except that in Borne cams 
it is to be paid at  the source of the income. (see also sections 47, 52 
68, 146, and 235.) For the income tax on life insurance companies 
888 sections 201-208; on insurance companies other than life OK 
mutual, section 204. Mutual insurance companies other than life 
are taxed under section 18. As to foreign cor. 
porations, see &ions 58 and 231-288; as to domestic corporatiom 
deriving income from sourcea within posseesions of the United States 
see section 251 ; as to China Trade Act corporations, see sections 261- 
264. For what the term 'Lcorporation" includes and for the dif. 
ference between domestic and foreign corporations, ~ B B  section 701 
(a) (2) and articlea 1811-1814,1816,1818, and 1319. 

(See section zO8.) 

SEC. 14. TAXABLE PERIOD EMBRACING YEARS WITH DIFFER- 
ENT LAWS. 

If a taxable perlod embraces portlone of two calendar geare for whlcb 
the laws are different, the tax shall be computed as provided in me- 
tlon 106. 

Art. 81 Q 14 
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the deductions allowed by section 23. 

, ART. 41. Meaning of net income.-The tax imposed by the Act 
is upon income. In  the computation of the tax various classes of 
income must be considered: 

(a) Income (in the broad sen@), meaning all wealth which flows 
in to the taxpayer other than as a mere return of oapital. It includes 
the forms of income specifically described aa gains and profits, 
including gains derived from the sale or  other disposition of capital 
waets. Cash receipts alone do not always accurately reflect income, 
for the Act recognizes aa income-determining factors other items, 
among which are inventories, accounts receivable, property exhaus- 
tion, and accounts payable for expenaes incurred. (See sections 22, 
28, and 101 and the articles thereunder.) 

( 6 )  Grow income, meaning income (in the broad sense) less 
income which is by statutory provision or otherwise exempt from 
the tax imposed by the Act. (See section 22 and the articles 
thereunder.) 

(c) Net income, meaning gross income less statutory deductions. 
The etatuto ry deductions are in general, though not exclusively, 
expenditures, other than capital expenditures, connected with the 
production of income. (See sections 23 and 24 and the articles there- 
under.) 

- __ 
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(d) Net income lees credits. (Sea sections 25 and 26 and I the 
articles thereunder. ) 

The surtax on individuals is imposed upon net income; the normal 
tax on individuals and the tax upon corporations is imposed upon 
net income leae credita Although taxable net income is a statu- 
tory conception, it follows, subject to certain modifications as to 
exemptions and as to deductions for partial losses in some cam,  the 
lines of commercial usage. Subject to these modifications statutory 
net income is commercial net income. This appears from the 
fact that ordinarily it is to be computed in accordance with the 
method of amounting regularly employed in keeping the books of the 
taxpayer. (See section 41.) 

The net income of corporations is determined in general in the 
game manner as the net income of individuals, but the deductions 
allowed corporations are not precisely the same as those allowed 
individuale. (See sections 28,24,117,118,uIB,204,208, and 282 and 
the ~ r t i c l ~  thereunder.) 

SIOC. 22. GROSS INCOME. 
(a) @enera1 dennition.-" Gross Income" includes gains, profite, and 

income derived from salaries, wages, or compensation for personal 
service, of whatever kind and in whatever form paid, or from pro- 
fessions, vocations, trades. bushensee, commerce, or sales, or dealings 
in property, whether real or personal, growing out of the ownership or 
use of or interest in such property: also from interest, rent, dividends, 
Becurlties, or the transaction of any business carried on for gain or 
prodt, or gains or profits and lncome derlved from any source whatever. 

ART. 51. What inolnded in grosa inoome.-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, profita, and income derived from any source 
whatever, unless exempt from tax by law. (See sections 22 (b) and 
116.) I n  general, income is the gain derived from capital, from labor, 
or from both combined, 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 commerce must be included in their grow income; but special 
provisions are made for nonresident aliens by sections 212-216 and 
in certain cases for citizens and domestic corporations deriving 
income from sources within possessions of the United States by 
section 251. Income may be in the form of cash or of property. 
As to dividends, whether in cash or in property, c88 section 115 
and articles 621-629. 

Where property is sold by a corporation to a shareholder, or by 
an employer to an employee, for an amount substantially less than 
its fair market value, such shareholder of the corporation or such 
employee shall include in gross income the difference between the 
amount paid for the property and the amount of its fair market 
value. I n  computing the gain or loss from the subsequent sale of 
such property its cost shall be deemed to be its fair market value at  
the date of acquisition by the shareholder or the employee. This 
paragraph does not apply, however, to the issuance by a corporation 
to its shareholders of the right to subscribe to its stock, a~ to which 
see article 58. 

In  the case of stock sold between dividend dates, the entire amount 
of the dividend is income to the vendee and must be reported in his 
gross income when the dividend becomes due and payable. The 
amount advanced by the vendee to the vendor in contemplation of 
the next dividend payment is an investment of capital and may not 
be claimed as a deduction from gross income. As to the amount of 
income tax paid for a bondholder by the obligor pursuant to a so- 
called tax-free covenant, see section 144 (a) (4). As to the determi- 

Art. 61 Q 29 (a) 
9151 t * - - 4 1 4  
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i 
nation of gain or loss from sale or disposition of property, see sec- 
tiom 111-118 and articles 661-604. 

As to insurance companies and foreign corporations, see sections 
202,204,207,208, and 231 and articles 961, 992, 1001,1101, and 1102. 

ART. 52. Compensation for personal mrvioea.-Commissions paid 
salesmen, compensation for services on the basis of a percentage of 
profits, commissions on insurance premiums, t ip , .pay of persons in 
the military or naval forces of the United States, retired pay of 
Federal and other officers, and pensions or retiring allowances paid 
by p'rivate persons or by the United States (except pensions exempted 
by eection 22 (b) (6)), are income to the recipients; as are also mar- 
riage fees, baptismal offerings, sums paid for saying m a w s  for the 
dead, qnd other contributions received by a clergyman, evangelist, or 
religious worker for services rendered. However, so-called pensions 
awarded by one to whom no services have been rendered are mere 
gifts or gratuities and are not taxable. The salaries of Federal 
officers and employees are subject to tax. But see Beotion 116 (a). 
See section 81 and articles 311 and 812 for special provisions relative 
to credit against the tax on account of earned income, and article 643 
as to compensation of State o5cers and employees. 

ART. 68. Compensation paid other than in oash.-Where services are 
paid for with something other than money, the fair market value 
of the thing taken in Davment is the amount to be included as " - I  

income. If the services were rendered at  a stipulated price, in the 
absence of evidence to the contrary such price will be presumed 
to be the fair value of the compensation received. Compensation 
paid an employee of a corporation in its stock is to be treatqd as 
if the corporation sold the stock for its market value and paid the 
employee in cash. When living quarters such as camps are furnished 
to employees for thb convenience of the employer, the ratable value 
need not be added to the cash compensation of the employees, but 
where a person receives as compensation for services rendered a 

person of the quarters furnished constitutes income subject to tax. 
The value of quarters furnished Army and Navy officers, members 
of the Coast Guard, Coast and Geodetic Survey, and Public Health 
Service, or amounts received as commutation of quarters by such 
officers or members, do not constitute taxable income. (See also 
section 22 (b) (8).) Premiums paid by an employer on policies 
of group life insurance covering the lives of his employees, the bene- 
ficiaries of which are designated by the employees, are not income to 
the employees, (See article 288,) 

' 

I 

i 
i 

salary and in addition thereto living quarters, the value to such 

I 
! 

Art. 68 6 28 (a) 
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ART. 64. Campenretion paid in noten.-Notes or other evidences of 
indebtedness received in payment for services, and not merely as 
security for such payment, constitute income to the amount of their 
fair market value. A taxpayer receiving as compensation a note re- 
garded as good for its face value a t  maturity, but not bearing in- 
terest, shall treat as income as of the time of receipt the fair dis- 
counted value of the note at  such time. Thus, if it appears that such 
a note is or could be discounted on a 6 per cent basis, the recipient 
shall include such note in his gross income to the amount of its face 
value leas discount computed at  the prevailing rate for such trans- 
actions. If the payments due on a note so accounted for are met as 
they become due, there should be included at3 income in respect of 
each such payment so much thereof as represents recovery for the 
discount originally deducted. 

ART. 55. Qrors inoome from bnsineas.-In the case of a manufactur- 
ing, merchandising, or mining business (' gross income " means the 
total sales, lese the cost of goods sold, plus any income from invest- 
ments and from incidental or outside operations or sources. I n  de- 
termining 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 sold. 

ART. 56. State oontraota.-The profit of an independent contractor 
from a contract with a State or political subdivision thereof must be 
included in gross income. Where warrants are issued by a city, town, 
or other political subdivision of a State, and are accepted by the con- 
tractor in payment for public work done, the fair market value of 
such warrants should be returned as income. I f  for any reason the 
contractor upon conversion of the warrants into cash does not receive 
and can not mover the full value of the warrants so returned, he may 
deduct from gross income for the year in which the warrants are con- 
verted into cash any loss sustained, and if he realizes more than the 
value of the warrants so returned he should include such amount in 
his gross income of the year in which realized. 

ART. 57. Qross inoome ,of farmem-A farmer reporting on the basis 
of receipts and disbursements (in which no inventory to determine 
profits is used) shall include in his groas income for the taxable year 
(1) the amount of cash or the value of merchandise or other property 
received from the sale of live stock and produce which were raised 
during the taxable year or prior years, (2) the profits from the sale 
of any live stock or other items which were purchased, and (3) gross 
income from all other sources. "he profit from the sale of live stock 
or other items which were purchased after February 28, 1918, is to be 
ascertained by deducting ths  cost from the sales price in the year in 

Art. 67 
i 
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which the sale occurs, except that in the case of the sale of animals 
purchased as draft or work animals or solely for breeding or dairy 
purposes and not for resale, the profit shall be the amount of any 
excess of the sales price over the amount representing the difference 
between the cost and the depreciation theretofore allowable in respect 
of such property as a deduction in computing net income. 

I n  the case of a farmer reporting on the accrual basis (in which 
an inventory is used to determine profits), his gross profits are ascer- 
tained by adding to the inventory value of live stock and produds 
on hand a t  the end of the year the amount received from the sale 
of live stock and products, and miscellaneous receipts for hire of 
teams, machinery, and the like, during the year, and deducting from 
this sum the inventory value of live stock and products on hand at  
the beginning of the year and the cost of live stock and products 
purchased during the year. In  such cases all live stock raised or 
purchased for sale shall be included in the inventory at their proper 
valuation determined in accordance with the method authorized and 
adopted for the purpose. Also live stock acquired for draft, breed- 
ing, or dairy purposes and not for sale may be included in the inven- 
tory, instead of being treated as capital assets subject to depreciation, 
provided such practice is followed consistently by the taxpayer. 
I n  case of the sale of any live stock included in an inventory their 
cost must not be taken as an additional deduction in the return of 
income, as such deduction will be reflected in the inventory. (Sea 
article 106.) 

I n  every case of the sale of machinery, farm equipment, or other 
capital assets purchased after February 28, 1913 (which are not to 
be included in an inventory if one is used to determine profits), any 
excess over the cost thereof less the amount of depreciation thereto- 
fore allowable in respect of such property (5s a deduction in comput- 
ing net income, shall be included as gross income. Where farm 
produce is exchanged for merchandise, groceries, or the like, the 
market value of the article received in exchange is to be included in 
gross income. Rents received in crop shares shall be returned as of 
the year in which the crop shares are reduced to money or a money 
equivdent. Proceeds of insurance, such as hail and fire insurance 
on growing crops, should be included in gross income to the amount 
received in cash or its equivalent for the crop injured or destroyed. 
I f  R fermer is engaged in producing crops which take more than a 
year from the time of planting to the time of gathering and dispos- 
ing, the income therefrom may be computed upon the crop basis; but 
in any such cases the entire cost of producing the crop must be taken 

.r 
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as n deduction in the year in which the gross income from the crop 
i s  realized. 

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

Form 1040F should be filled in and attached to his income tax 
return by every farmer who either keeps no records or only records 
of cash receipts and disbursements; its use is optional with other 
fanners. 

ART. 58. Sale of stook and rightcl.-When shares of stock in a cor- 
poration are sold from lots purchased a t  different dates and a t  dif- 
ferent prices and the identity of the lots can not be determined, the 
stock sold shall be charged against the earliest purchases of such 
stock. The excess of the amount realized on the sale over the cost 
or other basis of the stock will constitute gain. I n  the case of stock 
in respect of which any stock dividend was paid, the basis for 
determining gain or loss from a sale of a share of such stock shall be 
ascertained in accordance with the principles laid down in article 
600. Where common stock is received as a bonus with the purchase 
of preferred stock or bonds, the total purchase price shall be fairly 
apportioned between such common stock and the securities purchased 
for the purpose of determining the portion of the cost attributable 
to each class of stock or securities, but if that ahould be impracticable 
in any case, no profit on any subsequent sale of any part of the stock 
or securities will  be realized until ou t  of the proceeds of sales shall 
have been recovered the total cost. 

Where a corporation issues to its sharcholdwu rights to sub- 
scribe to its stock, the value of the rights does not Lxmstitute taxable 
income to the shareholder, although gain iriay be derived or loss sus- 
tained by the shnreholiler from the sale of such rights. I n  this con- 
nection the following rules niay be stated : 

(1) If the shareholder does not exercise, but sells his rights to 
subscribe, the cost or other basis of the stock in respect of -which 
the rights are issued s11all be apportioned between the rights and the 
stock in proportion to the respective values thereof a t  the time the 
rights are issued, and the basis for determining gain or loss from 
the sale of a right on one hand or a share of stock on the other 

(See further articles 131, 175, and 210.) 
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will be the quotient of the cost or other basis assigned to the rights 
or the stock, divided, as the case may be, by the number of rights 
issued or by the number of shares held. 

Emnnple: A taxpayer in 1927 purchased 500 shares of stock at 
$125 a fihare, Itnd in 1928, by reason of the ownership of such stock, 
received 500 rights entitling him to subscribe to 100 additional shares 
at $100 a share. Upon the issuance of the rights.each of the shares 
of stock in respect of which the rights were issued had a faiB 
market value of $120, and the rights had a fair market value of $3 
each. Instead of subscribing to the additional shares, A sold the 
rights a t  !$4 each. The profit is computed as follows : 

500 (shares) X$125=!$62,500, cost of old stock (stock in respect 
of which the rights were issued) 

500 (shares) x$120=$60,000, market value of old stock 
500 (rights) x$3 
6oOOo A of $62,500 =$60,975.61, cost of old stock apportioned to 
61,500 

=$1,500, market value of rights 

such stock after issuance of rights .., 
'y5Oo of $62,500 =$1,524.a9, cost of old stock apportioned to 

61,500 rights 
$2,000 (proceeds of sale of rights) less $1,524.39 (cost of old stock 

apportioned to rights) =$475.61, profit 
For the purpose of determining the gain or loss from the subse- 

quent sale of the stock in respect of which the rights were issued, 
the adjusted cost of 'each share is $121.95-that is, $60,976.61 -+ 500. 

(2) I f  the shareholder exercises his rights to subscribe, the basis 
for determining gain or loss from a subsequent sale of a share of 
the stock in respect of which the rights were issued shall be deter- 
mined a8 in paregraph (1). The basis for determining gain or loss 
from a subsequent sale of a share of the stock obtained through exer- 
cising the rights shall be determined by dividing the part of the cost 
or other basis of the old s h a m  assigned to thB rights, plus the 
subscriptjon price of the new shares, by the number of new shares 
obtained. 

E m p l e :  A taxpayer in 1927 purchased 500 s h a m  of stock at  
$125 a share, and in 1928, by reason of the ownership of such stock, 
received 500 rights entitling him to subscribe to 100 additional shares 
a t  $100 a share. Upon the issuance of the rights each of the shares of 
stock in respect of which the rights were issued had a fair mar- 
ket value of $120, and the rights had a fair market value of $8 
each. The taxpayer exercised his rights to subscribe to the addi- 
tional shares and later sold one of such shares for $140. The profit 
is computed as follows: 

Art. 68 B 22 (a) 

.- 

GENERAL PROVISIONS 15 

$1,624.89 (cost of old stock apportioned to rights pursuant to the 
computation in the example under paragraph (1)) +$lO,OOO (sub- 
scription price of additional shares) =$11,524.39, basis for determin- 
ing gain or loss from sale of additional shares 

$11,52439~ 100=$115.24, basis for determining gain or loss from 
sale of each share of additional stock 
$la0 (proceeds of sale of share of additional stock) less $115.24= 

$24.76, profit 
The basis for determining the gain or loss from subsequent sale 

of the stock in respect of which the rights were issued is.$60,975.61+ 
500, OF $121.95 a share. 

I f  the stock in respect of which the rights are issued was purchsleed 
at different times and at  different prices and the identity of the lots 
can not be determined, or if the stock in respect of which the rights 
are issued waa purchased at  different times and a t  different prices and 
the stock rights issued in respect of such stock can not be identified 
as having been issued in respect of any particular lot of such stock, 
the basis for determining the gain or loss from the sale of the old 
shares or the rights in cases where the rights are sold or from the 
sale of the old or new shares in cases where the rightrs are exercised, 
shall be ascertained in accordance with the principles laid down in 
article 600. 

The taxpayer may at  his option include the entire proceeds from 
the sale of stock rights in gross income, in which case. the basis for 
determining gain or 10- from the subsequent sale of the stock in 
respect of which the rights were issued shall be the same as though 
the rights had not been issued. 

ART. 59. sale of patent6 and oopyright6.-A taxpayer disposing of 
patents or copyrights by sale should determine the gain or loss aris- 
ing therefrom by cumputing the difference between the selling price 
and the cost or other basis, with proper adjustment for depreciation, 
as provided in article 561. (See also article 207.) 

results only when the business, or a part of it, to which the good 
will attaches is sold, in which case the gain or loss will be determined 
by comparing the sale price with the cost or other basis of the assets, 
including good will. (See article 561.) I f  specific payment was 
not made for good will acquired after February 20, 1913, there 
can be no deductible loss with respect thereto, but gain may be 
realized from the sale of good will built up through expenditures 
which have been currently deducted. It is immaterial that good 
will may never have been carried on the books as an asset, but 

ART. 60. Sale of good wi l l . 4a in  or loss from a sale of good will- 

i 
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the burden of proof is on the taxpayer to establish the cost or 
fair market value on March 1,1913, of the good will sold. 
ART. 61. Bale of real property in lots.-Where a tract of land is pur- 

chased with a view to dividing it into lots or parcels of ground to 
be sold as such, the cost or other basis shall be equitably apportioned 
to the several lots or parcels and made a matter of record on the 
books of the taxpayer, to the end that any gain derived from the sale 
of any such lots or parcels which constitutes taxable income mny be 
returned na income for the year in  which the sale is made. This 
rule contemplates that there will be a measure of gain or loss on 
every lot or  p a m l  sold, and not that the capital in the entire tract 
shall be recovered before any taxable income shall be returned. 
The sale of each lot or parcel will be treated as a separate trmsac- 
tion, and gain or loss computed accordingly. AS to deductions for 
future expense'liabilities, see section 23 (0). 

Am. 62. Annuities and insuranoe policies.-Annuities paid by re- 
ligious, charitable, and educational corporations under an annuity 
contract are, in general, subject to tax to the extent that the aggre- 
gate amount of the payments to the annuitant exceeds the amounts 
paid a~ consideration for the contract. But see section 22 (b) (2) 
and article 82. An annuity charged upon devised land is taxable to 
a donee-annuitant, whether paid by the devisee out of the rents of 
the land or from other sources The devisee is not required to  return 
as gross income the amount of rent paid to the annuitant, and he is 
not entitled to deduct from his gross income any sums paid to the 
annuitant. Amounts received by an insured as a return of premiums 
paid by him under life insurance, endowment, or annuity contracts, 
such as the so-called "dividend" of a mutual insurance company 
which mny be credited against the current premium, are not subject 
to tax. 

ART. 63.1 Improvements by lesrees.-When buildings are erected or 
improvements made by a lessee in pursuance of an agreement with 
the lessor, and such buildings or improvements are not subject to 
removal by the lessee, the lessor may at  his option report the income 
therefrom- upon either of the following bases : 
(a) The leesor may report as income a t  the time when such build- 

ings or improvements are completed the fair market value of such 
buildings or improvements subject to the lease. 

( 6 )  The lessor may spread over the life of the lease the estimated 
depreciated value of such buildings or improvements a t  the termine- 
tion of the lease and report as income for each year of thb lense an 
aliquot part thereof. 

l e e  T. D. 4282, p. a47. 
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If for any other reason than a bona fide purchase from the lessee 
the lessor the lease is terminated, so that the lessor comes into 

possession or control of t,he property prior to the time originally 
fixed for the termination of the lease, the lessor receives additional 
income for the year in which the lease is so terminated to  the extent 
that the value of such buildings or improvements when he became 
entitled to such possession exceeds the amount already reported ag 
income on account of the erection of such buildings or improvements. 
No appreciation in value due to cauws other than the premature 
termination of the leave shall be included. Conversely, if the build- 
ings or improvemenks are destroyed prior to the expiration of the 
lease, the lessor is entitled to deduct as a loss for the year when such 
destruction takes place the amount previously reported as income 
because of the erection of such buildings or improvements, less any 
salvage value subject to the lease to the extant that such loss wn's 
not compensated for by insurance. I f  the buildings or improvements 
destroyed were acquired prior to March 1, 1913, the deduction shall 
be based on the cost or the value subject to the lease as of that date, 
whichever is higher, less any salvage value subject to the lease to the 
extent that such loss was not compensated for by insurance. (See 
articles 130 and 294.) 

ART. 64. Forgiveness of indebtedness.-The cancellation and forgive- 
ness of indebtedness may amount to a payment of income, to a 
gift, or to a capital transaction, dependent upon the circumstances. 
I f ,  for example, an individual performs services for a creditor, who 
in consideration thereof cancels the debt, income to that amount is 
realized by the debtor as compensation for his services. If, however, 
a creditor merely desires to benefit a debtor and without any consid- 
eration therefor cancels the debt, the amount of the debt is a gift 
from the creditor to the debtor and need not be included in the lat- 
ter's gross income. If a shareholder in a corporation which is 
indebted to him gratuitously forgives the debt, the transaction 
amounts to, a contribution to the cnpital of the corporation. 

ART. 65. Creation of sinking fund by corporation.-If a corporation, 
in order solely to secure the payment of its bonds or other indebted- 
ness, places property in trust or sets aside certain amounts in a sink- 
ing fund under the control of a trustee who may be authorized to 
invest 'and reinvest such sums from time to time, the property oc 
fund thus set aside by the corporation and held by the trustee is an 
asset of the corporation, and any gain arising therefrom is income of 
the corporation and shall be included RS such in its annual return. 
ART. 66. Sale by oorporation of its oapital stook.-The proceeds from 

the original sale by a corporahon of its shares of capital stock, 

Art. 66 B 28 (8) 
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I 
whether such proceeds are in excess of or leas than the par value of 
the stock issued, constitute the capital of the company. I f  the stock 
is sold at a premium, the premium is not income. Likewise. if the 

- 
c 
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stock is sold-at a discount,-the amount of the discount is not. a loss 
deductible from gross income. If, for the purpose of enabling a 
corporation to secure working CCrpitaJ or for any other purpose, the 
shareholders donate or return to the corporation to be resold by it 
certain shares of stock of the company previously issued to them, or 
if the corporation purchases any of its stock and holds i t  as treasury 
stock, the sale of such stock will be considered a capital transac- 
tion and the proceeds of such sale will be treated as capital and 
will not constitute income of the corporation. A corporation realizes 
no gain or loss from the purchase or sale of its own stock. (See 
article 176.) 

ART. 67. Contribution6 to corporation by shareholders.-Where a cor- 
poration requires additional funds for conducting its business and 
obtains such needed money through voluntary pro rats payments by 
its shareholders, the amounts 80 received being credited to i t  surplus 
account or to a s p i a l  capital account, such amounts will not be 
considered income, although there is no increase in the outstanding 
shares of stock of the corporation. The payments in such circum- 
stances are in the nature of voluntary assessments upon, and r6pre- 
sent an additional price paid for, the shares of stock held by the 
individual shareholders, and will be treated as an addition to and 
as a part of the operating capital of the company. (@e articles 
64 and 282.) 

ART. 68. Sale and retirement by corporation of its bonds.-(1) (a) If 
bonds are issued by a corporation at  their face value, the corporation 
realizes no gain or loss. (6) I f  thereafter the corporation purchases 
and retires any of such bonds at a price in excess of the issuing price 
or face value, the excess of the purchase price over the issuing price 
or face value is a deductible expense for the taxable year. ( c )  If, 
however, the corporation purchases and retires any of such bonds at a 
price less than the issuing price or face value, the excess of the issuing 
price or face value over the purchase price is gain or income for the 
taxrble year. 

(2) (a) I f  bonds are issued by a corporation n t  a premium, the 
net amount of such premium is gain or income which should be pm- 
rated or amortized over the life of the bonds. (6) I f  thereafter the 
wiporation purchases and retires any of such bonds a t  a price in 
excesa of the issuing price minus any amount of premium already 
returned aa income, the excess of the purchase price over the issuing 
price minus anv amount of premium already returned as income (or 

Art. 68 9 22 (a) 
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over the face value plus any amount of premium not yet returned as 
income) is a deductible expense for the taxable year. ( 0 )  If, how- 
ever, the corporation purchases and retiree any of such bonds a t  a 
price less than the issuing price minus any amount of premium 
already returned as income, the excess 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 returned as income) over the 
purchase price is gain or income for the taxable year. 

(8) (a) I f  bonds are issued by a corporation a t  a discount, the net 
Amount of such discount is deductible and should be prorated or 
amortized over the life of the bonds. (6) I f  thereafter the cor- 
poration purchases and retires any of such bonds at  a price in excess 
of the issuing price plus any amount of discount already deducted, 
the excess of the purchase price over the issuing price plus any 
amount of discount already deducted (or over the face value minus 
any amount of discount not yet deducted) ie a deductible expense for 
the taxable year. (c) If, however, the corporation purchases and 
retires any of such bonds a t  a price less than the issuing price plus 
any amount of discount already deducted, the excess of the issuing 
price plus any amount of discount already deducted (or of the face 
value minus any amount of discount not yet deducted) over the pur- 
chase price is gain or income for the taxable year. 
h. 69. We of capitol mretr by oorporation.-Were property is 

acquired and later sold for an amount in excess of the cost or other 
basis, the gain on the sale .is income. Where, then, a corporation 
sells its capital assets in whole or in  part, it shall include in its gross 
income for the year in which the sale was made the gain from such 
sale computed as provided in sections Ill-113 and articles 561-604. 
I f  the purchaser takes over all the assets and assume8 the liabilities, 
the amount so assumed is part of the selling price. 

ART. 70. Income to lessor corporation from leued property.-Where 
a corporation has leased its property in consideration that the lessee 
shall pay in lieu of other rental an amount equivalent to a certain 
rate of dividend on the lessor's capital stock or the interest on the 
lessor's outstanding indebtedness, together with taxes, insurance, or 
other fixed charges, such payments shall be considered rental pay- 
ments end shall be returned by the lessor corporation as income, not- 
withstanding the fact that the dividends and interest are paid by 
the lessee dirertly to the shareholders and bondholders of the lessor. 
The fact that a corporation has conveyed or let its property and has 
parted with its management and control, or has ceased to engage in 
the businem for which it was originally organized, will not relicve it 
from liability to the tax. While the payments made by the lessee 

, 
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directly to the bondholders or shareholders of the lessor are rentals 
aa to both the lessee and lessor (rentals paid in one case and rentals 
rewived in the other), to the bondholders and the shareholders such 
amounts are interest and dividend payments received as from the 
lessor and as such shall be accounted for in their returns. 

ART. 71. Gross income of corporation in liquidation.-When a cor- 
poration is dissolved, its affairs are usually wound up by a receiver 
or trustees in dissolution. The corporate existence is continued for 
the purpose of liquidating the assets and paying the debts, and such 
receiver or trustees stand in the stead of the corporation for such 
purposes. (See sections 274 and 298 and articles 1191 and 1192.) 
Any sales of property by them are to be treated as if made by the 
corporation for the purpose of ascertaining the gain or loss. No 
gain or loss is realized by a corporation from the mere distribution 
of its assets in kind in partial or complete liquidation, however they 
may have appreciated or tlepreciated in value since their acquisition. 
But see &ion 44 (a) and article 356. (See further article 302.) 

[SEC. 22. GROSS INCOME.]  
(b )  Exclarionr from groin income.-The followi~~g items shall not 

be included in gross Income and shall be exempt from tnxatlon under 
thls title: 

( 1 )  Lim msvRmrE.-Amounts received under a life insuranb 
contract pald by reason of the death of the Insured, whether in a 
single sum or in Installments (but If such amounts are held by the 
insurer under an agreement to pay interest thereon, the interest 
payments shall be included in  gross income) : 

(2 )  ANNUITIES, mc.-Amounts recelved (other than amounts 
pnid by reason of the death of the Insured and Interest payments on 
such amounts) under a life insurance, endowment, or annuity con- 
trnct. but if such amounts (when added to amounts recelved before 
the taxftble year under such contract) exceed the aggregate 
pretnlums or  conslderatlon pald (whether or not m i d  during lhc 
taxable year) then the e x m a  shall be Included in ~ R R  Income. 
In the ram of a trnnsfm for a valuable conslclemtion, by nseign- 
ment or otherwise, of n life insurance. endowment, or arinulty 
contract, o r  nny interest therein, only the actual value of such con- 
sideration and the amount of tlie premiums and other sums subse- 
quently pnid by the transferee shall be exempt from taxation under 
paragraph (1) or thls parngrnph ; 

( 8 )  O x m ,  BEQUESTS, AND o m s e s . 4 h e  value of property a c  
qulred by gift, bequest, dcvlsp, or inherltar~rv (but the income from 
such property shall bc Included In  grms incnme) : 

( 4 )  T A X - F R ~  wmmT,-Interest upon ( A )  the obligatlone of a 
State, Territory, or any politlcal subdivlslon thereof, or the Dls- 
trict of Columbia : or ( B )  securities laeued under the providons of 
the Federal Farm Loan Act, or under the provldone of euch Act 
as amended; or (C) the obligations of the Unlted States or Its 

Art. 71 8 23 (b) 
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poasesglons. Bvery person owning any of the obligations or securi- 
ties enumerated In clause ( A ) ,  (B), or (C)  shall. In the return 
required by this title. submit a statement showlng the number and 
amount of %uch obligatlnns and securities owned by hlm and the 
income received therefrom, In such form nnd with such Information 
as the Commi~~loner  may requlre. In the Case of obligatlons of 
the United State8 Iwued after September 1, 1917 (other than postal 
eavlngs certlflcatw of clq'mit), the  interest shall be exempt only 
If and to the extent provitltxl In the respective Acta nuthorlzit i~ 
the issue thereof as amended and supplemented, and shall he ex- 
cluded from gross inconm only If and to the extent it is wholly 
exempt to the taxpayer from Income taxes; 

ceived, through accident or health insurance or under workmen's 
compensation acts. as compensation for personal injuries or sick- 
ness, plus the amount of any damages recelved whether by suit or 
agreement on a m u n t  of such iujurtes or sickness; 

Amounts received as colnpnsatlon, fanilly allotments and nllow- 
an- under the provlslons of the War R l ~ k  Insurance and the 
Vocational Rehahilitatinn AdR or tlie World War Veterans' Act, 
1924, or a8 ~m~slons from the ITnited States for service of the 
benefldary or another I n  the military or naval f o r m  1 4  Lhe IJnlted 
States in time of war, or as a State pension for services rendered 
by the beneflclary or another for whlch the State Is paying a 
pension : 
(7) BUILDINO AND LOAN ASsoclIATIONS.-The amount received by  

an  lndivldual as dividends or interest from domestic bulldlng and 
loan assoclatlons. substantially all the husiness of which Is con- 
flned to making  loan^ to members, but the nmount excluded froin 
gross Income under thls paragraph In any taxable year shall not 
exceed $3soo; 

( 8 )  MINIsms.--The rental value of a dwelling house and ail- 
purtenances thereof furnished to a minister of the gospel a s  par t  
of hie compensation : 

(9) MIECQLUNEOUS rmMs.-The following items, to the extent 
provided in sectlon 116: 

Eltinicd invome from snurces wlthout the United Btatecr : 
Sularltw of ~ ~ . r t n l n  Terrltorinl eniploym : 
The inconw of forelgn government8 : 
Income of S t a t e ,  munldpnlitles and other political subdivi- 

Receipt8 of ship i)wners' mutual protection and indemnity 

Dividends from Chlria Trnde Act corporations. 

(5) COMPEARATlON FOR I N J U R I E S  OB SICKNEeS.-AmOUntS re- 

( 6 )  P E N S I O N S  AND WOR1.D WAR (IOMPENSATION PAYMENTS.- 

slons ; 

aw.wIatlnns : 

ART. 81. Exclusions from ~ ~ O B S  income.-Tho term '' gross income " 
a8 used in the Act does not inclucle those items of income exenipted 
by statute or by fundamental law. The exemption of such income 
should not be confused with the reduction of taxable income by tlie 

Art. 81 
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application of allowable deductions. Every person owning obliga- 
tions of a State, Territory, any political subdivision thereof, or the 
District of Columbia; securities iswed under the provisions of the 
Federal Farm Loan Act or of such Act aa amended; or obligations 
of the United States or its possessions, must, however, submit in 
his income tax return a statement showing the number and amount of 
such obligations and securities owned and the income received there- 
from. For  additional exclusions from p e s  income, see section 116 
and articles 641-643. 

ART. 82. Proceeds of insurance-Compensation-Pensions.-The pro- 
ceeds of life insurance policies, paid by reason of the death of an 
insured to his estate or to any beneficiary (individual, partnership, or 
corporation, but not a transferee for a valiiable consideration), 
directly or in trust, are excluded from the gross income of the bene- 
ficiary. It is immaterial whether the proceeds are received in a 
single sum or in installments. I f ,  however, such proceeds are held 
by the insurer under .an agreement to pay interest thereon, the inter- 
est payments must be included in gross income. Amounts received 
(other than amounts paid by reason of the death of the insured and 
interest payments on such amounts) under a life insurance, endow- 
ment, or annuity contract are excluded from gross income, but if such 
amounts (when added to amoonts received before the taxable .year 
under such contract) exceed the aggregate premiums or considera- 
tion paid (whether or not paid during the taxable year) then the 
excess shall be included in gross income. (See article 62.) Hom- 
ever, in the case of a transfer for a valuable consicleration,.by assign- 
ment or otherwise, of a life insurance, endowment, or annuity con- 
tract, or any irterest therein, only the actual value of such consid- 
eration and the amount of the premiums and other s u m  subsequently 
paid by the transferee nre exempt from taxation. The amounts 
received by an insured or his estate or other beneficivies through 
accident or health insurance or under workmen’s compknsation acts 
as cornpensation for personal injuries or sickness are excluded from 
the gross income of the insured, his estate, and other beneficiaries. 
Any damages recovered by suit or agreement on account of such 
injuries or sickness are Himi!arly excluded from the gross income of 
the individual injured or sick, if living, or of his estate or other bene- 
ficiaries entitled to receive such damages, if dead. (See further 
article 283.) Since J u n e  25, 1918, no iissessment of any Federal tax 
may be made on nny allotments, family allnwances, compensation, 
or d ~ a t h  or disnbility insurance pnyable under the War Risk Insur- 
Rnce Act of September 2, 1914, as amended, even though the benefit 
accrued before that date. I n  addition to this exemption from all 
Federal taxes, the Revenue Act of 1928 exempts from income tnx 

Art. a3 0 22@) 
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amounts received 8s compensation, family allotments, and allow- 
anma under the provisions of the War Risk Insurance Act, the Voca- 
tional Rehabilitation Act, or the World War Veterans’ Act, 1924, 
or as pensions from the United States for service of the beneficiary 
or another in the military or naval forces of the United States in 
time of war, or as a State pension for services rendered by the bene- 
ficiary or another for which the State is paying a pension. As to 
meaning of “military and naval forces of the United States,” see 
section 701 (a) (14). 

ART. 83. Gifb and bequestr.-Property received as a gift, or received 
under a will or under statutes of descent and distribution, is exempt 
from the income tax, although the income therefrom derived from 
investment, sale, or otherwise is not. An amount of principal paid 
under a marriage settlement is a gift. Neither alimony nor an 
allowance based on a separation agreement is taxable income. (See 
article 281.) 

Am. 84. Interest upon State obligations.-Inter& upon the obliga- 
tions of a State, Territory, or any political subdivision thereof, or 
the District of Columbia is exempt from the income tax. Obliga- 
tions issued by or on behalf of the State or Territory or a duly 
organized political subdivision acting by constituted authorities em- 
powered to issue such obligations, are the obligations of a State or 
Territory or a political subdivision thereaf. The term u political 
subdivision ” denotes any division of the State or Territory made by 
the proper authorities thereof acting within their constitutional 
powers. Political subdivisions of a State or Territory, within the 
meaning of the exemption, include specinl assessment districts so 
created, such as road, water, sewer, gas, light, reclamation, drainage, 
irrigation, levee, school, harbor, port improvement, and similar dis- 
tricts and divisions of a State or Territory. 

ART. 85. Dividends and interest from Federal land banks, Federal inter- 
mediate credit banks, and national farm-loan associations.-As section 26 
of the Federal Farm Iman Act of July 17, 1916 (39 Stat., 860), as 
amended by an Act approved March 4,1923 (42 Stat., 1454), provides 
that Federal land banks, Federal intermediate credit banks, and 
national farm-loan associations, including the capital and reserve 
or surdus therein and the income derived therefrom, shall be exempt 
from taxation, except taxes upon real estate, and that first mortgages 
executed to Federal land banks, Federal intermediate credit banks, 
or to joint stock land banks, and farm-loan bonds, and debentures 
issued by intermediate credit banks, with the income therefrom, 
shall be exempt from taxation, the income derived from dividends 
on stock of Federal land banks, Federal intermediate credit banks, 

Art. a5 B 22 (b) 
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and national farm-loan associations and from interest on promissory 
notea secured by such first mortgages, or from such farm-loan bonds 
or debenturn, is not subject to the income tax. 

ART. 86. Dividends from Federal rwrve banka.-Section 7 of the 
Federal Reserve Act of December 23, 1913, provides that Federal 
reserve banks, including the capital stock and surplus therein ant1 
the incwrue derived therefrom, shall be exempt from taxation, except 
tax- upon real estate. This exemption attaches to and follows the 
income derived from dividends on stock of Federal reserve banks 
in the hands of the shareholders, 80 that the dividends received on 
the stock of Federal reserve banks are not subject to the income tax. 
Dividends paid by member banks, however, are treated like divi- 
dends of ordinary corporations. 

Am. 87.' Interemt upon United States obligations.-Although interest 
upon the obligations of the United States and its popsessions is 
generally exempt from tax, in the caae of obligations issued by the 
United States after September 1, 1917, which include Treasury cer- 
tificates of indebtedness, Treasury bonds, Treasury savings certifi- 
cates, the Liberty bond issueg (except the first Liberty loan 8% per 
cent bonds), and Treasury notes, the interest is exempt from tax only 
if and to the extent provided in the Acts authorizing tbe issue 
thereof, as amended and supplemented. The interest on all these 
obligations is exempt from the normal income tax. 

Interest on the first Liberty loan 81/2 per cent bonds ip entirely 
exempt from Federal, State, and local taxation, except estate or 
ideritance taxes, but this absolute exemption does not extend to the 
bonds of the first Liberty loan converted (Lihr ty  4 per cent and 4% 
per cent bonds). 

Liberty 4 per cent and 4% per cent bonds, Treasury bonds, Treas- 
ury certificates of indebtedness, Treasury savinga certificates, and 
Treasury notes are exempt, both as to principal and interest, from 
all taxation now or hereafter imposed by the United States, any 
State, or any of the possessions of the United States, or by any local 
taxing authority, except ( 0 )  estate or inheritance taxes, and (b) 
surtax% and excessprofits and war-profits taxes, now or hereafter 
imposed by the United States, upon the income or profits of individ- 
uals, partnerships, associations, or corporations. 

Liberty 4 per cent and 4% per cent bonds, Treasury bonds, Treas- 
ury certificates of indebtedness, and Treasury savings certificates 
ar6 entitled to a limited exemption from surtaxes and excess-profits 
taxes now or hereafter imposed by the United States. Intereat on 
an aggregate of not exceeding $6,OOO principal amount of these obli- 

Ad. 87 0 22 (b) 
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gations is exempt from the surtax imposed by section 12. Interest 
in excess of the interest on an aggregate of not exceeding $5,000 prin- 
cipal amount of such obligations is subject to surtax and must be 
included in gross income. This limited exemption does not apply to 
the interest on Treasury notes. 

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

ART. 88. Exemption of Treasury savings oertiflaates.-Tm'asury SRV- 

ings certificates are issued under the Second Liberty Bond Act of 
September 24, 1917, as amended. Such certificates are not trans- 
ferable, nor is i t  lawful for any one person at any one time to hold 
more than $5,000, maturity value, of any one series thereof. The 
principal amount of such certificates for the purpose of computing 
the exemption is their issue price. 

In  the case of a taxpayer reporting income on the basis of cash 
receipts and disburseeientx, the difference between the issue price of 
the savings certificates and the amount received upbn their redemp- 
tion is deemed to be income to the holder in the taxable year when 
received. The amount thus received is exempt from all State and 
local taxation (except estate and inheritance taxes) and from the 
normal Federal income tax and the corporation income tax. It is 
not exelhpt from surtaxes, except, to the extent that it, falls within the 
exemption described in article 87, in respect of the interest on an 
aggregate principal amount of 4 and 4% per cent Liberty bonds, 
Treasury bonds, Treasury certificates of indebtedness, and Treasury 
savings certificates, not exceeding $5,000. For the purpoqe of com- 
puting this limited exemption, savinks certificate8 are to be taken at 
issue price, and if the exemption is claimed with respect to any hold- 
ings of savings certificates it will be deemed to cover the period during 
which the taxpaycr holds the savings certificates in respect of whicli 
the exemption is claimed, and not merely the taxable year in which the 
certificates are redeerned. In  other worde, if the taxpayer holds and 
claims exemption upon $4,000 (issue price) of savings certificates of 
h e  Series 1924, for the full period of 5 years to maturity, he will 
not be allowed any exemption with respect to nny other holdings 
in excess of $1,000 of 4 and 434 per cent Liberty bonds, Treasury 
bonds, and Treasury certificates of indebtedness or savings certificates 
under the $s,OOO limited exemption described in article 87 for any 
part of the five-year period. If, on the other hand, the holder of 
$4,OOO (issue price) of savings certificates, Series 1924, has during 
the prior four years taken the full benefit of the $5,000 limited 
exemption with respect to other holdings of honds or certificates, he 
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will not be allowed exemption in the fifth year for more than 
the amount by which the maturity value of the savings certificates 
excaeds the published redemption price a t  the beginning of that year. 

I n  the caae of a taxpayer reporting on the accrual batis, the interest 
to be reported for each year is the excess of the published redemption 
price o€ the certificates a t  the end of his accounting year, or of the 
amount received upon redemption, if redeemed during the year, over 
the correeponding published price for the beginning of that year; 
and the intare& exempt from taxation, if any, is the proportion of 
the interest accrued that the portion of the issue prim includible 
in the exemption for each year is of the total issue price. 

ART. 89. Liberty loan bond exemption in the a r e  of tructr or partner- 
ships.-(~~) When the income of a trust is taxable to beneficiariw, as 
in the case of a trust the income of which is to be distributed to the 
beneficiaries currently, each beneficiary is entitled 
as if he owned directly a proportionate part of 
bonds held in trust. When, on the other hand, income is taxable to 
the trustee, & in the case of a trust the income of which is accumu- 
lated for the benefit of unborn or unasoartained pereone, the trust, 
as the owner of the bonds held in trust, is entitled to the exemption 
on account of such ownership. 
(6) As the income of a partnership ie taxable to the individual 

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

ART. 90. Interest upon United States obligations in the oase of non- 
mident aliens and certain foreign organications.-By virtue of section 4 
of the Victory Liberty Loan Act of March 3, 1919, amending section 
3 of the Fourth Liberty Bond Act of July 9, 1918, the interest 
received on and after March a, 1919, on bonds, notes, and certificates 
of indebtedness of the United States while beneficially owned by a 
nonresident alien individual, or a foreign corporation, partnership, 
or association, not engaged in businese in the United S t a h ,  is exempt 
from income taxes. 

Am. 91. Inooms Boomed prior to Marah 1, 1818.-Any claim existing 
unconditionally on March 1, 1918, whether presently paya,ble or not, 
and held by a taxpayer prior to March 1, 1913, whether evidenced 
by writing or not, and all interest which had accrued thereon before 
that date, do not constitute taxable income, although actually recov- 
ered or received subsequent to such date. In t emt  accruing on or 
after that date is taxable income. Where an interest-bearing claim 
held on February 28, 1913, is paid in whole or in part after that 
date, any gain derived from the payment of the claim is taxable. 
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The amount of such gain is the excess of the procaeds of the claim 
(both principal and interest) exclusive of any interest accrued since 
Februai’y 28, 1913, already returned as income, over the cost thereof 
(both principal and interest then accrued). However, the gain to 
be included in gross income where the fair market value of the claim 
as of March 1, 1913, is greater than the cost thereof, i s  the excesg 
of the amount received over such value. In  the case of an insurance 
policy its surrender value as of March 1, 1913, may be.used as a 
basis for the purpose of ascertaining the gain derived from its 
sale or other disposition. Where services were rendered prior to 
March 1, 1913, but paid for thereafter, the amount received is tax- 
able income to the extent of the excess of such amount over the fair 
market value on March 1,1913, of the principal of the claim and any 
interest which had then accrued. 
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[SEC. 22. GROSS INCOME.] 

(a) Inventories.-Whenever in the oplnlon of the Opmmleeioner the 
uae of Inventories ia necesnary in order clearly to determine the Income 
of any taxpayer, lnventoriee RhdI be taken by such taxpayer upon auch 
baeia 81) theCommitwioner, with the approval of the Secretary, may pre- 
scribe as conforming ae nearly ae may be to the beet accounting practice 
in the trade or husinecu, arid a8 most clearly reflecting the income. 

ART. 101. Need of inventories.-In order to reflect the net income 
correctly, inventories a t  the beginning and end of each year are 
necessary in every case in which the production, purchase, or sale of 
merchandise is an income-producing factor. The inventory should 
include raw materials and supplies on hand that have been acquired 
for sale, consumption, or use. in productive processes, together with 
all finished or partly finished goods. Only merchandise title to 
which is vested in the taxpayer should be included in the inventory. 
Accordingly, the seller should include in his inventory goods under 
contract for sale but not yet segregated and applied to the contract 
and goods out upon consignment, but should exclude from inventory 
goods sold, title, to which has passed to the purchaser. A purchaser 
should include in inventory merchandise purchased, title to which 
has passed to him, although such merchandise is in transit or for 
other reasons has not been reduced to physical possession, but should 
not include goods ordcred for future delivery, transfer of title to 
which has not yet been effected. Taxpayers are not required to file 
with their returns for 1928 and subsequent taxable years certificates 
of inventory on Form 11%. 

Art. 101 
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ART. 102. Valuation of inventories.-Section 22 (c) provides two 

(1) It must conform as nearly aa may be to the best accounting 

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

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

The bases of valuation most commonly used by business concerns 
and which meet the requirements of section 22 (c) are (a) cost and 
(6) cost or market, whichever is lower. (For inventories by dealers 
in securities, see article 105.) Any goods in an inventory which are 
unsalable a t  normal prices or unusable in the normal way because 
of damage, imperfections, shop wear, changes of style, odd or 
broken lots, or other similar causes, including second-hand goods 
taken in exchange, should be valued at  bona fide selling prices less 
cost of selling, whether basis (a) or (b)  is used, or if such goods 
consist of raw materials or partly finished goods held for use or 
consumption, they shall be valued upon a reasonable basis, taking 
into considerntion the usability and the condition of the gmds, but 
in no case shall such value be less than the scrap value. Bona fide 
selling price means actual offering of goods during n period ending 
not later than 30 days after inventory date. The burden of proof 
will rest upon the taxpayer to show that such exceptional goods as 
are valued upon such selling basis come within the classifications , 
indicated above, and he shall maintain such records of the disposi- 
tion of the goods as will enable a verification of the inventory to be 
made. 

In  respect to normal goods, whichever basis is adopted must be 
applied with reasonable consistency to the entire inventory. Tax- 
payers were given an option to adopt the basis of either (a) cost or 
(b)  cost or market, whichever is lower, for their 1920 inventories. 
The bnsis adopted for that year is controlling, and a change can 
now be made only after permission is secured from the Commissioner. 

tests to which each inventory must conform: 

practice in the trade or business, and 
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Application for permission to change the basis of valuing inven- 
tories shall be made at least 30 days prior to the close of the taxable 
year for which the change is to be effective. Qoods taken in the 
inventory which have been so intermingled that they can not. be 
identified with specific invoiws will be deemed to be the goods most 
recently purchased or producd, nntl tho cost thereof will be tlid 
actual cost of the goods purchased or produced during the period 
in which the quantit,y of goods in tho inventory has been acquired. 
Where the taxpayer maintains book inventories in accordance with 
a sound account.ing system in which the respective inventory accounts 
are charged with the actual cost of the goods purchased or produced 
nnd credited with the value of goods iised, transferred, or sold, cal- 
culated upon the basis of the actual cost of tho goods ncqiiired during 
the taxable year (including the inventory a t  the beginning of the 
year), the net value as shown by such inventory accounts will be 
deemed to be the cost of the goods on hand. The balnnces shown by 
such book inventories should be verified by physical inventories at 
reasonable intervals and adjiisted to conform therewith. 

Inventories dioiild be recorded in a legible manner, properly com- 
puted and summarized, and should be preserved as a part of the 
accounting records of tho taxpayer. The inventories of taxpayers 
on whatever basis takrn will be, subject to investigation by the Com- 
missioner, and the taxpnyer must sat.isfy the Coinnrisioner of the 
correctness of the prices adopted. 

The following metlrods, among others, are sometimesased in tak- 
ing or valuing inventories, but are not in accord with t,hese regula- 
tions, viz : 

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

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

(3) Omitting portions of the stock on hand. 
(4) Using a constant. price or nominal value for so-called nor- 

(6) Including stock in transit, either shipped to or from the tax- 

ART. 108. Inventories at oost.-Cost means : 
(1) In the cnse of nwchandise on hand a t  the beginning of the 

taxable year, the inventory price of sych goods. 
(2) In  the case of inorchandise piirchasetl fiince the beginning of 

the taxable year, the invoice price.lcss trade or other discounts, ex- 
cept strictly cash discounts approximating a fair interest rate, whicll 
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mal quantity of materials or goods in stock. 

payer, the title of which is not vested in the taxpayer. 

Art. 103 
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may be deducted or not a t  the option of the taxpayer, provided a 
cowistent course is followed. To  this net invoice price should be 
added transportation or other necessary charges incurred in ac- 
quiring possession of the goods. 

(8) I n  thO case bf merchandise produced by the taxpayer sinca 
the beginning of the taxable year, (a) the cost of raw materials and 
supplies entering into or consumed in connection with the product, 
( 6 )  expenditures for direct labor, (0 )  indirect expenses incident to 
and necessery for the production of the particular article, including 
in such indirect expenses a reasonable proportion of management 
expenses, but not including any cost of selling or return on capital, 
whether by way of intarest or profit. 

(4) I n  any industry in which the usual rules for computation of 
cost of production are inapplicable, costs may be approximated upon 
such basis as may be reasonable and in conformity with established 
trade practice in the particular industry. Among such cases are 
(a) farmers and raisers of live stock (see article 106), (6) miners 
and manufacturers who by a single process or uniform series of 
processes derive a product of two or more kinds, pizes, or grades, 
the unit cost of which is substantially alike (see article 107), and (c) 
retail merchants who use what is known as the “ retail method ” in 
ascertaining approximate cost (see article 108). 

ART. 104. Inventoria at market.-Under ordinary circumstances 
and for normal goods in an inventory, u market ” means the current 
bid price prevailing at  the data of the inventory for the particular 
merchandise in the volume in which usually purchased by the tax- 
payer, and is applicable in the c a s e  

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

goode in process of manufacture and in finished goods on hand; 
exclusive, however, of goode on hand or in process of manufacture 
for delivery upon firm sales contracta (i. e., those not legally sub- 
ject to cancellation by either party) a t  fixed prices entered into 
before the date of the inventory, which goods must be inventoried 
at cost. 

Where no open market exists or where quotations are nominal, 
due to stagnant market conditions, the taxpayer must use such evi- 
dence of a fair market price a t  the date or dates nearest the in- 
ventory as may be available, such as specific purchases or sales by 
the taxpayer or others in reasonable volume and made in good fai.th, 
or compensation paid for cancellation of contracts for purchase 
commitments. Where the taxpayer in the regular course of busi- 
nets has offered for sale such merchandise a t  prices lower than the 

31 
current price aa above defined, the inventory may be valued at such 
prices less proper allowance for selling expense, and the correct- 
ness of such prices will be debrmined by reference to the actual 
sales of the taxpayer for a reasonable period before and after the 
data of the inventory. Prices which vary materially from the actual 
prices so ascertained will not be accepted as reflecting the market. 
ART. 105. Inventories by dealen, in mnrities.-A dealer in m u -  

rities, who in his books of account regularly inventories unsold 
securities on hand either- 
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(a) At cost; 
( 6 )  At cost or market,, whichever is lower; or 
( c )  At market value, 

may make his return upon the basis upon which his accounts are 
kept; provided that a description of the method employed shall 
be included in or attached to the return, that all the securities must 
be inventoried by the same method, and that suchmethod must be 
adhered to in subsequent years, unleas another be iuthorized by the 
Commissioner. For the purpose of this rule a dealer in securities is 
a merchant of securities, whether an individual, partnership, or cor- 
poration, with an established place of business, regularly engaged in 
the purchase of securities and their ma le  to customers; that is, one 
who as a merchant buys securities and sells them to customers with a 
view to the gains and profits that may be derived therefrom. If 
such business is simply a branch of the activities carried on by such 
person, the securities inventoried as here provided may include only 
those held for purpoees of resale and not for investment. Taxpayers 
who buy and sell or hold securities for investment or speculation and 
not in the course of an established business, and officers of corpora- 
tions and members of partnerships who in their individual capacities 
buy and sell securities, are not dealers in securities within the mean- 
ing of this rule. 
ART. 106. Inventories of live rtook raisers and other farmers,- 

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

(1) Opening and closing inventories shall be used for the year in 
which the change is made. There should be included in the opening 
inventory all farm products (including live stock) purchased or 
raised which were on hand at the data of the inventory, and there 

Art. 104 Art. 106 Q 22 tc) 
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must be submitted with the return for the current taxable year 
an adjustment sheet for the preceding taxable year based on the 
inventory method, upon the amount of which adjustment the tax 
shall be assessed and paid (if any be due) at  the rate of tax in effect 
for that year. Ordinarily an adjustment sheet for the preceding 
year will be sufficient, but if, in the opinion of the Commissioner, 
such adjustment is not sufficient clearly to reflect income, adjust- 
ments for earlier years may be accepted or required. Where it is 
impossible to render complete inventorieq for the preceding year or 
years, the Commissioner will accept estimates which, in his opinion, 
substantially reflect the income on the inventory basis for such 
preceding year or years; but inventories must not include real estate, 
buildings, permanent improvements, or any other assets subject to 
depreciation. 

(2) No adjustment sheets will be required, but the net income 
for the taxable year in which the change is made must be com- 
puted without deducting from the sum of the closing inventory and 
the sales and other receipts, the inventory of live stock, crops, and 
products a t  the beginning of the year ; provided, however- 
(a) That if any live stock, grain, or other property on hand a t  the 

beginning of the taxable year has been pllrcheeed and the cost 
thereof not charged to expense, only the difference between the cost 
and the selling price should be reported as income for the year in 
which sold ; 

(a) But if the cost of such property has been charged to expense 
for a previous year, the entire amount received must be reported 
as income for the year in which sold. 

Because of the difficulty of ascertaining actual cost of live stock 
and other farm products, farmers who render their returns upon 
an inventory basis may a t  their option value their inventories for 
the current taxable year according to the “farm-price method,” 
which provides for the valuation of inventories a t  market price less 
cost of marketing. If the use of the “-farm-price method ’’ of valu- 
ing inventories for any taxable year involves a change in method of 
valuing inventories from that employed in prior years, the opening 
inventory for the taxable year in which the change is made should 
be brought in at  the same value as the closing inventory for the 
preceding taxable year. I f  such valuation of the opening inventory 
for the taxable year in which the change is made results in an ab- 
normally large income for that year, there may be submitted with 
the return for such taxable year an sdjustment statement for the 
preceding year based on the (‘ farm-price method ” of valuing inven- 
tories, upoa the amount of which adjustments the tax, if any be 
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due, shall be assessed ant1 paid a t  the rate of tax in effect for such 
preceding year. If a n  ntljustment for the preceding year is not, in 
the opinion of tho Conlmissioncbr, sufficient clearly to reflect income, 
adjustment sheets for prior years mny be accepted or required. 

Wlwo returns have be(~n mnile i n  which the taxable net income 
has been compatd upon incomplete inventories, the abnormality 
should be corrected Ly subniitting with the return for the current 
taxable year n statement for the preceding year in which such nd- 
justments shall be made as are necessary to bring the closing inven- 
tory for the preceding year into agreement with the opening com- 
plete inventory for the  current taxable year. If necessary clearly to 
reflect income, similar adjustments may be made as a t  the beginning 
of the preceding year or years, and the tax, if any be due, shall be 
assessed and paid a t  the rate of tax in effect for such year or years. 

ART, 107. Inventories of miners and manufaotnnrs.-A trrxpayer 
engaged in mining or manilfacturing who by a single process or 
uniform series of processes derives a product of two or more kinds, 
sizes, or grades, the unit cost of which is substantially alike, and who 
in conformity to a recognixed trade practice allocates an amount of 
cost to each kind, size, or grade of product, which in the aggregate 
will absorb the total cost of production, may use such allocated cost 
as a basis for pricing inventories, provided such allocation bears a 
reasonable relation to the respective selling values of the different 
kinds of product. 

ART. 108. Inventories of retail merohants.-Retail merchants who 
employ what is known as the “ retail method ” of pricing inven- 
tories may make their returns upon that basb, provided that the use 
of such method is designated upon the return, tliat accurate accounts 
are kept, and that such method ip consistently adhered to unless a 
change is authorized hy the Commissioner. Under this method the 
goods in the inventory are ordinarily priced a t  the selling prices, 
and the total retail value of the goo+ in each department or of each 
class of goods is reduced to approximate cost by deducting the per- 
centage which represents the difference between the retail selling 
value and the purchase price. This percentage is determined by 
departments of a store or by classes of goods, and should represent 
as accurately n,s may be the amounts added to the cost prices of the 
goods to cover selling and other expenses of doing business and kor 
the margin of profit. In  computing the percentage above mentionetl, 
proper adjustment should be made for all mark-ups and mark-downs. 

A taxpayer mriintaining more than one department in bis store ,or 
dealing in  classes of goods carrying different percentages of gross 
profit should not use a percentage of profit based upon an average 
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of hie entire busineee, but should compute and urn in vduing his in- 
ventory the proper percentagea for the respective departments or 
clesses of goods. 

[SEC. 22. GROSS INCOME.] 

(d)  Dirtributionr by 0orporationr.-Distributions by corporatlone 
ahall he taxable to the shareholders as provided in section 115. 

(e) Determination of gain or loaa.-In the case of a sale or other 
dlposition of property, the gain or loss shall be computed as provided 
in sections 111, 112, and 113. 

(f) Oroar inoome from iouroea within and without United Stat-.- 
For computation of gross income from sources withln and without the 
United States, see section 110. 

SEC. 23. DEDUCTIONS FROM GROSS INCOME. 

In computing net income there shall be allowed as deductlone : 
(a) Expenwr-All the ordinary and necessary expenees pald or in- 

curred during the taxable year in carrying on any trade or businesm 
including a reaeonable allowance for salaries or other compensation 
for personal service8 actually rendered ; traveling expenses (including 
the entlre amount expended for meals and lodglng) while away from 
home In the pursuit of a trade or busineee; and rentale or other pa) 
menta requlred to be made as  a condltlon to the continued use or pos- 
weeion, for purposes of the trade or businem, of property to whlch the 
taxpayer has not taken or is not taLlng title or In which he has no 
fado. 
Am. 121. Businen expenrer.-Businass expenses deductible from 

gross income include the ordinary and necessary expenditures di- 
rectly connected with or pertaining to the taxpayer’s trade or busi- 
ness, except the classes of items which are deductible under the pro- 
visions of articles 141-2’11. The cost of goods purchased for resale, 
with proper adjustment for opening and closing inventories, is de- 
ducted from gross sales in computing gross income. (See article 65.) 
Among the items included in business expenses are management ex- 
penses, commissions, labor, supplies, incidental repairs, operating 
expenses of automobiles used in the trade or business, traveling ex- 
penses while away from home solely in the pursuit of a trade or 
business (see article 122), advertising and other selling expenses, 
together with insurance premium against fire, storm, theft, acci- 
dent, or other similar losses in the case of a business, and rental 
for the use of business property. A taxpayer is entitled to deduct 
the necessary expensect paid in carrying on his business from his 
grw income from whatever souroe. As to items not deductible, see 
section 24 and articles 281-284. 

Am. 122. Traveling expenses.-Traveling expenses as ordinarily 
understood, include railroad fares and meals and lodging. I f  the 
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trip is undertaken for other than business purposea, the railroad 
fares are personal expenses and tho meals and lodging are living 
expenses. I f  the tr ip is solely on business, the reasonable and neces- 
sary traveITng expenses, including railroad fares, meals, and lodging, 
become business instead of personal expenses. 

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

( b )  If an individual receives a salnry and is also repaid his actual 
traveling expenses, 110 shall include in gross income the amount so 
repaid and may deduct such expenses. 

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

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

Claim for the deductions referred to herein must be substantiated, 
when required by the Commissioner, by evidence showing in detail 
the amount arid riatiire of the expenses incurred. 

Commuters’ fnros are not considered as business expenses and are 
not deductible. 
ART. 123. Cost of materials.-Taxpayers carrying materials and sup- 

plies on hand should includo in expenses the charges for materials 
and supplies only to tlic amount that. they are actually consumed 
and used in operation during t1.e year for which the return is made, 
provided that tlie cost of such materials and supplies has not bean 
deducted in determining the net income for any previous year. I f  
a taxpayer carries incidental materinls or supplies on hand for which 
no record of consumption is kept or of which physical inventories 
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a t  the beginning and end of the year are not taken, it will be per- 
missible for the taxpayer t . ~  include in his expenses and deduct from 
gross income the total cost of such supplies and msterials as were 
purchased during the year for which the return is made, provided 
the net income is clearly reflected by this method. 

Am. 124. Repaim-The cost of incidental repairs which neither 
materially add to the value of the property nor appreciably prolong 
i t s  life, but keep i t  in an ordinarily efficient operating condition, may 
be deducted as expense, provided the plant or property account is not 
increased by the amount of such expenditures. Repairs in the nature 
of replacements, to the extent that they arrest deterioration and ap- 
preciably prolong the life of the property, should be charged 
against the depreciation reserve if such account is kept. (See articles 

ART. 125. Professional expennes.-A professional man may claini as 
deductions the cost of supplies used by him in the practice of his 
profession, expenses paid in the operation and repair of an auto- 
mobile used in making professional calls, dues to professional socie- 
ties and subscriptions to professional journals, the rent paid for 
office rooms, the cost of the fuel, light, water, telephone, etc., used 
in such offices, and the hire of office assistante. Amounts currently 
expended for books, furniture, and professional instruments and 
equipment, the useful life of which is short, may be deducted. As to 
items not deductible, see section 24 and articles 281-284. 

ART. 126. Cornpenration for personal rervic.es.-Among the ordinary 
and necessary expenses paid or incurred in carrying on any trade or 
business may be included a reasonable allowance for salaries or 
other compensation for personal services actually rendered. The test 
of deductibility in the case of compensation payments is whether 
they are reasonable and are in fact payments purely for services. 
This test and its practical application may be further stated and 
illustrated as follows : 

(1) Any amount paid in the form of compensation, but not in 
fact as the purchase price of services, is not deductible. (a) An os- 
tenRible salary paid by a corporation may be a distribution of a divi- 
dend on stock. This is likely to occur in the case of a corporation 
having few shareholders, practically all of whom draw salaries. I f  
in such a case the salaries are in excess of those ordinarily paid for 
similar services. and the excessive payments correspond or bear a 
close relationship to the stockholdings of the officers or employees, it 
would seem likely that the salaries are riot paid wholly for services 
rendered, but that the exmsive payments are a distribution of earn- 
ings upon the stock. (b)  An ostensible salary nisy be in part pay- 

201-210.) 
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ment for property. This may occur, for example, where a partner- 
ship sells out to a corporation, the former partners agreeing to con- 
tinue in the service of the corporation. I n  such a case it may be 
found that the salaries of the former partners are not merely for 
services, but in part constitute payment for the‘transfer of their 
business. 

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

(a) I n  any event the allowance for the compensation paid may not 
exceed what is reasonable in all the circumstances. It is in general 
just to assume that reasonable and true ‘compensation is only such 
amount as would ordinarily be paid for like services by like enter- 
prises in like circumstances. The circumstances to be taken into 
consideration are those existing at the date whensthe contract for 
services was made, not those existing a t  the date when the contract is 
questioned. 

ART. 127. Treatment of excessive cornpenration.-The income tax lia- 
bility of the recipient in respect of an amount osterwibly paid to him 
as compensation, but not allowed to he deducted as such by the 
payor, will depend upon the circumstances of each case. Thus, in 
the case of excessive payments by corporations, if such payments 
correspond or bear a close relationship to stockholdings, and are 
found to be a distribution of earnings or profits, the excessive pay- 
ments will be treated as a dividend, and will thus be exempt from the 
normal tax in the hands of the recipient. I f  such payments consti- 
tute payment for property, they should be treated by the payor as a 
capital expenditure and by the recipient as part of the purchase 
price. 

ART. 128. Bonuses to employees.-Bonuses to employees will consti- 
tute allowable deductions from gross income when such payments 
are made in good faith and as additional compensation for the serv- 
ices actually rendered by the employees, provided such payments, 

Art. ma 
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when added to the stipulated salaries, do not exceed a reasonable 
cornpensstion for the services rendered. It is immaterial whether 
such bonusea am paid in cash or in kind or partly in cash and partly 
in kind. Donations made to employee and others, which do not 
have in them the element of compensation or are in BXCBBB of reason- 
able compensation for services, are not deductible from gross income. 
ART. 129. PendoncCompenaation for injuries.-Amounts paid by a 

taxpayer for pensions to retired employees or to their familiea or 
others dependent upon them, or on account of injuries received by 
employees, and lump-slim 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 insurance or otherwise. When the amount of the salary of an 
officer or employee is paid for a limited period after his death to 
his widow or heirs, in recognition of the services rendered by the 
individual, such payments may be deducted. Salaries paid by em- 
ployers to employees who are absent in the military, naval, or other 
service of the Government, but who intend to return at  the conclusion 
of such service, are allowable deductions. As to deductions for ?ay- 
men& to employees’ pension trusts, see section 23 (q) and article 271. 
ART. 180. Bentalr.-Where a leasehold is acquired for business pur- 

poses for a specified Bum, the purchaser msy take as a deduction in 
his return an aliquot part of such sum each year, bped on the num- 
ber of years the lease has to run. Taxes paid by a tenant to or for 
a lrrndlord for business property are additional rent and constitute 
a deductible item to the tenant and taxable income to the landlord, 
the amount of the tax being deductible by the latter. The cost borne 
by a leeeee in erecting buildings or making permanent improvements 
on ground of which he is lessee is held to be a capital investment and 
not deductible as a business expense. I n  order to mturn to such tax- 
payer his investment of capital, an annual deduction may be made 
from gross income of an amount equal to the total cost of such 
improvements divided by the number of years remaining of the term 
of lease, and such deduction shall be in lieu of a deduction for de- 
preciation. If the remainder of the term of lease is greater than the 
probable life of the buildings erected, or of the improvements made, 
this deduction shall take the form of an allowance for depreciation. 
(See article 68.) 

ART. 131. Expenaer of farmen.-A fanner who operates a farm for 
profit is entitled to deduct from gross income as necessary expenses 
all amounts actually expended in the carrying on of the business of 
farming. The cost of ordinary tools of short life or small cost, 
such as hand tools, including shovels, rakes, etc., may be deducted. 

Art. 181 9 23 (a) 
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The cost of feeding and raising live stock may be treated as an ex- 
pense deduction, in so far as such cost represents actual outlay, but 
not including the value of farm produce grown upon the farm or 
the labor of the taxpayer. Where a farmer is engaged in p r d u c -  
ing crops which take more than a year from the time of planting to 
the process of gathering and disposal, expenses deducted may be 
determined upon the crop basis, and such deductions must be taken 
in the year in which the gross income from the crop has been realized. 
The cost of farm machinery, equipment, and farm buildings repre- 
sents a capital investment and is not an allowable deduction as an 
item of expense. Amounts expended in the development of farms, 
orchards, and ranches prior to the time when the productive state is 
reached may be regarded as investments of capital. Amounts ex- 
pended in purchasing work, breeding, or dairy animals are regarded 
aa investments of capital, and may be depreciated unless such animals 
are included in an inventory in accordance with article 57. The pur- 
chase price of an automobile, even when wholly used in carrying on 
farming operations, is not deductible, but is regarded as an invest- 
ment of capital. The cost of gasoline, repairs, and upkeep of an 
automobile if used wholly in the business of farming is deductible as 
an expense; if used partly for business purposes and partly for the 
pleasure or convenience of the taxpayer or his family, such cost may 
be apportioned according to the extent of the use for purposes of 
business and pleasure or convenience, and only the proportion of such 
cost justly attributable to business purposes is deductible as a neces- 
sary expense. I f  a farm is operated-for recreation or pleasure and 
not on a commercial basis, and if the expenses incurred in connection 
with the farm are in excess of the receipts therefrom, the entire 
receipts from the sale of products may be ignored in rendering a 
return of income, and the expenses incurred, being regarded as per- 
sonal expenses, will not constitute allowable deductions. (Seo also 
articles 57, 175, and 210.) 
ART. 182. Depositors’ guaranty fund.-Banking corporations which 

pursuant to the laws of the States in which they are doing business 
are required to set apart, keep, and maintain in their banks the 
amount levied and assessed against them by the State authorities 
as a LLDepositors’ guaranty fund,” may deduct from their gross in- 
come the amount so set apart each year to this fund, provided that 
such fund, when set aside and carried to the credit of the State 
banking board or duly authorized State. officer, ceasw to be an asset 
of the bank and may he withdrawn in whole or in part upon de- 
mand by such board or State officer to meet the needs of these officers 
in reimbursing depositors in insolvent banks, and provided fiirther 
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that no portion of the amount thus set aside and credited is return- 
able under the laws of the State to the assets of the banking eorpo- 
ration. If, however, such amount issimply set up on the books of 
the bank aa a reserve to meet a contingent liability and remains an 
898et of the bank, i t  will not be deductible except as it is actually 
paid out aa required by law and upon demand of the proper State 
oflicers. 

I [SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In cornputlug net income there shall be allowed a8 deductlons:] 
(b) Interest.-All interest paid or hccrued wlthln the taxable year 

on Indebtedness. except on Indebtedness incurred or continued to 
parchase or carry obllgatlons or securltles (other than obllgatlons of 
the United States k u e d  aitsr September 24, 1917, and orlglnally 
subscribed for by the taxpayer) the interest upon which is wholly 
exempt from taxatlon under this tltle. 

Am. 141. Intenit.-Interest paid or accrued within the year OII 

indebtedness may be deducted from gross income, except that interest 
on indebtedness incurred or continued to purchase or carry securities, 
such as municipal bonds and first Liberty loan 8% per cent bonds, 
the interest upon which is wholly exempt from tax, is not deductible. 
Since other obligations of the United States issued after September 
24,1917, am not wholly exempt from taxation under this title, inter- 
est paid on indebtedness incurred or continued to purchase such 
obligations (whether or not originally subscribed for by the tax- 
payer) is deductible in accordance with the general rule. Interest 
paid by the taxpayer on a mortgage upon real estate of which he 
i s  the legal or equitable owner, even -though the taxpayer is not 
directly liable upon the bond or note secured by such mortgage, may 
be deducted as interest on his indebtedness. Payments made for 
Maryland or Pepnsylvania ground rents are not deductible as interest 
but may, under proper circumstances, be deducted as rent. 

Interest calculated for cost-keeping or other purposes on acoount 
of capital or surplus invested in the business which does not repre- 
sent a charge arising under an interest-bearing obligation, is not an 
allowable deduction from gross income. Interest paid by a corpora- 
tion on scrip dividends is an allowable deduction. So-called interest 
on preferred stock, which is in reality a dividend thereon, can not be 
deducted in computing net income. (See articles 68 and 176 as to 
deduction of bond discount) I n  the case of banks and loan or 
trust companies, interest paid within the year on deposits or on 
moneys received for investment and secured by interest-bearing cer- 
tificates of indebtedness issued by such bank or loan or trust company 
may be deducted from gross income. 

Arf. 141 0 23 @I 
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[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In compntiOg net income there shall be allowed as dedudlons:] 
(a) Taxer generally.-Taxes paid or accrued within the taxable year, 

(1)  incoma war-profIt.8, and excespproflb tnxee imposed by the 
authority of the Unlted States; 

(2) 80 much of the Income, war-prottb, and excese-profits taxes 
imposed by the authorlty of MY foreign country or poeeeesion Oi 
the Untted State8 as Is allowed as a credlt agalnst the tar under 
section 131; and 
(8) taxes assessed against local beneflts of a klnd tending to 

Inc~enae th- value of the property aesesaed: but this paragraph 
shall not exclude the allowanm as a deductlon of 80 much of such 
taxes as Is properly ellocable to-malntenance or Interest charges. 

For the purpow of this subsection, estate, Inheritance, legacy, and BUC- 
ceaeion taxes accrue on the due date thereof, except a8 otherwlse p m  
vlded by the law of the jurisdlctlon Imposing such taxes, and shall be 
hllowed a8 a deductlon only to the estate. 

* 

e x q p t  

ART. 151. Taxer.-Fedcral taxes (except income, war-profits, and 
excess-profits taxes), State and local taxes (except taxes assessed 
against local benefitb of a kind tending to increaee the value of the 
property assessed), and taxes imposed by possessions of the United 
States or by foreign countries (except the amount of income, war- 
profits, and excess-profits taxes allowed as a credit against the tax), 
are deductible from gross income. See generally section 131 and 
articles 691-698 as to tax credits. Amounts 
paid to States under secured debts laws in order to render securities 
tax exempt' are deductible. Automobile license fees are ordinarily 
taxea. I n  general taxes are deductible only by the person upon whom 
they are imposed. As to tax paid at  the source on interest from 
tax-free covenant bonds, see section 144 (a) (4) and article 761. 

Am. 152. Federal duties and exaiae taxer.-Import or tariff duties 
paid to the proper customs officers, and business, license, privilege, 
excise, and stamp taxes paid to internal revenue collectors, are de- 
ductible BR taxes imposed by the authority of the United Stabs, 
provided they ar0 not added to and made a part of the expenses of 
the business or the cost of nrticles of merchandise with respect to 
which they are paid, in which case they can not be separately 
deducted. 

ART. 153. Taxes for local benefits.-So-called taxes, more properly 
assessments, paid for local benefits, such as street, sidewalk, and other 
like improvements, imposed because of and measured by some benefit 
inuring directly to the property against which the assessment is 
levied, do not constitute an allowable deduction from gross income. 

Postage is not a tax. 

Art. 158 
9151 4 " - 7 1 - 4  
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A tar is considered assessed against local benefits when the property 
subject to the tax is limited to property benefited. Special -- 
ments are not deductible, even though an incidental benefit may inure 
to the public welfare. The taxes deductible are those levied for the 
general public welfare by the proper taxing authorities at  a like rate 
against all property in the territory over which such authorities have 
jurisdiction. Assessments under the statutes of California relating 
to irrigation and of Iowa relating to drainage, and under certain 
statutes of Tenneasee relating to levees, are limited to property 
benefited, and when it  is clear that the assessments are so limited, 
the amounts paid thereunder are not deductible as taxes. The above 
statements are subject to the exception that in so far as assessments 
against local benefits are made for the purpose of mgintenance or 
repair or for the purpose of meeting interest charges with reepect to 
such benefits, they are deductible. I n  siich cases the burden is on the 
taxpayer to show the allocation of the amounts assessed to the differ- 
ent purposes. I f  the allocation can not be made, none of the amounts 
so paid is deductible. 
AaT. 154. Federal estate and State inheritanas taxes.-Federal estate 

taxes, paid or accrued during the taxable year, are an allowable 
deduction from the gross income of the estate in computing the net 
income thereof subject to tax. The whole amount of such taxes, 
irrespective of when paid, is deemed to have accrued on the due date 
thereof, namely, one year after the decedent's death (see &ion 
a05 of the Revenue Act of 1926), and, if the accounts of the estate are 
kept on an accrual basis, is deductible from gross income of the tax- 
able year in which such due date falls. If the accounts are kept on 
the basis of cash recaipts and disbursements, deduction may be 
taken from gross income of the taxable year or years in which the 
payment or payments may have been made. 

Estate, succession, legacy, or inheritance taxes, imposed by any 
State, Territory, or possession of the United States, or foreign 
country, are deductible by the estate, whether by the laws of the 
jurisdiction exacting them, they are imposed upon the right or 
privilege to transmit or upon the right or privilege of the heir, 
devisee, legatee, or distributee to receive or to succeed to the property 
of the decedent passing to him. 

The accrual dates of such taxes shall be the due data thereof except 
as otherwise provided by the law of the jurisdiction imposing them. 
Where'deduction is claimed of any such taxes, the amount thereof 
and the name of the State, Territory, or possession of the United 
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States, or foreign country by which they have been imposed shall 
be stated in the return. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In computing net income there shall be allowed as deductions:] 
(d)  Taxer of ihareholder paid by 0orporation.-The deductlon for 

taxw allowed by suhsectlon (c) shall be allowed to a corporation 
in the case of taxes Impoeed upon a shareholder of the corporation 
upon hle interest as  shareholder which are paid by the corporation 
without reimbursement from the shareholder, but in such cam no 
deductlon shall be allowed the shareholder for the amount of such 
taxes 

Am. 161. Tax on bank or other etoak.-Banks or other corporations 
paying taxes assessed against their shareholdero on account of their 
ownership of the shares of stock issued by such corporations with- 
out reimburgement from such shareholders may deduct the amount 
of taxes so paid. The Act specificaMy providee, however, that in 
such m e s  the shareholders may not deduct the amount of the taxes. 
The amount so paid should not be included in the income of the 
shareholder. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[ I n  computlng net income there shall be allowed as deductions:] 
(e) Lorier by individnalr.-In the case of an individual, losses s u e  

talned during the taxable year and not compensated for by insurance or 
otherwise- 

(1 )  lf incurred in trade or buslneea; or 
(2) if incurred in any transaction entered into for p M t ,  though 

not connected with the trade or business; or 
(3) of property not connected wlth the trade or business, if tht? 

1088 arlsee from flree, storms, shlpwreck, or other casualty, or from 
theft 

(f) Loires by corporntions.-In the case of a corporatlon. losses sus- 
talned during the taxable year and not compensated for by insurance 
or otherwlse. 

(g) Basin for  determining lorr-The basis for determlnlng the 
amount o t  deduction !or losses sustained, to be allowed under subeeo 
tion (e) or ( f ) ,  shall be the same as Is provlded in section 118 for 
determining the gain or loss from the sale or other disposition of 

(h) Lour on sale of rtook or seouritie8.-For disallowance of lose 
deductlon In the case of sales of stock or securities where within thlrty 
days before or after the date of the sale the taxpayer haw acquired 
eubstantlally Identical property, see section 118. 

(i) Net loares.-The special deductlon for net losses of prior years, 
to the extent provided in section 117. 

property. 

Brf. 154 Art. 161 
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ART. 171. hsee.--Lossas sustained by individuals during the tax- 
able year and not compensated for by insurance or otherwise are fully 
deductible (except by nonresident aliens, see section 213 and article 
1051) if- 
(a) Incurred in a taxpayer's trade or business, or 
(b)  Incurred in any transaction entered into for profit, or 
( c )  Arising from fires, storms, shipmeck, or other casualty, or 

theft. 
Losse~ sustained by corporations during the taxable year and not 

compensated for by insurance or otherwise are deductible. 
Losses must usually be evidenced by close< and completed transac- 

tions. The basis for determining the amount of the deduction for 
losses is the same as is provided in section 113 for determining the 
gain or loss from the sale or other disposition of property. (See 
articles 591-804.) Proper adjustment must be made in each cam 
for any expenditure, receipt, loss, or other item properly chargeable to 
capital account, and for depreciation, obsolescence, amortization, or 
depletion. (See section 111 and article 561.) Moreover, the amount 
of the loss must be reduced by the mount of any insurance or other 
compensation received, and by the salvage value, if any, of the prop- 
erty. A loss occasioned by damage to an automobile maintained for 
pleasure, where such damage results from the faulty driving of the 
taxpayer or other person operating the automobile, but is not due to 
the willful act or willful negligence of the taxpayer, is a deductible 
loss in the computation of net income. Where damage to a taxpayer's 
automobile results from the faulty driving of the operator of an 
automobile with which the automobile of the taxpayer collides, the 
loss occasioned to the taxpayer by such damage is likewiss deductible. 
No loss is realized by the transfer of property by gift or by death. 
But see eection 44 (d) and article 355. 

A loss on the sale of re8idential property purchased or constructed 
by the taxpayer for use as his personal residence and 80 used by him 
up to the time of the sale is not deductible. Where, however, prop- 
erty so purchased or constructed is prior t o  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 661, is an allow- 
able deduction iil an amount not to exceed the excess of the value of 
the property at the time it was appropriated to income-producing 
purposes (with proper adjustment for depreciation) over the amount 
realized from the sale. However, in case the property was 80 ap- 
propriated prior to March 1,1913, the loss is an allowable deduotion 
in an amount not to exceed the ex- of the value of the property 

Art. 171 5 98 (e>-(i) 
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at the timo it was 90 appropriated or at March 1,1913, whichever is 
greater (with proper adjustment for depreciation), over the amount 
realized from the sale. 
Em@: Residential property waa purchased by a taxpayer in 

1920 for use as his personal residence at a cost of $25,000, of which 
$15,000 was allocable to the building. The property wiia 90 used 
by the taxpayer until January 1, 1925. From that date to January 
1, 1928, when the property was sold, i t  was rented by the taxpayer. 
The fair market value of the property at the time it was rented on 
JanuarJr 1, 1926, waa $22,000. The building had an estimated life 
of 20 years when the property waa purchased by the taxpayer in 
1920. The property was sold on January 1, 1928, for $16,000. The 
lose from the sale allowable as a deduction is $3,750, computed as 
follows : 

GENERAL PROVISIONS 

Oost of pwperty In 19aO_--_-_----,---_----_-----__--------_------_ $26,OOO 
Leee depredalloa allowable in reepeet df the bullding (depredation for 

3 yeara at 6 per cent based on $15,000, cost of building) ____-__-__-_- 2 260 
P 

22,760 
Selllng price of property_-_-___----_--__-_--_----_--__---__-----_-- l&OOo - 
Loss computed a8 provided in section 111 arid nrticle 661 _-__-___-_____ 
Value of property at tlme it wa8 rented on Januaw 1, 1 M  _____-_-____ 
Lea proper adjustment for depreclatlon _________________I_-______ 

6,750 

22, OClO 
4250 - 
19,760 

Selling price of property ________________-___-------_----__---------- 16, OOO 

Portion of $6,760 loaa which 1s deductible _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  3,760 

See section 
117 and articles 651-655 as to deduction for net losses of prior yeam 
See section 118 and article 661 as to disallowance of loss deduction 
in the case of sales of stock or securities where within 30 days before 
or after the date of the sale the taxpayer has acquired substantially 
identical property. 

ART. 152. Voluntary removal of bnildinga.--loas due to the volun- 
taiy removal or demolition of old buildings, the scrapping of old 
machinery, equipment, etc., incident to renewals and replacements 
will be deductible from gross income. When a taxpayer buys real 
estate upon which is located a building, which he proceeds to raze 
with a view to erecting thereon another building, it will be con- 
sidered 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 the pur- 

- 
See section 101 and articles 501-503 as to capital l~sse~. 

Art. 178 9 28 
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chase price of the land and building plus the cost of removing the 
useless building. 

ART. 173. Loss of useful value.-When, through some change in 
business conditions, the usefulness in the business of some or all of 
the capital assets is suddenly terminated, so that the taxpayer dis- 
continues the business or discards such assets permanently from use 
in such business, he may claim as a loss for tha year in which he 
takes such action the difference between the basis (adjusted as pIo- 
vided in section 111 and article 561) and the salvage value of 
the property. This exception to the rule requiring a sale or other 
disposition of property in order to establish a loss kguires proof 
of some unforeseen cause by reason of which the property has been 
prematurely discarded, as, for example, where an incresse in the cost 
or change in the manufacture of any procluct makes i t  necessary to 
abandon such 'manufacture, to which special machinery is exclu- 
sively devoted, or where new legislation directly or indirectly makes 
the continued profitable use of the property impossible. This ex- 
ception does not extend to a case where the useful life of property 
terminates solely as a result of those gradual processes for which 
depreciation allowances are authorized. It does not apply to inven- 
tories or to  other than capital assets. The exception applies to 
buildings only when they are permanently abandoned or perms- 
nently devoted to a radically different use, and to machinery only 
when its use as such is permanently abandoned. Any loss to be 
deductible under this exception must be fully explained in the return 
of income. 

ART. 174. Shrinkage in value of rtooks.-A person possessing stock 
of a corporation can not aeduct from gross income any amount 
claimed as a loss merely on account of shrinkage in value of such 
stock through fluctuation of the market or otherwise. The loss 
allowable- in such cases is that actually suffered when the stock is 
disposed of. I f  stock of a corporation becomes worthless, its 
cost or other basis determined under section 113 may be deducted by 
the owner in the taxable year in which the stock became worthies.;, 
provided a satisfactory showing of its worthlessness be made, as in 
the case of bad debts. Where banks or other corporations which are 
subject to supervision by Federal authorities (or by State authorities 
maintaining substantially equivalent standards) in obedience to the 
specific orders or general policy of such supervisory officers charge 
off stock as worthless or write it down to a nominal value, such stock 
shall, in the absence of affirmative evidence clearly dablishing the 
contrary, be presumed for income tax purposes to be worthless. For 
dealem in securities, see article 1M. 

' 

Art. 174 f 23 (@)-(i) 
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ART. 176. Lossen of farmem-Losses incurred in the operation of 
farms as business enterprises are deductible from gross income. If 
farm products are held for favorable markets, no deduction on ac- 
count of shrinkage in weight or physical value or by reason of 
deterioration in storage shall be allowed, except as such shrinkage 
may be retlected in an inventory if used to determine profits. The 
total loss by frost, storm, flood, or fire of a prospective crop is not a 
deductible loss in computing net income. A farmer engaged in rais- 
ing and selling stock, cattle, sheep, horses, etc., is not entitled to claim 
as a loss the value of animals that perish from among those animals 
that were raised on the farm, except as such loss is reflected in an 
inventory if used. If live stock has been purchased after February 
28,1918, for any purpose, and afterwards dies from disease, exposure, 
or injury, or is killed by order of the authorities of a State or the 
United States, the actual purchase price of such stock, less any de- 
preciation allowable as a deduction in respect of such perished live 
stock, may be deducted as a loss if the loss is not compensated for 
by insurance or otherwise. The actual cost of other property 
(with proper adjustment for depreciation) which is destroyed by 
order of the authorities of a State or of the United States, may in 
like manner be claimed as a loss. I f  reimbursement is made by a 
State or the United States in whole or in part on account of stock 
killed or other property destroyed in respect of which a loss was 
claimed for a prior year, the amount received shall be reported as 
income for the year in which reimbursement ie made. The cost of 
any feed, pasturage, or care which has bean deducted as an expense 
of operation shall not be included as part of the cost of the stock 
for the purpose of ascertaining the amount of a deductible loss. If 
gross income is ascertained by inventories, no deduction can be made 
for live stock or products lost during the year, whether purchased 
for resale or produced on the farm, as such losses will be reflected 
in the inventory by reducing the amount of live stock or products 
en hand at the close of the year. If an individual owns and oper- 
ates a farm, in addition to being engaged in another trade, business, 
or calling, and sustains a loss from such operation of the farm, then 
the amount of loss sustained may be deducted from p a s  income 
received from all sourcas, provided the farm is not operated for 
recreation or pleasure. 

ART. 176. Sale of aapitd stoak, bonds, and oapital sasete.-A corpora- 
tion sustains no deductible loss from the sale of its capital stock. 
(See article 66.) I f  i t  sells its bonds a t  a discount, the amount of 
such discount is treated in the same way as interept paid, and if it 
retires its bonds at a price in excess of the iasuing price, such exceas 

(See articles 57,131, and 210.) 

Art. 176 8 93 (@)-(i) 
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may usually be deducted as 3xpense. (See article 68.) Any 1- 
sustained by a corporation upon the sale of its capital =ts, com- 
puted as provided in sections 111-118 and articles 561-604, subject 
to the limitation provided in section 118 as to the purchase and sale 
of stock or securities, is deductible. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In computing net income there shall he allowed a8 dedoctlona:] 
(1) Bad debti.-Dehta nRcertained to he worthless nnd charged off 

within the taxable year (or, hi the dismtion of the CmnmiRsioner, 
n reasonable ndditlon to n reserve for bad debts) : and when satlsfled 
that a debt Is recoverable only in pa* the Commirsfoner may allow 
such debt to be &urged off in part. 

ART. 191. Bad debts.-Bad debts may be treated in either of two 
ways- 

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

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

Taxpayers were given an option for 1921 to, select either of the 
methods mentioned for treating such debts. (See article 151, Regu- 
lations 62.) The method used in the return for 1921 must be used 
in returns for subsequent years and in returns under the Revenue 
Act of 1928 unless permission is granted by the CommigRioner to 
change to the other method. A taxpayer filing a first return of 
income may select either of the two mckhods subject to approval 
by the Commissioner upon examination of the return. I f  the method 
selected is approved, i t  must be followed in returns for subsequent 
years, except as permifision may be granted by the Commissioner to 
change to another method. Application for permission ta change 
the method of treating bad debts shall be made at  least 80 days prior 
to the close of the taxable year for which the change is to be effective. 
(see also article 195.) 

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

Where the surrounding circumstances indicate that a debt is worth- 
less and uncollectible and that legal action to enforce payment would 
in all probability not result in the satisfaction of execution on a judg- 
ment, a showing of these facts will be sufficient evidence of the worth- 
lessness of the debt for the purpose of deduction. Bankruptcy is 
generally an indication of the worthlessness of a t  least a part of an 
unsecured and unpreferred debt. Actual determination of worth- 
lessness in bankruptcy cases is sometimes possible before and at  other 
times only when a settlement in bankruptcy shall have been had. 
Where a taxpayer ascertnined a debt to be worthless and charged 
it off in one year, the mere fact that bankruptcy proceedings insti- 
tuted against the debtor are terminated in a later year, confirming 
the conclusion that the debt is worthless, will not nuthorize shifting 
the deduction to such later year. If a taxpayer computes his income 
upon the baeis of valuing his notes or accounts receivable rrt their fair 
market value when received, which may be less than their face value, 
the amount dedllctible for bad debts in any case is limited to such 
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original valuation. 
Where banks or other corporations which are subject to super- 

vision by Federnl authorities (or by State authorities maintaining 
substantially 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 establishing tke contrary, be 
presumed, for income tax purposes, to be worthless or recoverable 
only id part, as the case may be. 

ART. 192. Examples of pad debts.-Worthloss debts arising from 
unpaid wages, salaries, rents, and similar items of taxable income 
will not be allowed as a deduction unless the income such items rep- 
resent hae been included in the return of income for the year in which 
the deduction 9s a bad debt is sought to be made or in IA previous 
year. Only the difference between the amount received in distribu- 

Art. 192 
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tion of the assets of a bankrupt and the amount of the claim may be 
deducted as a bad debt. The difference between the amount received 
by a creditor of a decedent in distribution of the assets of the de- 
cedent’s estate and the amount of his claim may be considered a 
worthless debt. A purchaser of accounts receivable which can not be 
collected and are consequently charged off the books as bad debta is 
entitled to deduct them, the amount of deduction to be based upon, 
the price he paid for them and not upon their face value. 

ART. 198. Unoolleotible defloienoy 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 
portion of the indebtedness remaining unsatisfied after such sale is 
wholly or partially uncollectible, and charges i t  off, he may deduct 
such amount (to the extent that i t  constitutes capital or represents 
an item the income from which has bean returned by him) as a bad 
debt for the taxable year in which it is ascertained to be wholly or 
partially worthless and charged off. In  addition, where the creditor 
buys in the mortgaged or pledged property, lorn or gain is realized 
measured by the difference between the amount of those obligations 
of the debtor which are applied to the purchase or bid price of the 
property (to the extent that such obligations constitute capital or 
represent an item the income from which has been returned by him) 
and the fair market value of the property. The fair market value of 
the property shall be presumed to be the amount for which i t  is bid 
in by the taxpayer in the absence of clear and convincing proof to 
the contrary. I f  the creditor subsequently sells the property 80 
acquired, the basis for determining gain or loss is the fair market 
value of the property a t  the date of acquisition. 

Accrued interest may be included as part of the deduction only 
when i t  has previously been returned as income. 
Am. 194. Worthless seaaritiei,-Where bonds purchased before 

March 1, 1918, depreciated in value between the date of purchase 
and that date, and were in a later year ascertained to be worthless 
and charged off, the owner is entitled to a deduction in that year 
equal to the cost of the bonds. Bonds purchased since February 28, 
1918, when ascertained to be worthless, may be treated as bad debts 
to the amount actually paid for them. Bonds of an insolvent cor- 
poration secured only by a. mortgage from which on foreclosure 
ndthing is realized for the bondholdera are regarded aa ascertained 
to be worthless not later than the year of the foreclosure sale, and 
no deduction for a bad debt is allowable in computing a bondholder’s 
income for a subsequent year. A deduction for a bad debt based - 

Art. 194 9 a a u i  
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upon the value of the debt on March 1, 1918, is allowable only when 
such value is established to the satisfaction of the Commissioner. 

A taxpayer (other than a dealer in securities) possessing debts 
evidenced by bonds or other similar obligations can not deduct from 
gross income any amount merely on account of market fluctuation. 
Where a taxpayer ascertains, however, that due, for instance, to the 
financial condition of the debtor, or conditions other than market 
fluctuation, he will recover upon maturity none or only a part of 
the debt evidenced by the bonds or other similar obligations and 
so demonstrate8 to the satisfaction of the Commissioner, he may 
deduct in computing net income the uncollectible part of the debt - 
evidenced by the bond8 or other similar obligations. 

ART. 195. &serve for bad debb.-Taxpayers who have, prior to 
1928, established the reserve method of treating bad debts and main- 
tained proper reserve accounts for bad debts, or who, in accordance 
with article 191, or upon securing permission from the Commissioner, 
adopt the reserve method of treating bad debts, may deduct from 
gross income a reasonable addition to a reserve for bad debts in lieu 
of a deduction for specific bad debt items. 

What constitute8 a reasonable addition to a reserve for bad debts 
must be determined in the light of the facts, and will vary as be- 
tween classes of business and with conditions of business prosperity. 
A taxpayer using the reserve method should make a statement in 
his return showing the volume of his charge sales (or other businese 
kansa,&ions) for the year and the percentage of the reserve to such 
amount, the total amount of notes and accounts receivable a t  the 
beginning and close of the taxable year, and the amount of the 
debts which have been ascertained to be wholly or partially worth- 
less and charged against the reserve account during the taxable yeax. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 
[In computing net income there shall be allowed as deductlons:] 
(k) Depreoietlom-A wssonnble nllownnce for the exhauetlon, wenr 

and tear of property used In the trade or bunlnm, lncludlnR a reason- 
able nllowance for olw,lescf?nce. In the cuse of prupedy held by one 
person for llfe wlth remalnder to another pereon, the deduction shall 
be computed as If the life tenant were the absolute owner of the prop 
erty and shall he allowed to the llfe tenant. In the case of property 
hela In trust the nllowahle deductlon nhnll be apportioned between the 
lncome beneficlarim and the trustee In amordunce with the Pertinent 
provlelonrr of the Instrument creating the trust, or, In the absence of 
such provlsions, on the bash of the trwt Income allocable to each. 

ART. 201. Depre0iation.-A reasonable allowance for the exhaustion, 
wear and tear, and obsolescence of property used in the trade or 
business may be deducted from ROSS income. For convenience such 

Art. 201 
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an allowance will usually be referred to as depreoiation, excluding 
from the term any idea of a mere reduction in market value not 
resulting from exhaustion, wear and tear, or obsolescence. The 
proper allowance for such depreciation of any property used in the 
trade or business is that  amount which should be set aside for the 
taxable year in rmordance with a reasonably consistent plan (not 
necessarily a t  a uniform rate), whereby the aggregate of the amounts 
so set aside, plus the salvage value, will, a t  the end of the useful life 
of the property in the business, equal the basis of the property deter- 
mined in accordance with section 118 and articles 691-604. Due 
regard must also be given to expenditures for current upkeep. In  
the case of property held by one person for life with remainder to 
another pemn,  the deduction for depreciation shall be computed as 
if the life tenant were the absolute.owner of the property 80 that he 
will be entitled to  the dedriction during his life, and thereafter the 
deduction, if any, will be allowed to the remainderman. I n  the case 
of property held in trust, the allow~ble deduction is to be apportioned 
between the income beneficiaries and the trustee in accordance with 
the pertinent provisions of the will, deed, or other instrument ~ m a t -  
ing the trust, or, in the absence of such provisions, on the basie of the 
trust income which is allocable to the trustee and the beneficiaries, 
respectively. For example, if the trust instrument provides that the 
income of the trust computed without regard to depreciation shall 
be distributed to a named beneficiary, such beneficiary will be entitled 
to the depreciation allowsnce to  the exclusion of the trustee, while 
if the instrument provides that the trustee in 4etermining the dis- 
tributnble income shall first make due allowance for keeping the trust 
corpus intact by retaining n reasonable amount of the current income 
for that purpose, the allowable deduction will be granted in full to 
the trustee. 

ART. 202. Depreciable property.-"he necessity for a depreciation 
allowance arises from the fact that certain property used in the busi- 
ness gradually approaches a point where its usefulness is exhausted. 
The allowance should be confined to property of this nature. I n  the 
case of tangible property, i t  applies to that which is subject to wear 
and tear, to decay or decline from natural causes, to exhaustion, and 
to obsolescence due to the normal progress of the art, as where ma- 
chinery or other property must be replaced by a new invention, or 
diie to the inadequacy of the property to the growing needs of the 
busineaa 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 which through 
the process of removal suffer depletion, other provisions for this 
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being made in the Act. (See sections 23(1) and 114 and articles 
221-267 and 611.) Property kept in repair may, nevertheless, be 
the subject of a depreciation allowance. (See article 124.) The 
deduction of an allowance for depreciation is limited to property 
used in the taxpsyer's trade or business. No such allowance may be 
made in respect of automobiles or other vehicles used solely for 
pleasure, a building used by the taxpayer solely as his residence, 
nor in respect of furniture or furnishings therein, personal effects, 
or clothing; but properties and costumes used exclusively in a busi- 
ness, such RS II theatriral business, may be the subject of a deprecia- 
tion allowance. 

ART. 203. Depreciation of intangible property.-Intangible, the use 
of which in the trade or business is definitely limited in duration, 
may be the subject of a depreciation allowance. Examples are pat- 
ents and copyrights, licenses, and franchises. Intangibles, tho use 
of which in the business or trade is not so limited, will not usually 
be a proper subject of such an allowance. If, however, an intangible 
asset acquired through capital outlay is known from experience to 
be of value in the business for only R limited period, the length of 
which can be estimated from experience with reasonable certainty, 
such intangible asset may be the subject of a depreciation allowance, 
provided the facts are fully shown in the return or prior thereto to 
the satisfaction of the Commissioner. No deduction for deprecia- 
t ion, including obsolescence, is allowable in respect of good will. 

ART. 204. Capital ium recoverable through depreciation al1owancen.- 
Tho capital sum to be replaced by depreciation allownnces is the 
cost or other basis of the property in respect of which the allow- 
ance is made. (See sections 113 and 114 and articles 591-604 and 
611.) To this amoiint shoultl be ndded from time to time the cost 
of improvements, additions, and betterments, and from it  should be 
deducted from time to time the amount of any definite loss or damage 
sustained by the. property through casualty, as distinguished from 
the gradual exhaustion of i ts  utility which is the basis of the depre- 
ciation allowance. In  the case of the acquisition on or after March 
1, 1913, of a combination of depreciable and nondepreciable property 
for a lump price, as, for example, buildings and land, the capital sum 
to be r'eplaced is limited to an amount which bears the same propor- 
tion to the lump price as the value of the depreciable property at  
the time of acquisition bears to the value of the entire property at  
that time. Where the lessee of real property erects buildings, or 
makes permanent improvements which lwcome part of the realty nnd 
income has been returned by the lessor as n result thereof, as provided 
in article 63, the capital sum to be replaced by depreciation allow- 
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an- is held to be the same as though no such buildinge had been 
erected or such improvements made. I n  the case of property which 
has been the subject of deductions for amortization under sections 
214 (a) (9) and 234 (a) (8) of the Revenue Acts of 1918 and 1921, 
depreciation deductions will be computed after the close of the amor- 
tization period upon the cost or other basis of such property after the 
amortization allowance has been deducted. No depreciation deduc- 
'tion will be allowed in the cam of property which has been amortized 
to its scrap value and is no longer in use. (See article 182 of Regu- 
lations 45 and 62.) 

ART. 205. Method of computing depreoiation ,allowanoe.-The capital 
sum to be replaced should be charged off over the useful life of the 
property, either in equal annual installments or in accordance with 
any other recognized trade practice, such as an apportionment of the 
capital sum over units of production. Whatever plan or method of 
apportionment is adopted must be reasonable and must have due 
regard to operating conditions during the taxable period. While 
the burden of proof must rest upon the taxpayer to sustain the de- 
duction taken by him, such deductions will not be disallowed u n l w  
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 a t  the end of the period for 
which the return is made. I f  i t  develops that the useful life of the 
property will be longer or shorter than the useful life as originally 
estimated under all the then known facts, the portion of the cost 
or other basis of the property not already provided for through de- 
preciation allowable determined in accordance with the useful life 
of the property as originally estimated, should be spread over the 
remaining usefa1 life of the property as reestimated in the light of 
the subsequent facts, and depreciation deductions taken accordingly. 
Where the cost of the property or its fair market value as of March 
1, 1913, has been recovered through depreciation allowances, no 
further deduction for depreciation shall be allowed. 

ART. 206. Ob~olescenoe.-With respect to physical property the 
whole or any portion of which is clearly shown by the taxpayer as 
being affected by economic conditions that will result in its being 
abandoned at  a future data prior to the end of its normal useful life, 
so that deprexiation deductions alone are insufficient to return the 
cost (or other basis) a t  the end of its economic t a m  of usefulness, 
a +earnnablo deduction for 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 
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because, in the opinion of a taxpayer, the property may become obso- 
lete at some later date. This allowance will be confined to such 
portion of the proiperty 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. Depreoiation of patent or oopyright.-In computing a 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 apportionment of 
the cost or other basis of the patent or copyright over the life of the 
patent or copyright since its grant, or since its acquisition by the 
taxpayer, or since March 1, 1913, as the case may be. I f  the patcnt 
or copyright was acquired from the Government, its cost consists 
of the various Government fees, cost of drawings, experimental 
models, attorneys' fees, development or experimental expenses, etc., 
actually paid. Depreciation of a patent can be taken on the basis 
of the fair market value as of March 1, 1913, only when affirmative 
and satisfactory evidence of such value is offered. Such evidence 
should whenever practicable be submitted with the return. I f  the 
patent becomes obsolete prior to its expiration, such proportion of 
the amount on which its depreciation may be based as the number 
of years of its remaining life bears to the whole number of yeare 
intervening between the basic date and the date when i t  legally ex- 
pires may be deducted, if permission so to do is specifically secured 
from the .Commissioner. Owing to the difficulty of allocating to a 
particular year the obsolescence of a patent, such permission will be 
granted only if affirmative and Ratisfactory evidence that the patent 
became obsolete in the year for which the return is made is submitted 
to the Commissioner. The fact that depreciation has not been taken 
in prior years does not entitle the taxpayer to deduct in any taxable 
year a greater amount for depreciation than would otherwisc be 
allowable. 
ART. 208. Depreoiation of drawing8 and models.-Where a taxpayer 

has incurred expenditures in his business for designs, drawings, pat- 
terns, models, or work of an experimental nature calculated to result 
in improvement of his facilities or his product; if the period of use- 
fulnese of any such asset may be estimated from experience with 
reasonable accuracy, it may be the subject of depreciation allowances 
spread over such estimated period of usefulness. The facts must 
be fully shown in the return or prior thereto to the satisfaction of 
the Commissioner. Except for such depreciation allowances no 
deduction shall be made by the taxpayer against any sum so set up as 
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an asset except on the sale or other disposition of such amet at  a loss 
or on proof of a total loss thereof. 
ART. 209. Becordrr of depreoiable property.-In order that the veri- 

fication of depreciation allowances claimed by the taxpayer may be 
facilitated, depreciation should be recorded on the taxpayer's books, 
the amount measuring a reasonable allowance for depreciation either 
being deducted directly from the book value of the assets or prefer- 
ably being credited to a depreciation reserve account, which should 
be reflected in the annual balance sheet. For the same reason the 
allowances should be computed and recorded with express reference 
to specific items, units, or groups of property, each item or unit being 
considered separately or specifically included in a group with others 
to which the same factors apply. Also, 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 at  date of acquisition (as, 
for example, if the property was acquired by gift or transfer in trust 
after December 31, 1920, or through a reorganization or a tax-free 
exchange (see particularly section 113 (a) and articles 591-604)), 
the books should show the data used in ascertaining such basis and 
the adjustments thereto. 

ART. 210. Depreoiation in the cme of farmen.-A reasonable aliow- 
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 for depreciation may also 
be claimed on live stock acquired for work, breeding, or dairy pur- 
poses, unless they are imluded in an inventory used to determine 
profitx in accordance with article 57. Such depreciation should be 
based on the cast or other basis and the estimated life of the live 
stock. I f  such live stock be included in an inventory no depreciation 
thereof will be allowed, as the corresponding reduction in their value 
will be reflected in the inventory. (See also articles 131 and 175.) 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In computlng net Income there shall be allowed an deductions:] 
(1) Depletion.-In the case of mines, oil and gas wells, other natu- 

ral deposits, and tlmber, a reasonable allowance for depletion and 
for depreciation of improvements, according to the peculiar coodltlone 
in enrh carre; such remonable allowance In all cam to be made 
under rules end rcmlatlons to be preacdbed by the (lommisaioner, 
with the approval of the Secretary. In tbe case of leases the deduction 
shall be equitably apportloned between the lessor and lessee. In the 
case of property held by one person for life with remainder to another 
person, the deduction shall be computed as if the life tenant were the 

absolute owner of the property and shall be allowed to the life tenant. 
In the case of property held in trust the allowable deductfon &all be 
apportioned between the income benefldaries and the trustee 10 accord- 
ance with the pertinent provisions of the instrument creating the trust, 
or, in the absence of such provisions, on the basis of the trust income 
allocable to each. (For percentage depletion in case of 011 and gas 
wells, see section 114 (b) (S).) 
(m) Baclis for depreciation and depletion.-The basis upon which de- 

pletlon, exhaustion, wear and tear, and obsolescence are to be allowed 
in respect of asy property shall be as provided in Section 114. 

ART. 221. Depletion of mines, oil and gas wells; depreoiation of im- 
provements.-Section 23 (1) provides that taxpayers shall be allowed 
as a deduction in computing net income in the case of natural de- 
posits a reasonable allowance for depletion of mineral and for de- 
preciation of improvements. See section 114 and articles 241 and 
611 with reference to the basis for computing depreciation and 
depletion. 

The essence of these provisions of the Act is that the owner of 
mineral deposits, whether freehold or leasehold, shall, within the 
limitations prescribed, secure through an aggregate of annual deple- 
tion and depreciation deductions the return of either the cost of his 
property or the value of his property on the basic date plus, in either 
case, subsequent allowable capital additions (see articles 242 and 
243), but not including land values for purposes other than the ex- 
traction of minerals. But see section 114 (b) (3) and article 241. 

Operating owners, lessors, and lessees, whether corporations or 
individuals, are entitled to deduct an allowance for depletion and 
depreciation, but a shareholder in a mining or oil or gas corporation 
is not allowed such deductiom with respect to the property of the 
corporation. But see article 626. 

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

When used in these nrticles (221-257) covering depletion and 
depreciation- 

(a) The term " basic date " means the date as of which property 
is valued for the purpose of determining its basis for depletion, such 
&s the date of discovery or within 30 days thereafter, in the case of 
the discovery of a mine. In  caws in which the basis for depletion 
of property under sections 113 and 114 is neither the cost nor the 
value of the property on any basic date (for example, caaes in which 
'' the basis shall be the same as it would be in the hands of the trans- 
feror "), the term " value of the property on the basic date " and any 

Art. 221 
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equivalent term are to be taken to mean the basis prescribed in 
section 113. 

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

(c) A mineral property” is the mineral deposit, the development 
and plant necessary for its extraction, and so much of the surface 
only as is reasonably expected to be underlaid with the mineral. The 
value of a mineral property is the combined value of its component 
parts. 

(d) A “ mineral deposit ” refers to minerals only, such as the ores 
only in the case of a mine, to the oil only in the case of an oil well, 
and to the gas only in the case of a gas well, and to the oil and gas 
in the case of a well producing both oil and gas. The value of a 
mineral deposit is the value of the mineral property, less the value 
of the plant and equipment, and less the value of the surface of the 
land for purposes other than mineral production. The cost of a 
mineral deposit is that proportion of the total cost of the mineral 
property which the value of the deposit bears to the value of the 
property at  the time of its purchase. 

(e) ‘‘ Minerals ” include ores of the metals, voal, 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, precious stones, 
refractories, rock phosphate, salt, sand, silica, slate, mapstone, soda, 
sulahur, and talc. 

( t )  “ Operating profit ” is the net amount received from the snle 
of minerals before depletion and depreciation are deducted. It ia 
distinct from net income, as defined in section 21. 

(9) “ Depletion or depreciation sustained ” means (except in cases 
where a discovery value has been established, a# to which sea para- 
graph (h) ) depletion or depreciation actually sudained, whether 
legally allowable or not, based on the cost or value aa at the basic 
date, as the case may be. 

( h )  “ Depletion allowance in case of discovery ” : The deduction 
for depletion in case of the discovery of a mine shall not exceed 50 , 

per cent of the net income, computed without allowance for depletion, 
from the property upon which the discovery is made, except that in 
no case shall the depletion allowance be less than it would be if com- 
puted without reference to discovery value. The phrase “ net income 
of the taxpayer (computed without allowance for depletion)” means 
:he gross income from the sale of all mineral products from the 
discovery ore body leas the deductions in respect to the property 
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sold on the property but are manufactured or converted into a 
refined product or nre transported from the property prior to sale, 
then the gross income shall be assumed to be equivalent to the market 
or field price of the oil and gas before conversion or transportation. 
Depreciation, taxes, and such expenses as overhead (which can not 
be directly attributed to any particular property) shall be allocated 
on the basis of the ratio of the number of units produced from the 
property on which depletion is claimed to the total number of unite 
produced from the operating division in which the property is 
located. In  cases where the taxpayer, in addition to producing oil 
and gas, engages in additional activities such ns operating refineries 
and transportation lines, depreciation, taxes, and such expenses 86 

overhead whicli can not be directly attributed to any specific act,ivity, 
shall 1m allocated to the production of oil and gas on the basis of 
the ratio w h i c 4 1  the operating expenses and development expenses 
(if the taxpayer has elected to deduct development expenses) 
directly attributnble to the production of oil and gas bear to the 
taxpayer’s total operating expenses and development expenses. 
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ART. 222. Amount returnable through depletion and depreciation de- 
duotiom in the caae of an operating owner.-In the case of an operating 
owner in fee, the amount remaining in any year returnable through 
depletion and depreciation deductions is (a) the cost or value of 
the property a t  the basic date plus (6) subsequent allowable capital 
additions and minus ( c )  depletion and depreciation sustained, 
whether legally allowable or not, from the basic date to the taxable 
year and minus (d) the cost or value of the land at  the basic data 
for other purposes than mineral production and the residual value 
of other property at the end of operations. The amount returnable 
through depletion is the total capital remaining less the sum recov- 
erable through depreciation. The provisions of this paragraph do 
not apply to the computation of the depletion allowance in the case 
of oil and gas wells when such allowance is based on the income from 
the property. 

ART. 223. Amount returnable through depletion and depnciation de- 
duotiom in the awe of lessee.-(a) I n  the case of a lessee, the amount 
remaining in any year returnable through depletion and deprecia- 
tion deductions is (1) the value as of the basic date of the lessee’s 
equity in the property plus (2) subsequent allowable capital addi- 
tions and minus (3) depletion and depreciation sustained, whether 
legally allowable or not, from the basic date to the taxable year and 
minus (4) the residual value of other property at  the end of opera- 
tions. The amount returnable through depletion is the total capital 
remaining less the sum recoverable through depreciation. The pro- 
visions of this paragraph do not apply to the computation of the 
depletion allowance in the case of oil and gas wells when such 
allowance is baaed on the income from the property. 

(b) The values of the equities of lessor and lessee shall be com- 
puted separately, but, when determined as of the same basic date, 
shall together never exceed the value at  that data of the property in 
fee simple. 

( c )  The value of a lessee’s equity, if acquired prior to March 1, 
1913, is to be taken to mean (1) its cost or (2) the value of his 
interest in the mineral as of that date, whichever is greater. 

(d) The value of a lessee’s equity in a proven mineral property 
acquired on or after March 1,1913, is to be taken to mean its yst. 

(e) The value of a lessee’s equity in a discovery after February 28, 
1913, is the fair market value a t  date of discovery, OF within 80 days 
thereafter, of his equity in the mineral discovered. 

ART. 224. Amount returnable through depletion and depreciation de- 
dnctioncl in the case of lessor.-((a) I n  the case of a lessor, the amount 
remaining in any year returnable through depletion and depreciation 
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deductions is (1) the value of his equity in the property a t  the basic 
date minus (2) depletion and depreciation sustained, whether legally 
allowable or not, from the basic date to the taxable year plus (3) 
subsequent allowable capital additions and minus (4) the value of 
the land a t  the basic date for other purposes than mineral production 
and the residual valuo of other property a t  the end of operations. 
The amount returnable through depletion is the total capital remain- 
ing less the sum recoverable through depreciation. The provisions of 
this paragraph do not apply to the pmputation of the depletion 
allowance in the case of oil and gas wells when such allowance is 
based on the income from the property. 

( 6 )  The values of the equities of lessor and lessee shall be com- 
puted separately, but, when determined as of the same basic date, 
shall together never exceed the value at  that date of the property 
in fee simple. 

( c )  The value of the lessor’s equity in the case of a mineral prop- 
erty not under lease on March 1, 1913, but subsequently leased, is to 
be taken to mean (1) the cost or (2) the en bloc value of the mineral 
in the ground on March 1, 1913, whichever is greater, and will, in the 
absence of satisfactory evidence to the contrary, be presumed not to 
exceed the value as of March 1, 1913, of the royalties to be expected 
under the lease. 

( d )  The value of a lessor’s equity in a mineral property under 
lease March 1, 1913, for the entire operating life of the mineral de- 
posits is to be taken to mean (1) the cost or (2) the value aa of 
March 1, 1913, of the royalties and other payments to  be expected 
under the terms of the lease in effect on that date, whichever is 
greater. 

(e) The value of a lessor’s equity in a mineral property under 
lease March 1, 1918, for a portion of its operating life is to be taken 
to mean (1) the cost or (2) the value as of March 1, 1918, of the 
royalties expected from the mineral to be extracted during the life 
of the existing lease plus the estimated en bloc value of the mineral 
remaining at its expiration, which, in the absence of satisfactory 
evidence to the contrary, will be presumed not to exceed the value as 
of March 1, 1913, of royalties which could have been expeded as  a t  
that date from the remaining mineral. 

( f )  The value of a lessor’s equity in a mineral property when 
acquired on or after March 1, 1913, is to be taken to mean its cost. 
(9) The value of a lessor’s equity in a discovery after Februnry 

28, 1918, is the fair market value a t  the date of discovery, or within 
80 days thereafter, of his equity in the mineral discovered. 

QENERAL PROVISIONS 
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ART. 225. Determination of aost of deposits.-In any case in which a 
depletion or depreciation deduction is computed on the h s i s  of the 
cost or price a t  which any mine, mineral deposit, mineral right, or 
leasehold was acquired, the owner or lessee will be required to show 
that the cost or price a t  which the property was bought was fixed 
for the purpose of a bona fide purchase and sale, by which the prop- 
erty p d  in fact as well as in form t~ an owner other than the 
vendor. No fictitious or intlated cost or price will be permitted to 
form the basis of any calculation of a depletion or depreciation de- 
duction, and in determining whether or not the price or cost a t  which 
any purchase or sale was made represented the actual market value 
of the property sold, due weight will be given to the relationship or 
connection existing between the person selling the property and the 
buyer thereof. 

Am. 226. Determination of fair market value of mineral propertier 
other than oil and gar properties.-((a) Where the fair market value 
of the property a t  a specified date is the basis for depletion and 
depreciation deductions, such value must be determined, subject 
to approval or revision by the Commissioner, by the owner of the 
property in the light of the conditions and circumstances known 
at that date, regardleas of later discoveries or developments in the 
property or subsequent improvements in methods of extraction and 
treatment of the mineral product. The value mught should be that 
established assuming a transfer between a willing seller and a willing 
buyer as of that particular date. The Commissioner will give due 
weight and consideration to  any and all factors and evidence h a ~ n g  
a bearing on the market value, such as cost, actual sales and transfers 
of similar properties, market value of stock or shares, royalties and 
rentals, value fixed by the owner for purpose of the capital stock 
tax, valuation for local or State taxation, partnership accountings, 
records of litigation in which the value of the property ww in ques- 
tion, the amount at which the property may have been inventoried in 
probate court, and, in the absence of better evidence, disinterested 
appraisals by approved methods. Valuations by analytic appraisal 
methods, such as the present value method, are not efititled to great 
weight, (I) if the value of a mineral deposit can be determined upon 
the basis of cost or replacement value, (2) if the knowledge of the 
p r e n c e  of the mineral has not greatly enhanced the value of the 
mineral property, (8) if the removal of the mineral does not mate- 
rially reduce the value of the property from which i t  is taken, or 
(4) if the profits arising from the exploitation of the mineral deposit 
are wholly or in great part due to the manufacturing or marketing 
ability of the taxpRyer or to extrinsic causes other than the possession 
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of the mineral i h l f .  Where the fair market value must be a m r -  
tained as of a certain date, analytic appraisal methods will not be 
used if the fair market value can reasonably be determined by any 
other method. 
(6) To determine the fair market value of a mineral property by 

the present value method, the essential factors must be determined 
for each deposit included in the property. The essential factors are 
(1) the total operating profit, (2) the rate a t  which this profit will 
be obtained, and (3) the rate of interest commensurate with the risk 
for the particular deposit. I n  order to estimate the total operating 
profit i t  is necessary to determine the quantity, quality, and recover- 
able mineral content of the developed, probable, and prospective ore 
reserves in all cases. For mines with a prior operating record the 
‘‘ spread of profit ” per unit of recoverable mineral, or the percent- 
age of net profit, to gross proceeds from mineral production is the 
other factor required in estimatcs of the total expacted profit. For 
mines with no prior operating record the future’ sales price and 
future production cost per unit of mineral must be estimated in 
order to determine the. “ spreiid of profit ” per unit of recoverable 
mineral. In  the application of factors derived from past experience 
full allowance should be made for probable future variations in the 
rate of exhaustion, quality or grade of the mineral, percentage of 
recovery, cost of development, production, and selling price of the 
product marketed during the expected operating life of the inineral 
deposit. 

(c) Mineral deposits for which these factors may not be deter- 
mined with reasonable accuracy from past operating experience may, 
with the approval of the Commissioner, be valued in a similar man- 
ner; but the factors must b deduced from concurrent evidence, such 
as the general type of the deposit, the characteristics of the district 
in which i t  occurs, the habit of the mineral deposits in the property 
itself, the intensity of minerarizntion, the rate at which additional 
mineral has been disclosed by exploitation, the stage of the operating 
life of the property, and any other cvidance tending to establish a 
reasonable estimate of the required factors. 

(d) Mineral deposits of different grades, locations, and probable 
dates of extraction in a mineral property should be valued sephrately. 
The mineral content of u tleposiil shall he determined in accordance 
with article 229. I n  estimnting the average grade of the developtl 
and prospective mineral, account should be taken of probable in- 
creases or decrrases as indicated by the operating history. The 
rate of exhaustion of a mineral deposit should be determined with 
due regard to the limitations imposed by plant capacity, by the 

GENERAL PRQVIBIONS 

Art. 226 % 28 Q-tnr) 

i 



64 INCOMl TAX REGULATIONS 

charactm of the deposit, by the ability to market the mineral prod- 
uct, by labor conditions, and by the operating prcigram in force or 
reasonably to be expected a t  the basic date for future operations. 
The operating life of a mineral deposit is that number of years 
necessary for the exhaustion of both the developed and prospective 
mineral content a t  the rate determined as above. The operating 
cost includes all current expense of producing, preparing, and mar- 
keting the mineral product sold (due consideration being given to 
taxes) exclusive of allowable capital additions as defined in article 
242 and deductions for depreciation and depletion, but including 
cost of repairs. This cost of repairs is not to-be confused with the 
depreciation deduction by which the cost or value of plant and 
equipment is returned to the taxpayer free from tax. I n  general, 
no estimates of these factors will be approved by the Commissioner 
which are not supported by the operating experience of the property 
or which are derived from different and arbitrarily selected periods. 

(e) The number of iinits of mineral recoverable in marketable 
form multiplied by the estimated operat,ing profit per unit gives the 
total expected operating profit. The value of each mineral deposit 
is then the total expected operating profit from that deposit reduced 
to a present value as of the basic date a t  the rate of inkrest com- 
mensurate with the risk for the operating life, and further reduced 
by the value a t  the basic date of the depreciable assets and of the 
capital additions, if any, necessary to realize the profits. The de- 
gree of risk is generally lowest in cases where the fac*torw of valuation 
are fully supported hy the operating record of the mineral property 
prior to the basic (late; relatively higher risks attach to appraisals 
upon any other basis. 

ART. 227. Determination of fair market value of oil and gas proper- 
ties.-(u) Where the fair market value of the property a t  a specified 
date is the basis for depletion and depreciation deductions, such 
value must be determined, subject to approval or revision by the 
Commispioner, by the owner of the property in the light of the con- 
ditions and circumstances known at that date, regardless of later 
discoveries or developments in the property or subsequent improve- 
ments in methods of extraction and treatment of the oil and gas 
product. The value sought should be that established assuming a 
tranpfer between a willing seller and a willing buyer as of that 
particular date. The Commissioner will give due weight and con- 
sideration to any and all factors and evidence having a bearing on 
the market value, such a.9 post, actual sales and transfers of similar 
properties, market value of stock or shares, royalties and rentals, 
value fixed by the owner for purpose of the capital stock tax, valua- 
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Lion for local or State taxation, partnorphip accountings, records of 
litigation in which the value of the property was in question, the 
amount a t  which the property may have been inventoried in probate 
court, and, in the absence of better evidence, disinterested appraisals 
by approved methods. Where the fair market value must be ascer- 
tained as of 4 certain date, analytic appraisal methods, such as the 
present value method, will not be used if the fair market value can 
reasonably be determined by any other method. 
(6) To cletermine.the fair market value of an oil and/or gas prop- 

erty by the present value method, the tpsential factors must be 
determined for each deposit included in Che property. The factors 
are (1) the total quantity of oil and/or gas in brms of the princi- 
pal or customary unit (or units) paid for in the product marketed, 
(2) the quantity of oil and/or gas expected to be recovered during 
each operating period, (3) the average quality or grade of the oil 
and/or gas Feserves, (4) the expected percentage of recovery in each 
process or operation necessary for the preparation of the oil and gas 
for market, (5) the probable operating life of the deposit in years, 
(6) the unit development cost, that is, coat of development exclusive 
of depreciation and depletion, (7) the unit operating cost, that is, 
cost of production exclusive of depreciation and depletion, and (8) 
the rate of interest commensurate with the risk for the particular 
deposit. When the deposit has been sufficiently developed these 
factors may be determined from past operating experience. In  the 
application of factors derived from past experience full allowance 
should be made for probable future variations in the rate of exbzup 
tion, quality or grade of the oil and/or gas, percentage of recovery, 
cost of development, production, interest rate, and selling price of 
the product marketed during the expected operating life of the oil 
and/or gas deposit. 

(c) Oil and gas deposits for which these factors may not be de- 
termined with reasonable accuracy from past operating experience 
may, with the approral of the Commissioner, be valued in a similar 
manner ; but the factors must be deduced from concurrent evidence, 
such as the general type of the deposit, the characaristics of the 
district in which i t  occurs, the habit of the oil and gas deposits in the 
property itself, the rate a t  which additional oil and gas have been 
disclosed by exploitation, the stage of the operating life of the prop- 
erty, and any other evidence tending to establish a reasonable esti- 
mato of the required factors. 

(d) The oil content in the case of oil wells shall be determined in 
accordance with article 280, and the gas cciltent in the case of gas 
wells in accordance with articles 282 and 233. The rate of exhaus- 
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tion of an oil or gas deposit should be determined by the character of 
the deposit, by the ability to market the oil and/or gas, by labor 
conditions, and by the operating program in force or reasonably to be 
expected a t  the basia date for future operations. The operating life 
of an oil and/or gas deposit is that number of years necessary for 
the exhaustion of the deposit a t  the rate determined by the actual 
or estimated rate of decline. The development cost includes ex- 
penditures for drilling wells to maintain or increase production 
or to develop additional unproven areas, and the cost of improve- 
ments necesaary to the development of the property, such as roads, 
warehouses, water lines, otc. The operating cost includes all current 
expenditures for producing, preparing, and marketing the oil and/or 
gas produced, such as pumping oil wells, repairs of oil or gas wells, 
cleaning sanded wells, redrilling old wells, labor and supplies for 
collecting oil, repairs to separators, pumps, and collecting lines, re- 
pairs to buildings and structures, repairs to field tools, equipment, 
fixtures and machinery, superintendence, other field expenditures, 
overhead, etc. (due consideration being given to taxes), exclusive 
of allowable capital additions as defined in article 243 and deductions ’ 

for depreciation and depletion. The cost of repairs is not to be 
confused with the depreciation deduction by which the cost or value 
of plant and equipment is returnable to the taxpayer free from tax. 
I n  general, no estimates of these factors will be approved by the 
Commissioner which are sot supported by the operating experience 
of the property or which are derived from different and arbitrarily 
selectd periods. 

( 8 )  The number of units of oil and/or gas recoverable in market- 
able form multiplied by the differenabetween the solling price and 
the operating cost per unit gives the total expected operating profit. 
The value of each oil or gas deposit is then the total expected operat- 
ing profit from that deposit reduced to a present value as of the basic 
date a t  the rate of interest commensurate with the risk for the oper- 
ating life, and further reduced by the value at  the basic date of the 
depreciable assets and of the capital additions, if any, necessary to 
realize the profite. The degree of risk is generally lowest in casea 
where the ’factors of valuation are fully supported by the operating 
record of the oil and/or gas property prior to the basic date; rela- 
tively bigher risks attach to appraisals upon any other basis. 
ART. 228. Revaluation of mineral deposit8 not allowed.-No revalua- 

tion oi a property whose value as of the basic date has been deter- 
mined and approved will be made or allowed during the continu- 
ance of the ownership under which the value was so determined and 
approved, except in the case of a subsequent discovery as defined in 

- 
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article 240, or of misrepresentation or fraud or gross error as to any 
facts determinable on the basic date. Revaluation on account of mis- 
representation or fraud or such gross error will be made only with 
the written approval of the Commissioner. The value as of the basic 
date should, however, be corrected when a virtual ‘change of owner- 
ship of part of the propcrty results as the outcome of litigation, and 
should be redistributed- 

(a) When a revision of the number of units of mineral in the 
property has been made in accordance with article 229, 230, or 2-82, 
and 

(a) In case of the d e  of a part of the property, between the part 
sold and the part retained. 
Am. 229. Determination of mineral oontents of mine.-Every tax- 

payer claiming a deduction for depletion of mines for a given year 
will be required to estimate or determine with respect to each sep- 
arate property the total units (tons, pounds, ounces, or other meas- 
nre) of mineral products reasonably known, or on good evidence 
believed, to have existed in the ground on the basic date, according to 
the method current in the industry and in the light of the most 
accurate and reliable information obtainable. In  the selection of a 
unit of ,estimate, preference shall be given to the principal unit (or 
units) paid for in the product marketed. The estimate of the recov- 
erable units of the mineral products in the property for the purposes 
of valuation and depletion shall include as to both quantity and 
grade- 

(a) The ores and minerals ‘( in sight,” “blocked out,” (( developed,” 
or “ assured,” in the usual or conventional meaning of these terms in 
respect to the type of the deposit, -and 

( 6 )  “ Probable” or “prospective” o m  and minerals (in the 
corresponding sense), that is, ores and minerals that are believed 
to exist on the basis of good evidence although not actually known 
to occur on the bnsis af existing development; but “ probable ” or 
‘‘ prospective ” oreR and minerals may be estimated, for purposes of 
this valuation, (1) as to quanti6y, only in case they are extensions 
of known deposits or are new bodies or masses whose existence is 
indicnted by geological or other evidence to a high degree of prob- 
ability, and (2) as to grade, only as accords with the best indications 
available as to richness. 

When information subsequently obtained clearly shows the &i- 
mate to have been materially erroneous, it may be revised with the 
approval of the Commissioner. 

ART. 230. Determination of quantity of oil in ground. -In the case of 
either an owner or lvssee i t  will be required chat an estimate, subject 
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to the approval of the Commissioner, shall be made of the probable 
recoverable oil contained in the territory with respect to which the 
investment is made as of the basic date. The oil reserves must be 
estimated for all undeveloped proven land as well as producing 
land. When information subsequently obtained clearly shows the 
eotimate to have been materially erroneous, i t  may be revised with 
the approval of the Commissioner. 
ART. 231. Computation of deduction for depletion of mineral depor- 

ib.- ( a )  Depletion is allowable “ according to the peculiar conditions 
in each case.” When the depletion actually sustained, whether legally 
allowable or not, from the basic date equals the cost or value on the 
basic date plus ‘subsequent allowable capital additions, no further 
deduction for depletion will be allowed except when the deduction is 
based upon discovery value or upon the income from the property. 
(See articles 222-224,241, and 242.) 

(a) When the value of the property at the basic date has been 
determined and the allowance is based upon such value, depletion 
sustained for the taxable year shall be computed by dividing the 
value remaining for depletion as of the beginning of the taxable year 
by the number of unita of mineral to which this value is applicable, 
and by multiplying the unit value for depletion, so determined, by 
the number of unita sold within the taxable year. Such depletion 
deduction is subject, however, to the limitation in article 221 (A). 
In the selection of a unit for depletion preference shall be given to the 
principal or customary unit or units paid for in the product sold. 
ART. 232. Computation of deduction for depletion of gar well0 not 

baaed on the income from the property.-On account of the peculiar 
conditions surrounding the production of natural gas it will be neces- 
sary to compute the depletion allowance for gas properties, when not 
baeed on the income from the respective properties, by methods 
mitable to the particular cases and acceptable to the Commis- 
sioner. Such depletion allowance in the case of natural gas prop- 
erties may, when actual production is not known, be computed 
on the basis of decline in closed or rock pressure, taking into account 
the effects of water encroachment and any other modifying factors. 
The gas producer will be expected to compute the depletion as accu- 
rately as possible and submit with his return a description of the 
method by which the computation was made. The following for- 
mula, in which the units of gas are pounds per square inch of closed 
pressure, is recommended : The quotient of the capital account re- 
coverable through depletion allowances to the end of the taxable 
year divided by the sum of the pressures a t  the beginning of the year 
plus the sum of initial pressures of new wells and less the sum of 
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the pressures a t  the time of expected abandonment (which quotient 
is the unit cost) multiplied by the sum of the pressures a t  the begin- 
ning of the taxable year plus the sum of the initial pressures of new 
wells and less the sum of the pressures a t  the end of the tax year 
equals the depletion sustained for the taxable year.. If,  hotever, the 
deduction is computed on the basis of the income from the property 
under section 114 (b) (3), see article 241. 

ART. 233. aaS well prersurk reaordr to  be kept.-Beginning with 1919 
closed pressure readings of representative wells, if not of all wells, 
must be carefully made and kept. I n  order to standardize pressure 
readings the well should remain closed until the pressure does not 
build up more than 1 per cent of the total pressure in 10 minutes. 
Ordinarily 24 hours will suffice for this purpose, but some wells will 
need to remain closed for a longer period. I f  there is any water in 
the well it should be blown or pumped off before the well is closed. 
A closed pressure reading of a gas well which has been producing, 
or is near gas wells that have been producing, is lower than t,he 
actual pressure of tho gas in the reservoir by an amount depending 
on the well’R location with reference to other producing wells and 
the length of tinlo it has been closed in. It is necessary to record 
the length of time the well has been closed and to show how the 
pressure built up during this period. Successive readings will indi- 
cate the point at which the pressure becomes approximately station- 
ary; that is, the point at which the closed pressure approaches as 
nearly as possible the maximum pressure which would be shown 
if all wells in the pool were closed for several months. The length 
of time required varies with the character of the Band, position of 
the packer, the location of the well with reference to other wells, the 
limits of the pool, and other factors. The depth of the well, diameter 
of tubing, and line pressuke when the well waa shut off should be 
noted. Since readings at the exact end of the taxable year will 
ordinarily not be available, the pressure of that date may be obtained 
by interpolation or extrapolation. In  certain cases readings taken 
regularly in September or some other month may be applicable to 
the end of the taxable year. As a general rule September closed 
pressure readinp furnish the best indication of depletion, and it is 
recommended that mch readings be made with regularity and care. 
Where interpolahd or extrapolated readings are used, the data from 
which they are obtained should be given. Qauges should be of appro- 
priate capacity and should be frequently tested. A record should be 
kept of the number of gauges, date each was tested, names of men 
testing, and other significant details. 

Art. 238, 
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k. 234. Computation of depletion allowanoe where quantity of oil or 
gas  uncertain.-If by reason of the youth of the field, the xwtricted 
production, or for any other cause, it i s  not possible to determine with 
any degree of certainty the quantity of oil or gas in a property, 
the deduction for depletion shall be based upon the income from the 
P'Ope*Y. 
ART. 235. Computation of depletion allowanoe not bared on the inoome 

from the property in  the oese of oombined holdings of oil and ges web- 
The 1.ecoverable oil belonging to the taxpayer shall be estimated for 
mch property separately. The unit value of the recoverable oil 
and/or gas for each property is the quotient obtained by dividing 
the amount returnable through depletion for each property by the 
estimated number of units of recoverable oil and/or gas on that 
property. This unit for each separate property multiplied by the 
number of units of oil and/or gas produced by the taxpayer upon 
such property and sold within the year will determine the amount 
which may be deducted for depletion from the gross income of that 
year for that property. The total allowance for depletion of all the 
oil and/or gas properties of the taxpayer will be the sum of the 
amounts computed for each property separately. However, in the 
case of gas properties the depletion sustained for each pool may be 
computed by using the total amount returnable through depletion 
of all the tracts of gae land owned by the taxpayer in the pool. The 
total allowance for depletion in the gas properties of the taxpayer 
will be the sum of the amounts computed for each pool. If, however, 
the deduction is computed on the basis of the income from the prop- 
erty under section 114 (b) (a),  sea article 241. 

ART. 236. Depletion-Adjustment8 of aooonnts bered on bonus or ad- 
vanoed royalty.-(a) Where a lessor receives a bonus in addition to 
royalties, there shall be allowed as a depletion deduction in resped 
of the bonus an amount equal to that proportion of the cost or value 
of the property on the basic data which the amount of the bonus 
bears to the sum of the bonus and the royalties expected to be re- 
ceived. Such allowance shall be deducted from the amount remain- 
ing to be recovered by the lessor through depletion, and the re- 
mainder is recoverable through depletion deductions on the basis of 
royalties thereafter receivsd. 

(b) Where the owner has leased a mineral property for a term 
of years with a requirement in the lease that the lessee shall extract 
and pay fQr, annually, a specified number of tons, or other agreed 
units of memement ,  of such mineral, or shall pay, annually, a 
specified sum of money which shall be applied in payment of the 
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purchase price or royalty per unit of such mineral whenever the 
same shall thereafter be extracted and removed from the leaeed 
premises, the value in the ground to the lewor, for purposes of de- 
pletion, of the number of units so paid for in advance of extraction 
will constitute an allowable deduction from the gross income of the 
year in which such payment or payments shall be made; but no 
deduction for depletion by the lessor shall be claimed or allowed in 
any subsequent year on account of the oxtraction or removal in such 
year of any mineral so paid for in advance and for which deduction 
has once been made. 

( c )  I f  for any reason m y  such mineral lease expires or terminates 
or is abandoned before the mineral which has been paid for in ad- 
vance has been extracted and removed, the lessor shall adjust his 
capital account by restoring thereto the depletion deductions made 
in prior years on account of royalties on mineral paid for but not 
removed, and a corresponding amount must bo returned as income 
for the year in which the lease expires, terminates, or is abandoned. 

(d) I n  lieu of the treatment provided for in the above paragrqhs 
the lessor of oil and gas wells may take as a depletion deduction in 
respect of any bonus, royalties, and other income from the property 
for the taxable year 27% per cent of the amount thereof, but the 
deduction shall not exceed 60 per cent of the net income (computed 
without allowance for depletion) from the property. 
ART. 287. Depletion and depreoiation aooounta on book#.-Every tax- 

payer claiming and making a deduction for depletion and depre- 
ciation of mineral property shall keep accurate accounts in which 
shall be charged the cost or the fair market value as of the basic 
date, as the case may be, of the mineral deposit and of the plant and 
equipment, together with subsequent allowable capital addjtions to 
each account. 

When the plan or method of depletion and depreciation accounting 
adopted by the taxpayer has once been approved by the Commis- 
sioner, it can not be changed by the taxpayer without the consent of 
the Commissioner. These accounts shall thereafter be credited annu- 
ally with the amounts of the depletion and depreciation sustained ; 
or the amounts of the depletion and depreciation sustained shall be 
credited to depletion and depreciation reserve accounts, to che end 
that when the sum of the credits for depletion and depreciation equals 
the value or cost of the property, plus subsequent allowable capital 
additions, no further deductions for depletion and depreciation with 
respect to the property shall be allowed. See, however, seotion 
114 (b) (3) and article 241 as to oil and gas wells. 

GENERAL PR€IVISIONS 

Art. 237 
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ART. 238. Statement to be attsohed to return when depletion or depre- 
uiation of mineral property is o1aimed.-(a) To  the return of every 
taxpayer claiming a deduction for depletion or depreciation there 
shall be attached a statement setting forth with respect to each min- 
eral property : (1) Whether taxpayer is a fee owner, lessor, or lessee; 
(2) the date of acquisition and, if under lease, the exact terms and 
date of expiration of the lease; (3) the cost of the property, stating 
the amount paid to each vendor, with his name and address; (4) the 
baqic date at which the property is valued; (5) the value of the 
property on the basic date with a statement of the precise method by 
which i t  was determined; (6) the value of the surface of the land for 
purposes other than mineral production; (7) the estimated number 
of units of mineral a t  the basic date with an explanation of the 
method used in the estimation, and an average analysis which will 
indicate the quality of the mineral valued; (8) the number of units 
sold during the year for which the return is made; (9) the gross and 
net  income derived from the sale of mineral and in case of discovery 
of a mine the net income from the property upon which the discovery 
was made; (10) the amounts deducted for depletion; (11) the 
amounts sustained on account of depletion or on account of depr xia- 
tion stated separately from the basic date to the taxable year; and 
(12) any other data which will be helpful in determining the reason- 
ableness of a deduction based upon cost or value as of the basic date. 

(5) To the return of every taxpayer claiming a deduction for 
depletion in respect of (1) property in which he owns a fractional 
interest only, or (2) a leasehold, or (3) property subject to lease, 
there shall ale0 be attached a statement setting forth the name and 
address and the precimnature of the holding of each person inter- 
ested in the property, and every lessor shall attach to his return an 
affidavit stating, as of the date of filing the return, whether the lesse 
involved is still in effect during the year covered by the return, and, 
if not still in effect, when it was terminated and for what reaeon, and 
whether the lessor has repossessed the property. 

( 0 )  All statements required to be furnished in connection with the 
returns of taxpayers claiming depletion or depreciation must be 
under oath and may be included in a single addavit. 

ART. 239. Additional statement to be attsohed to return where deple- 
tion of oil or gaa is o1aimed.-To each return made by a p m n  owning 
or operating oil or gas properties there should be attached a state- 
ment showing for each property the following information, which 
may be given in the form of a table, if desired, by taxpayers owning 
more than one property: 

73 
( a )  The cost or fair market value of the property (exclusive of 

machinery, equipment, etc., and the surface rights) as of the basic 
date ; 

(b)  How the fair market value as of the basic date was ascer- 
tained ; 

( c )  The estimated qunntity of oil and/or gas in the property at  
the time of its purchase or when its value was determined; 

(d) The name and address of $he person making the estimate and 
the manner in which this estimate was made, including a summary 
of the calculations ; 

(e) The amount of capital applicable to each unit (this being 
found by dividing the cost or value, as the case may be, by the esti- 
mated number of units of oil and/or gas in the property as of the 
basic date) ; 

( f )  The quantity of oil and/or gas sold during the year for 
which the return is made (in the case of new properties it is desir- 
able that this information be furnished by months) ; 
(9) The number of acres of producing and proven oil and/or gas 

land ; 
(h) The number of wells producing at the beginning and end of 

the taxable year ; 
( i )  The date of completion of wells finished during the taxable 

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

taxable year ; 
(k) A property map showing the location of the property and of 

the producing and abandoned wells, dry holes, and proven oil and 
gas lands ; 
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(2) The average gravity of the oil produced on the tract; 
(m)  The number of pay sands and average thickness of each pay 

sand or zone on the property ; 
(11) The average depth to the top of each of the different pay 

sands; 
( 0 )  Any data regarding change in operating conditions, such as 

flooding, use of compressed air, vacuum, shooting, etc., which have a 
direct effect on the production of the property; 

(p) The monthly or annunl production of individual wells and the 
initial daily production of new wells; 

( 9 )  For the first year in which the above information is filed 
for a property which was producing prior to the taxable year cov- 
ered by the above statement the following information must be 
furnished : Annual production of the tract or of the individual wells, 
if the latter information is avc~ilsble, from the beginning of its 

Art. 239 
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productivity to the beginning of the taxable year for which the 
return was filed ; the average number of wells producing during each 
year; and the initial daily production of each well; and 

( T )  Any other data which will be helpful in determining the 
reasonableness of a depletion deduction based upon cost or value as 
of the basic date. 

When a taxpayer has filed adequate maps with the Commimioner 
he may be relieved of filing further maps of the same properties, 
provided all additional information necessary for keeping the maps 
up to date is filed each year. This includes records of dry holes, 
as well as producing wells, together with logs, depth and thickness 
of sands, location of new wells, etc. By “prodiiction” is meant 
the net production of oil or gas belonging to the taxpayer. I n  those 
leases where no account is kept of the oil or gas used for fuel, the 
production will necessarily be that remaining after the fuel used in 
the property has been taken out. In  cases of this kind an estimate of 
the fuel used from each tract should be given for each year. 

Where the allowance for depletion is based on the income from 
the property under section 114 (b) (3), the information required 
under the foregoing provisions of this article need not be furnished, 
except where i t  is necessary to determine gain or loss from the sale 
or other disposition of the property during the taxable year. For 
the purpose of computing the allowance for depletion upon the basis 
of the income derived from the property, there shall be submitted 
with the return a statement clearly showing the production, gross 
income, and net income (computed without allowance for depletion) 
from the property in respect of which the allowance for depletion is 
claimed, and explaining in detail the computation of such gross 
income and net income. (See article 221 ( i ) . )  

ART. 240. Disaovery of mines.-(@) To entitle a taxpayer to a valua- 
tion of his property, for the purpose of depletion allowances, by 
reason of the discovery of a mine or minerals (other than oil or gas), 
i t  must appear that the mine or minerals were not acquired aa the 
result of the purchase of a proven tract or lease; also, the discovery 
must be made by the taxpayer after February 28, 1013, and must 
result in the fair market value of the property becoming dispro- 
portionate to the cost. The fair market value of the property will 
be deemed to have become disproportionate to the cost when the 
newly discovered minerals are of such quantity and of such quality 
as to ifford a reasonable expectation of return to the taxpayer of an 
amount materially in excess of the capital expended in making such 
discovery plus the cost of future development, equipment, and 
exploitation. 

Art. 240 B 23 O)-(m) 
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(6) A mine or minerals may be said to be discovered when (1) 

there is found a natural deposit of mineral, or (2) there is disclosed 
by drilling or exploration conducted above or below ground a mineral 
deposit not previously known to exist and so improbable that it had 
not been, and could not have been, included in any previous valua- 
tion for the purpose of depletion, and which in either case exists 
in quantity and grades sufficient to justify commercial exploitation. 

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

( d )  Discoveries include minepals in commercial quantities con- 
tained within a vein or deposit discovered in an existing mine or 
mining tract by the taxpayer after February 28, 1913, but such 
vein or deposit must not be merely the uninterrupted extension of a 
continuing commercial vein or deposit already known to exist, and 
the newly discovered minerals must be of sufficient value and quan- 
tity that they could be separately mined and marketed at  a profit. 

(e) The value of property claimed as the result of a discovery 
must be the fair market value, as defined in article 226, based on 
what is evident within 30 days after the commercially valuable 
character and extent of the discovered deposits of ore or mineral 
have with reasonable certainty been established, determined, or 
proved. 

( f )  After a bona fide discovery the taxpayer shall adjust his 
capital and depletion accounts in, accordance with articles 226, 229, 
and 231, and shall submit such evidence as to establish his right to 
a repaluation covering the conditions and circumstances of the dis- 
covery and the size, character, and location of the discovered de- 
posit of mineral, the value of the property at  the prior basic data, 
the cost of discovery, and its development, equipment, and exploita- 
tion, its value and the particular method used in the determination. 

ART. 241. Depletion in the aaae of oil and gas wel1r.-Under section 
114 (b) (3),  in the case of oil and gas wells, a taxpayer may deduct 
for depletion an amount equal to 27% per cent of the gross income 

Art. 241 0 28 Q-m) 
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from the property during the taxable year, but such deduction shall 
not exceed M) per cent of the net income of the taxpayer (computed 
without allowance for depletion) from the property. (See article 
221 (i).) In  no case shall the deduction computed under this para- 
graph be less than i t  would be if computed upon the basis of the 
cost of the property or its value at  the basic date, as the case may be. 
In  generd, bb the property,” as the term is used in section 114 (b) (3) 
and this article, refers to the separate tracts or leases of the taxpayer. 

Am. 242. Ailowable capital additions in case of mines.-(a) All ex- 
penditures in excess of net receipts from minerals sold shall be 
charged to capital account recoverable through depletion while the 
mine is in the development stage. The mine will be considered to 
have passed from a development to a producing status when the 
major portion of the mineral production is obtained from workings 
other than those opened for the purpose of development, or when the 
principal activity af the mine becomes the production of developed 
ore rather than the development of additional ores for mining. 

(a) Expenditures for plant and equipment, not including expendi- 
tures for maintenance and for ordinary and necessary repairs, shall 
be charged to capital account recoverable through depreciation. 
(See articles 282 and 323.) 
ART. 243. Charger to capital and to expenae in the  08116 of oil and gru 

wells.-Such incidental expenses as are paid for wages, fuel, repairs, 
hauling, etc., in connection with the exploration of the property, 
drilling of wells, building of pipe lines, and development of .the 
property may at  the option of the taxpayer be deducted as a de- 
velopment expense or charged to capital account returnable through 
depletion. I f  in exercising this option the taxpayer charges these 
incidental expenses to capital account, in so far as such expense is 
represented by physical property it may be taken into account in 
determining a reasonable allowance for depreciation. The cost of 
drilling nonproductive wells may at  the option of the operator be 
deducted from gross income as a development expense or charged to 
capital account returnable through depletion and depreciation as in 
the case of productive wells. An election once made under this 
option will control the taxpayer’s returns for all subsequent years. 
Where deductions for depreciation or depletion have either on the 
books of the taxpayer or in his returns of net income been included 
in the past in expense or other accounts, rather than specifically as 
depreciation or depletion, or where capital expenditures have been 
charged to expense in lieu of depreciation or depletion, a statement 
indicating the extent to which this practice ha9 been carried should 
accompany the return. 

Art. 248 Q 28 O-(m) 
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ART. 244. Depreciation in the case of mines.-(a) The Act provides 

that deductions for drprcrintion of improvements “ according to the 
peculiar conditions in cacli Case” may be taken by a taxpayer owning 
or leasing mining property. This is deemed to include exhaustion 
and wear and tear of the property used in mining of deposits, includ- 
ing a reasonable nl lowr~~i~e for obsolescence. (See articles 201-210.) 
(6) It shall be optional with the taxpayer, subject to the approval 

of the Commissioner, (1) whethw the cost or the value of the plant 
and equipment on the basic date plus allowable capital additions but 
minus estimated salvage value shall be recovered a t  a rate established 
by current exliaustion of mineral, or (2) whether the cost or value of 
the plant and equipment on the basic date plus allowable capital 
additions but ininus estimated salvage value shall be recovered by 
reasonable charges for depreciation (see article 201) at  a rate deter- 
mined by the physical life or the economic life of such plant and 
equipment, or, according to the peculiar conditions of the case, by a 
method satisfactory to the Commissioner. 

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

(d) The estimated economic life of a plant or unit thereof is the 
estimated time during which the plant or unit may be utilized effec- 
tively and economically for its idtended purposes and may be limited 
by the life of the property or of that portion of the mineral depods 
which i t  serves but can never exceed the physical life. 

(e) Any difference between the salvage value of plant and equip 
ment and the depreciated value remaining a t  the termination of min- 
ing operations shall be returned as profit or loss in the year in which 
it is realized. 

( f )  Nothing in these regulations shall be interpreted as meaning 
(1) that the cost or the value of a mining plant and equipment 
on the basic date may be reduced by depreciation deductions to a 
sum below the value of the salvage when the property shall have 
become obsolete or shall have been abandoned for the purpose of 
mining, or (2) that proper deductions for depreciation on account 
of obsolescence and decay shall not be made during periods when 
the mine is idle or is producing a t  a rate below its normal capacity. 
In  estimating the salvage value of the equipment a t  the end of ita 
estimated economic life due consideration may be given to ib special- 

Art. 244 
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ized character and the cost of dismounting and dismantling and 
transporting i t  to market. 

( 9 )  Nothing in these regulations F' .11 be interpretad to permit 
expenditures charged to expense in an. taxable year or nny part of 
the value of land for purposes other trtan mining to be recovered 
through depletion or depreciation. 

ART. 245. Depreciation of improvementr in the awe of oil and g a s  
wells.-Both owners awl lessees operating oil and/or gas properties 
will, in Rddition to and apart from the deduction allowable for deple- 
tion as hereinbefore provided, be permitted to deduct a reasonable 
allowance for depreciation of physical property, such as machinery, 
tools, equipment, pipes, etc., so far as not in conflict with the option 
exercised by the taxpayer under article 243. The amount deductible 
on this account shall be such an amount based upon its cost or other 
basis equitably distributed over its useful life as will bring such prop- 
erty to its true salvage value when no longer useful for the pur- 
pose for which such property was acquired. Accordingly, where it 
can be shown to the satisfaction of the Commissioner that the reason- 
able expeckation of the economic life of the oil or gas deposit with 
which the property is connected is shorter than the normal useful 
life of the physical property, the amount annually deductible for 
depreciation on such property may be based upon the length of life 
of the deposit. 

ART. 246. Depletion and depreciation of oil and gar well8 in yeam 
before 1916.-If upon examination it is found that in respect of the 
entire drilling cost of wells, including physical property and inci- 
dental expenses, between March 1, 1913, and December 31, 1915, a 
taxpayer has been allowed a reasonable deduction sufficient to pro- 
vide for the elements of exhaustion, wear and tear, and depletion, 
it will not be necessary to reopen the returns for years prior to 1916 
in order to show separately in these years the portions of such deduc- 
tion representing depletion and depreciation, respectively. Such 
separation will he required to be made of the reserves for depreciation 
at  January 1, 1916, and proper allocation between depreciation and 
depletion must be maintained after that date. 

ART. 247. Depletion of timber.-A reasonable deduction from gross 
income for the depletion of timber and for the depreciation of 
improvements is permitted. based upon the cost or other basis pre- 
scribed in section 113. The essence of this provision is that the 
owner'of timber property, whether it be a leasehold or a freehold, 
shall secure through an aggreete  of annual depletion and deprecia- 
tion deductions a return of the capital invested by him in the prop- 

(See articles 201-210.) 
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erty or an amount equal to its fair market value aa of the basic date 
plus in any case subsequent allowable capital additions and minus 
cut-over land values. 

ART. 248. Capital reaoverable through depletion allowanae in the oam 
of timber.-In general, the capital remaining in any year recoverable 
through depletion allowances may be determined as indicated in 
articles 222-224. In  the case of leases the apportionment of deduc- 
tions between the lessor and lessee will be made as specified in articles 
228 and 224. The cost of timber properties shall be determined in 
accordance with the principles indicated in article 225. For method 
of determining fair market value and quantity of timber, see articles 
254-256. For depletion purposes the cost of the timber shall not 
include any part of the cost of the land. 

ART. 249. Computation of allowanae for depletion of timber for given 
year.-The allowance for depletion of timber in any taxable year 
shall be based upon the number of units of timber felled during the 
yea; and the unit value of the timber in the timber account or ac- 
counte pertaining to the timber cut. The unit value of the timber 
for a given timber account in a given year shall be the quotient 
obtained by dividing (a) the cost or the fair market value as of 
the basic date of the timber on hand at the beginning of the year 
plus the cost of the number of units acquired during the year plum 
proper additions to capital (gee article 251) by ( 6 )  the total number 
of unite of timber on hand in the given account at the beginning of 
the year plus the number of units acquired during the year plus (or 
minus) the number of units required to be added (or deducted) by 
way of correcting the estimate of the number of units remaining 
available in the account. The amount of the deduction for deple- 
tion in any taxable year with respect to a given timber account shall 
be the product of the number of units of timber cut from the given 
account during the year multiplied by the unit value of the timber 
for the given account for the year. Those taxpayers who keep 
their accounts on a monthly basis may, at their option, keep their 
depletion accounts on a monthly basis, in which case the amount 
deductible on account of depletion for a given month will be deter- 
minod ,in the manner outlined above for a given year. The total 
amount of the deduction for depletion in any taxable year shall be 
the sum of the amounts deductible for the several timber accounts, 
For description of timber accounts, see articles 256 and 257. 

The depletion of timber takes place at the time the timber is felled, 
Since, however, i t  ,is not ordinarily practicable to determine the 
quantity of timber immediately after felling, depletion for purpow 
of accounting will be treated as taking place a t  the time when, i n  

Art. 249 B 23 (l)-lm) 
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the process of exploitation, tha quantity of timber is first definitely 
determined. 
ART. 250. hvaluaticn of timber not allowed.-In the cam of timber 

purchased prior to March 1, 1913, the fair market value as of that 
date or the cost, whichever is greater, shall, when determined and 
approved by the Commissioner, be the basis for determining the 
depletion deduction for each year during the continuance of the 
ownership under which the fair market value of the timber was 
fixed, and during such ownership there shall be no redetermination 
of the fair market value of the timber for such purpose, except in 
the case of misrepresentation, fraud, or gross error as to any facts 
determinable on the date of valuation. Revaluation on account of 
misrepresentation, fraud, or gross error will be made only with the 
written approval of the Commissioner. However, the unit market 
(or cost) value of the timber will subsequently be changed if from 
any cause such unit market (or cost) value, if continued as a basis 
of depletion, shall upon evidence satisfactory to the Commissioner 
be found inadequate or excessive for the extinguishment of the cost 
or fnir market value as of March 1,1913, of the timber. 

Am. 281.' Charges to  capital and to expenses in the cme of timber,-- 
I n  the case of a timber property held for future operation by an 
owner having no substantial income from the property or from other 
sources, all expenditures for administration, protection, and other 
carrying charges prior to production on a normal basis shall be 
charged to capital account; after such a property is on a normal 
production basis such expenditures shall be treated as current oper- 
ating expenses. I n  case a taxpayer, who has a substantial income 
from other sources, owns a timber property which is not yet on a 
normal production basis he may charge such expenditures with 
respect to such timber property to capital or treat them as current 
operating expenses, but whichever system is adopted must be fol- 
lowed until permission to change to the other system is secured 
from the Commissioner. I n  the case of timber operations all ex- 
penditures for plants, improvements, and equipment shall be charged 
to capital account for purposes of depreciation. 
ART. 252. Depredation of improvements in the o m  of timber.-The 

cost or value as of the basic date, RS the case niay be, of dcvclopnient 
not represented by physical property having an inventory value 
shall be recoverable through depreciation. It shnll be optional with 
tho taxpayer, subject to the approvtil of the Coinmissioner- 

( a )  Whether the cost or value, as the case niay be, of the property 
subject to depreciation shall be recovered at II rate established by 
current exhaustion of stumpage, or 

See T. D. 4320, p. 3G3. 
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(6) Whether the cost or value shall be recovered by appropriate 
charges for depreciation calculated by the usual rules for deprecia- 
tion or according to the peculiar conditions of the taxpayer's case 
by a method satisfactory to the Commissioner. 

I n  no case may charges for depreciation be based on a rate which 
. will extinguish the cost or value of the property prior to tile ter- 
mination of its useful iife. Nothing in these regulations shall be 
interpreted to mean that the value of a timber plant and equip- 
ment may be reduced by depreciation deductions to a sum below 
the value of the salvage when the plant and equipment shall have 
become obsolete or worn out or shall have been abandoned, or that 
any part of the value of cut-over land may be recoverable through 
depreciation. 

ART. 258. Information to be fnrninhed by taxpayer claiming depletion 
of timber.-To the incomn tax return of the taxpayer claiming a de- 
duction for depletion or depreciation or both there shall be attached 
a map and statement (Form T-Timber) for the taxable year covered 
by the income tax return. Form T-Timber requires the following: 

( a )  Map showing timber and land acquired, timber cut, and tim- 
ber and land sold; 

(6) Description of, cost of, snd terms of purchase or lease of, 
timber and land acquired ; 

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

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

sale, cutting, reestimate, or loas; 
(9) Changes in physical property accounts as the result of addi- 

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

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

reasonableness of the depletion andjor depreciation deductions 
claimed in the return. 

Similar information is required for certain years prior to the 1919 
taxable year from those taxpayers who have not already furnished 
it. The specific nature of the information required for the earlier 
years is given in detail in Form T-Gteneral forest industries ques- 
tionnaire for the years prior to 1919. 

if any, is made ; 

Art. 268 1 5 23 (1)-(m) 
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ART. 254. Determination of fair market value of timber.-Where the 
fair market value of the property at  a specified date is the basis for 
depletion and depreciation deductions, such value shall be deter- 
mined, subject to approval or revision by the Commissioner upon 
audit, by the owner of the property in the light of the most reliable 
and accurate information available with reference to the condition‘ 
of the property as it existed a t  that date, regardless of all subsequent 
changes, such as  changes in surrounding circumstances, in methods 
of exploitation, in degree of utilization, eto. The value sought will 
be the selling price, assuming a transfer between a willing seller and 
a willing buyer as of the particular date. Such factors as the fol- 
lowing will be given due consideration: 

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

( b )  The quantity of timber per acre, the total quantity under 
consideration, and the location of the timber in question with ref- 
erence to other timber; 

( c )  Accessibility of the timber (location with reference to dis- 
tance from a common carrier, the topography and other feiitiires 
of the ground upon which the timber stands and over which it 
must be transported in process of exploitation, the probable cost of 
exploitation, and the climate and the state of industrial devrlopment 
of the locality); and 

(d) The freight rates by common carrier to important markets. 
The timber in each particular CRW will be valued on its own merits 

and not on the basis of general averages for regions; however, the 
value placed upon it, taking into consideration such factom as those 
mentioned above, will be consistent with that of the other timber in 
the region. The Commissioner will give due weight and considera- 
tion to any and all facts and evidence having a bearing on the 
market value, such as cost, actual sales and transfers of similar 
properties, the margin between the cost of production and the price 
realized for timber products, market value of stock or shams, royal- 
ties and rentals, value fixed by the owner for the purpose of the 
capital stock tax, valuation for local or State taxation, partnership 
accountings, record8 of litigation in which the value of the property 
hns been involved, the amount a t  which the property may have been 
inventoried and/or appraised in probate or similar proceedings, 
disinterested appraisals by approved methods, and other factow. 
Frir depletion purposes the fair market value a t  a specified date 
shall not include any part of the value of the land. 

ART. 255. Determination of quantiw of timber.-Each taxpayer 
claiming or expecting to claim a deduction for depletion is required to 

Art. 266 
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estimate with respect to each separate timbe account the total 
units (feet board-measure, log scale, cords, or other units) of timber 
reasonably known, or on good evidence believed, to have existed on 
the ground on March 1, 1913, or on the date of acquisition of the 
property, as the case may be. This estimate shall state as nearly as 
possible the number of units which would have been found present 
by a careful estimate made on the specified date with the object of 
determining 100 per cent of the quantity of timber which the area 
would have produced on that date if all of the merchantable timber 
had been cut and utilized in accordance with the standards of utili- 
zation prevailing in that region at  that time. I f  subsequently during 
the ownership of the taxpayer making the return, as the net result 
of the growth of the timber, of changes in standards of utilization, 
of losses not otherwise accounted for, of abandonment of timber, 
and/or of errors in the original estimates, there are found to remain 
on the ground, available for utilization, more or less units of timber 
than remain in the timber account or accounts, a new estimate of 
the recoverable units of timber (but not of the cost or the fair market 
value at  a specified datc!) may be madn, with the approval of tho 
Commissioner, and, when made, shall thereafter constitute a basis 
for depletion. 

ART. ‘256. Aggregating timber and land for pnrpoaes of valuation and 
acoonnting.-With a view to logical and masonable valuation of tim- 
ber, the taxpayer shall include his timber in one or more accounts. 
I n  general, each such account shall include all of the taxpayer’s 
timber which is located in one “block,” a block being an operation 
unit which includes all of the taxpayer’s timber which would logi- 
cally go to a single given point of manufacture. I n  those cases in 
which the point of manufacture is at  a considerable distance, or in 
which the logs or other products will probably be sold in a log or 
other market, the block may be a logging unit which includes all of 
the taxpayer’s timber which would logicnlly be removed by a single 
logging development. I n  exceptional cases, provided there are good 
and substantial reasons, and subject to approval or revision by the 
Commissioner on audit, the taxpayer may divide the timber in a 
given block into two or more accounts, e. g.,  timber owned on Feb- 
ruary”28, 1913, and that purchased subsequently may be kept in 
separate accounts, or timbrr owned on February 28, 1913, and the 
timber purchased since that date in several distinct transactions 
may be kept in several distinct accounts, or individual tree species 
or groups of tree species may be carried in dktinct accounts, or 
special timber products may be carried in distinct accounts, or blocks 
may be divided into two or more accounts based on the character of 

Art. 266 , 0 33 (U-(m) 
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the timber and/or its accessibility, or scattered tracts may be in- 
cluded in separate accounts. When such a division is made, a proper 
portion of the total value or cop& as the case may be, shall be allo- 
cated to each account. 

The timber accounts mentioned in the preceding paragraph shall 
not ,include any part of the value or cost, as the case may be, of the 
land. I n  a manner similar to that prescribed in the foregoing part 
of this article the land in a given ‘( block ” may be carried in a single 
land account or may be divided into two or more accounts on the 
basis of its character and/or accessibility. When such a division is 
made, a 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 
shall be equitably allocated to the timber and land accounts, respec- 
tively. 

Each of the several land and timber accounts carried ~h the books 
of the taxpayer Rhall be definitely described as to their location on 
the ground either by maps or by legal descriptions. 

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

ART. 257. Timber depletion and depreciation accounts on boob.- 
Every taxpayer claiming or expecting to  claim a deduction for de- 
pletion and/or depreciation of timber property (including plants, 
improvements, and equipment used in connection therewith) shall 
keep accurate ledger accounts in which shall be charged the cost or 
the fair market value as of the basic date, as the case may be, of the 
property, and the plants, improvements, and equipment, together 
with amounts subsequently expended for administration, protection, 
and other carrying charges, or development of the property or addi- 
tions to plant and equipment as are not chargeable to current operat- 
ing expenses. 

I n  such accounts there shall be set up separately the quantity of 
timber, the quantity of land, and the quantity of other resources, if 
any, and a proper part of the total cost or value shall be allocated to 
each. Thew accounts shall be credited with the 
amount of the depreciation and depletion deductions sustained each 
year, or the amount of the depreciation and depletion shall be 
credited to depreciation and depletion reserve accounts, to the end 
that when the sum of the credits for depreciation and depletion 
equals the cost or value of the property, plus the amount added 

Q 

(See articles 251 and 254.) 

(See article 256.) 
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thereto for administration, protection, and other carrying charges, or 
development or for additional plant and equipment, less salvage 
value of the physical property, no further deduction for deprecis- 
tion and depletion will be allowed. 

[SEC. 23. DEDUCTIONS FROM GROSS INCOME.] 

[In computlng net Income there shall be allowed as deductions:] 
(a) Charitable and other oontribntlon8.-In the case of an lndlvldual, 

contributions or glfts made withln the taxable year to or for the use of: 
(1) the Unlted States, any State, Territory, or any polltlral sub 

dhislou thereof, or the Dlstrlct of Columbia, for exclusively public 
Purposes: 

(2) any corporatlon, or trufit, or community cheat, fund, or 
foundatlon, organized and operated exclusively for rellglous, chari- 
table, acimtiflc, literary, or educatlonal purposes. or for the pre- 
vention of rruelty to children or animals, no part of the nnt 
eanlngs of which l n u m  to the bene5t of any private shareholder 
or indlvldual ; 

( 8 )  the special fund for vocational rehabilltation nuthorized by 
=tion 7 of the Vocntional Rehabilitation Act; 

(4) posts or orgnnlzatlona of war vetercins, or auxlliary unlte 
or socletlm of any such IIOR~II or orgnniaatlons, if snch posts, or@- 
zatlons, unftq or Rncleticr, a r e  owanlmd In the Unlted Statee or 
any of I t s  posseaslons, and if no part of their net enrnlngs inures 
to the benefit of any private shareholder or Indlvidual ; or 

(6) a fraternal society, order, or assoclatlon, operating under 
the lodge ~ystem, but only if such contributions or g l i b  are to be 
used excludvely for rellglous, charltable, sclentl5c. literary, or edu- 
cational purposes, or for the preventlon of.cruelty to chlldrpn or 
animals ; 

to an amount which in all the above cases mmblned doea not exceed 
16 per centum of the taxpayer’s net income as computed wlthout the 
heneflt of thls subsection. Such mntributions or glfts shall be allow- 
able a s  deductlons only If verlfled under rulm and regulatlons pre 
scribed by the Commisslmer, wlth tho approvnl of the Secretary. (For 
unllmited deductlon If contrlbutlons and glfts exceed 30 per centum 
Oi the net income, see eectlon 120.) 

ART. 261. Contributions or gifts by individudr.-Contributions or 
gifts made within the taxable year by an individual are deductible 
to an aggregate amount not in excess of 15 per cent of the taxpayer’s 
net income (including such payments), if made to or for the use of: 

(a) The United States, the District of Columbia, or any State or 
Territory or political subdivision thereof, for exclusively public 
purposes ; 
(6) Any corporation, ortrust, or community chest, fund, or foun- 

dation, organimd and operated exclusively for religious, charitable, 
scientific, literary, or educational purposes, or for the prevention of 
cruelty to children or animals, but only if no part of the net earnings 
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inures to the benefit of any private shareholder or individual (see 
article 527) ; 

( 0 )  The special fund for vocatioiral rehabilitation authorized by 
section 7 of the Vocational Rehabilitation Act of June 27, 1918; 

( d )  Posts or organizations of war veterans, or auxiliary units or 
societies of any such posts or organizations, if such posts, organiza- 
tions, units, or societies are organized in the United States or any of 
its possessions, and if no part of their net earpings inuree to the 
benefit of any private shareholder or individual; or 

(e) A fraternal society, order, or association, operating under the 
lodge system, but only if such contributions or gifts are to be used 
exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, or for the prevention of cruelty to children or 
animals. 

If, during the taxable year and each of the 10 preceding taxable 
years, the amount contributed in all the above cases combined plus 
the amount of income, war-profits, or excess-profits taxes paid 
during such year in respect of preceding taxable years exceeds 
90 per cent of the taxpayer’s net income for each such year, ns com- 
puted without the benefit of this article, the full moun t  of such 
contributions and gifts made within the taxable year is deductible. 
(See section 120.) 

I n  connection with claims for deductions under this article, there 
shall be stated on roturns of income the name and address of each 
organization to which a gift was made and the npproximate date 
and the amount of the gift in each case. Where the gift is other 
than money, the basis for calculation of the amount thereof shall be 
the fnir mnrket value of the property at  t,he time of the gift. His 
proportionate share of contributions made by a partnership may be 
claimed as a deduction in the personal return of a partner to an 
uriiount which, when added to the amount of contributions made by 
the partner individually and claimed as a deduction, is not in excess of 
15 per cent of the partner’s net income computed without the benefit 
of the deduction for contributions. As to cletluction of contribu- 
tions by partnerships, see section 183 and article 901. In  the case 
of n nonresident alien iydividual or a citizen of the United States 
entitled to the benefits of section 251, see sections 213(c) and 251 and 
articles 1051 and 1133. This article does not apply to gifts by 
estates and trusts (see section 162 nnd article 862), nor does it apply 
to‘ corporations. 

ART. 262. Donations by oorporations.-Corporations are not entitled 
to deduct from gross income contributions or gifts which individuals 
may deduct under section 23 (n). Donations made by a corpora- 
tion for piwposes connected with the operation of its business, how- 
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ever, when limited to charitable institutions, hospitals, or educational 
institutions conducted for the benefit of its employees or their de- 
pendents are a proper deduction as ordinary and necessary expenses. 
Donations which legitimately represant a consideration for a benefit 
flowing directly to the corporation as an incident of its business 
are allowable deductions from gross income. For example, a street 
railway corporation may donate a sum of money to an organization 
intending to hold a convention in the city in which i t  operates, with 
the reasonable expectation that the holding of such convention will 
augment its income through a greater number of people using the 
cars. Sums of money expended for lobbying purposes, the promotion 
or defeat of legislation, the exploitation of propaganda, including 
advertising other t lian trade advertising, and contributions for cam- 
paign expenses, are not deductible from gross incoms. 

QENERAL PROVISION0 

[SEC. 23. D E D U C T I O N S  FROM GROSS INCOME.] 

[In computing nr t  Income there shall be allowed as deductions :] 
( 0 )  Future expenrer in oasc of oasual raler of real property.- 

In  the case of f l  ciinunl stile or other casual dlsposltlon of real prop 
erty tiy a n  iiicllvldual, n rensonable allowance for future expense 
Ilublllties, inrurrcvl under the provlslons of the contract under which 
such sale or other disposition wns made, under such regulations as the 
Commissioner, ‘with the approval of the Secretary, may prescribe, ln- 
cluding the giving of a bond. with such suretlek and in such sum 
(not less than the estimated tax llabllity computed wlthout the benetlt 
of thls suheection) R R  t h e  Commlaqioner may reqnlre, condltlonefl upon 
the paymrnt ( ~ i ~ i t w l t h ~ h ~ n d l ~ ~ u  any statute of Ilmltatlona) of the tnx, 
computcul without the benefit of this Rubsection, In respect of any 
amounts allowed ns a deduction under this snbaectlon and not actually 
expended In cflrryinu out the provlslons of such contract.. 

(p) Dividend8 recelved by oorporat1onr.-In the case of a corporation, 
the amount rerclved a s  d l v l d e n d e  

(1) from n dorntvltie ctrrpmttfon, o r  
(2) from nny foreign mrpnratlon when i t  Is shown to the mtle 

frctlon of the Oommlsslouer that more than 60 per centum of the 
gross income of snch foreign rorporatlon for the th reeymr  period 
ending with the close of i ts  tnxflble year precedlng the cleclaratlon, 
of mch dividend8 (or for such part of surh perlod as the forelgn 
corpnratlon hns been In existence) was derived from sources within 
the United States as determlned under sectlon 119. 

The deduction allowed by thls Rubsectlon shall not be allowed in 
respect of divldends rwrlved from n corporation organlzed under the 
Chlna Trade Act, 1922, or from a corporation wiilch under section 251 
Is taxable only on Its grcw income from sources within the United 
States by reawn of ib recvlvlng d large percentage of Its gross income 
from sources withlii t i  p i n m i o n  of the United Stntee. 

(9) Penalon trurt6.-An employer establishing or maintaining a pen- 
slon trust to provlde for the payment of rensonable penslons to his 

Art. 262 0 23 (4) 
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employeea (if mch trust is exempt from tax under eection 165, relatlng 
to trusts created for the exclusive beneflt of employees) shall be 
allowed as a deductlon (in addition to the contributions to such trust 
during the taxable year to cover the pension linbillty accrulng during 
the year, allowed as a deduction under subsection (a)  of thls section) 
a reasonable amount transferred or paid into such trust during the 
taxable year in excess of such contributlons, but only if such amount 
(1) has not theretofore been allowable as a deduction. and (2) is 
apportioned in equal parts over a period of ten consecutlve years begln- 
ning with the year in which the transfer or payment Is made. 

ART. 271.' Payments to employees' pension trusts.-An employer who 
adopts or has adopted a reasonable pension plan, actuarially sound, 
and who establishes, or has established, and maintains a pension 
trust for the payment of reasonable pensions to some or all of his 
employees (if the trust is exempt from tax under section 165, relat- 
ing to trusts created for the exclusive benefit of employees) shall 
be allowed to deduct from gross income reasonable amounte paid to 
such trust, in accordance with the pension plan (or any reasonable 
amendment thereof), as follows : 
(a) I f  the plan contemplates the payment to the trust, in ad- 

vance of the time pensions are granted, of amounts to provide for 
future pension payments, then (1) amounts paid to the trust during 
the taxable year representing the pension liability applicable to 
such year, determined in accordance with the plan, shall be allowed 
as a deduction for such year as an ordinary and necessary business 
expense, and in addition (2) one-tenth of a reasonable amQunt trans- 
ferred or paid tt, the trust during the taxable year to qve'r in whole 
or in part the pension liability applicable to the years prior to the 
taxable year, or so transferred or paid to  place the trust on a sound 
financial basis, shall be allowed as a deduction for the taxable year 
and for each of the nine succeeding taxable years; 

(b)  I f  the plan does not contemplate the payment to the trust, 
in advance of the time pensions are granted, of amounts to provide 
for future pension payments, then (1) amounts paid to the trust 
during the taxable year representing the present value of the ex- 
pected future payments in reaDect of pensions granted to employees 
retired during the taxable year shall be allowed as a deduction for 
such year as an ordinary and necessnry business expense, and in 
addition (2) one-tenth of a reasonable amount transferred or paid 
to the trust during the taxable year to cOver in whole or in part the 
pr'esent value of the expectad future payments in respect of pensions 
granted to employees retired prior to the taxable year, or so trans- 
ferred or paid tr, plaw the trust on a sound financial basis, s h d  

- 

- 
1 Rr'e T. D. 4310. p. 354. 
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be allowed as a deduction for the taxable year and for each of the 
nine succeeding taxable years. 

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

I n  no case will any amount be allowed as a deduction h d e r  this 
article which was allowable as a deduction from gross income for 
any prior year. Where a deduction from gross income is claimed 
on account 'of payments to an employees' pension trust, a copy of the 
pension plan (with amendments, if any) and of the actuarial com- 
putation upon which the deduction is based, together with a detailed 
statement of the receipts and disbursements of the trust, should be 
filed with the return. 

The right to a deduction under section 28 (q) will be recognized in 
cases where the pension trust may not be perpetdal, provided the 
trust is of such a character as to evidence good faith on the part of 
the employer actually to pay the amounts trusteed for employees' 
pension purposes. However, should any portion of the funds of a 
pension trust revert to the possession, ownership, or control of the 
employer by reason of the termination of the trust or otherwise, 
such amount shall be returned &s income by the employer for the 
taxable year in which it so reverts, unless prior to the close of such 
year it shall be retrusteed for the benefit of employees under pro- 
visions satisfactory to the Commissioner. 

A pension trust maintained by affiliated corporations for the exclu- 
sive benefit of their employees is within the scope of sections 28 (q) 
and 166. 

EmmpZe-Accruol2e in adrumnce of pendona pamted: In  1928 the 
M Company adopted a reasonable pension plan and established a 
pension trust which was exempt from tax under section 165. During 
the year and upon the basis of an actuarial computation the com- 
pany paid $8,500,000 to the trust. At the time of the payment and 
in accordance with the pension plan of the company, the pension 
liability applicable to the years prior to 1928, in respect of employees 
then on the retired roll, for pensions to be paid in the future, was 
$2,000,000; the pension liability applicable to the years prior to 
1928, in respect of employees on the active roll, for pensions to be 
paid in the future, was $6,500,000; the payment required to cover 
the pension liability applicable to the taxable year 1928 for pen- 
sions to be paid in the future, was $450,000. The amount paid to 

GENERAL PROVISIONS 
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retined employees of the M Company by the pension trust as pensions 
during 1928 was $36O,OOO. 

( a )  Blntlm amount pald to penelon trnst repreeentlng the penslon 
Uabillty appllcable to 1828 for penslons to be pald in the 
fntnre---_-___-__----_-___-_--_---_-__----__-_-__-__-___-- $45O.ooO 

(b )  One-tenth of $8,600,000, amount transferred to penslon trust to 
cover the pendon llablllty applicable to the years prior to 1928, 
in reapect of employees on elther the retlred roll or the actlve 
roll, for penelom to be paid In the future _________r___-____ 

me deduction for 1928 is computed as follows: 

sa0,oOO 

Total dedudlon _____________________________ A _ _ _ _ _ _ _ _ _ _  1,800,OOO 

The amount.of $MO,OOO paid to pensioners is not allowable as a 
deduction for income tax purposes since i t  was paid by the pension 
trust and not by the M Company. 

Eaampk-Accruuh on b& op p e m r h u  gmnted: In  1928 the N 
Company adopted a reasonable pension plan and established a pen- 
sion trust which was exempt from tax under section 165. During 
the year and upon the basis of an actuarial computation the com- 
pany paid $2,300,000 to the trudt. At  the time of the payment the 
present value of the expected fyyure payments in respect of pensions 
granted to employees retired prior to 1928 was $2,000,000; the p m -  
ent value of the expected futkre payments in respect of pensions 
granted to employees retired during 1928 was $3OO,OOO. The amount 
paid to retired employees of the N Company by the pension trust 
as pensions during 1928 was $360,000. 

(a) Entlre amount pald to the penslon trust representing the present 
value of the expected future payments In respect Of penslona 

( a )  Onatenth of $2,000,300, the amount transferred to the penslon 
t m t  to cover the present valne of the expected future pay- 
menb In respect of pensions granted to employees retlred 
prlor to 1928 ____________________-__---__-____---__----___-- 200,OOO 

Total deductlon L _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ - _ _ - _ - - _ _ _ _ - _ _  W,OOO 

The amount of $860,OOO Paid to pensioners is not allowable as a 
deduction for income tax purposes, since it was paid by the pension 
trust and not by the N Company. 

' The deduction for 1928 is computed as follows : 

granted to employeee retired durlng 1928 . . . . . . . . . . . . . . . . . . . .  $3m, 000 

- 
SPC. 24. ITEMS N O T  DEDUCTIBLE. 

a m  he allowed ln respect of- 
(a) General rule.-In computlng net Income no deductlon shall In anp 

(1) Personal. Ilvfng, or famlly expenm;. 
(2) Any amount pald out for new bulldlngs or for permanent Im- 

provemenb or betterment6 made to Increase the value Of any prop 
erty or estate; 
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(3) Any amount expended In restoring property or in making 
good the exhaustion thereof for whlch nu allowance la or has been 
made: or 

(4) Premlums paid on any life Insurance poHcy coverlng the 
life of any ofacer or employee, or of any person financially inter- 
ested In any trade or buslneee carried on by the taxpayer, when 
the tnxpayer IS dlrectly or lndlrectly a beneficiary nnder each 
pollcy. 

(b) Holders of life or terminable interest.-Amounts pald under the 
law$ of any State, Territory, Dlstrlct of Colnmbla, powesslon of the 
United Stntes, or forelgn country a8 Income to the holder of a life or 
termlnable Interest acqulred by dft, bequest, or Inherltance shall not be 
reduced or dlmlnlshed by any deductlon for ebrinkage (by whatever 
name called) In the value of such interest due to the l a p  of tlme, nor 
by any deductlon allowed by thls Act (except the deductlons provided 
for In subsectlons (k) and (1) of section 23) for the purpose of com- 
putlng the net Income of an estate or trust but not allowed nnder the 
laws of such State, Territory. District of Colnmbla, poaseeslou of the 
Unlted States, or foreign country for the purpose of computlng the 
Income to whlch such holder is entltled. 

( 0 )  Tax withheld on tax-free oorenant bond#.-For tax wlthhgld on 
tax-free covenant bonds, see sectlon 144 (a) (4). 

ART. 281. Penonal and family expensen.-Insurance paid on a dwell- 
ing owned and occupied by a taxpayer is a personal expense and not 
deductible. Premiums paid for life insurance by the insured are not 
deductible. In  the case of a prpfessional man who rents a property 
fbr residential purposes, but incidenklly receives clionte, patienk, 
or callew there in connection with his professional work (his place of 
business being elsewhere), no part of the rent is deductible as a 
business expense.. If, however, he uses part of the house for his 
office, such portion of the rent aa is properly attributable to such 
office is deductible. Where the father'is legally entitled to the serv- 
~CBB of his minor children, any allowances which he gives them, 
whether said to be in consideration of services or otherwise, am not 
allowable deductions in his return of income. Alimony and an al- 
lowance paid under a separation agreement are not deductible from 
gross income. The cost of equipment of an Army 
officer to the extent only that i t  is specially required by his profession 
and does not merely take the place of articles required in civilian life 
is deductible. Accordingly, the cost of a sword is an allowable de- 
duction, but the cmt of n uniform is not. 

Am. 282. Capital expenditun8.-Amounts paid for increasing the 
capital value or for mnking good the depreciation (for which a 
deduction has been made) of property are not deductible from gross 
income. (See section 23 (k) and article 201.) Amounts expended 
for securing a copyright and plates, which remain the property of 

(See article 83.) 

Art. 202 Q 24 
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the pewion making the payments, are investmente of capital. The 
cost of defending or perfecting title to property constitutes a part of 
the cost of the property and is not a deductible expense. The 
amount expended for architects’ services is part of the cost of the 
building. Commissions paid in purchasing securities am a part of 
the cost price of such securities. Commissions paid in selling secur- 
ities are an offset against the Belling price. Expenses of the admin- 
istration of an estate, such as court costs, attorneys’ fees, and 
executors’ commissions, are chargeable against the corpus of the 
estate and ar0 not allowable deductions. Amounts to be sssessed and 
paid under a c  sgreement between bondholders or shareholders of a 
corporation, to be used in a reorganization of the corporation, are 
investments of capital and not deductible for any purpose in returns 
of income. An assessment paid by a shareholder 
of a national bank on account of his statutory liability is ordinarily 
not deductible but, subject to the provisions of tpe Act, may in 
certain cases represent a loss. Expenses of the organization of a cor- 
poration, such as  incorporation fees, attorneys’ and accountants’ 
charges, are capital expenditures and not deductible from gross 
income. A holding company which guarantees dividends at  a speci- 
fied rate on the stock of a subsidiary corporation for the purpose of 
securing new capital for the subsidiary and increasing the value 
of ite stock holdings in the subsidiary may not deduct amounts paid 
in carrying out this guaranty in computing its net income, but such 
paymenta may be added to the cost of its stock in the subsidiary. 

ART. 288. Premium8 on bueineru in8uranoe.-Premiums paid by a 
taxpayer on an insurance policy on the life of an officer, employee, or 
other individual financially interested in the taxpayer’s business, for 
the purpose of protecting the taxpayer from loss in the event of the 
death of the o5cer or employee insured are not deductible from the 
taxpayer’s gross income. I f ,  however, the taxpayer is not a benefi- 
ciary under such a policy, the premiums so paid will not be dis- 
allowed as deductions merely because the taxpayer may derive a 
benefit from the increased efficiency of the officer or employee insured. 
(See articles 53 and 126-129.) I n  either case the proceeds of such 
policies paid by reason of the death of the insured may be excluded 
from gross income whether the beneficiary is an jndividual or a cor- 
poration, provided the beneficiary is not a trBnnsferee of the policy 
for a valuable consideration. (See section 22 (b) (1) and (2) and 
article 82.) 

ART. 284. Life or terminable interertei-Amounts paid to the holder 
of a life or terminable interest acquired by gift, bequest, or inherit- 
ance shall not be subject to any deduction for shrinkage (whether 

(See article 67.) 
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called depreciation or any other name) in the value of such’ interest 
due to the lapse of time. In  other words, the holder of mch an 
interest so acquired may not set up the value of the expected future 
payments as corpus or principal and claim deductions for shrinkage 
or exhaustion thereof due to the passage of time. 
No deduction shall be allowed in the case of a life or terminable 

interest, acquired by gift, bequest, or inheritance, where the estate 
or trust is entitled to a deduction under the Act but there is no 
reduction of the income of the life or terminable interest. For 
example, an estate or a trust in a certain State sells securities a t  a 

loss, then even though the estate or trust is permitted to deduct such 
loss in making its  return, the beneficiary whose income has not been 
diminished thereby is not entitled to a deduction on account of such 
low, but must include in his return the full amount distributed or 
distributable. (See section 162 and article 862.) However, in the 
case of property held by one person for life with remainder to 
another person and in the case of property held in trust, see section 
23 (k) and article 201 as to depreciation and section 23 (1) and 
article 221 as to depletion. 
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loss; if, under the laws of that State, the beneficiary suffers no actual 

SEC. 25. CREDITS OF INDIVIDUAL AGAINST NET INCOME, 

There shnll be nllowrd fnr the purpose of the normal tax, but not for 
the surtax, the followlng credlts agnlnst the net income : 

(a) Dtvldendr.-The nmnunt recelVed as d lv ldende  
(1) from a dimentic cr~rporatlon. or 
(2) from a fnrelgn curporntlot~ when it Is Bbowu to the mtiRfaC 

tlon of the Cornml~sini~er thnt more thnn 60 p r  centum of the g n n ~ l  
income of such fOlriKn c*orporatlort for the thr-year pedod end- 
Ing with the clone of ite taxable year precwllng the declamtlon 
of such dlvldends (or for meh part of such period a s  the corpora- 
tion ha8 hem In exlRtrnrc) waR derive1 front sourcen wlthln the 
United Stntea a s  determlned untlrr the pruvl~lons of section 110. 

The credlt allowed by thls eubwtlon sliall not be allowed in reepect 
of dlvldends recelved from n rorporntlo~~ organlzecl under the China 
Trade Act, 1922, o r  from a cnrporntlon which under section 2111 is 
tnxable only on Its grms income from snurr(’8 wlthln the United States 
by reason of Its rwelvlng n large perwntnge of Its gross Income from 
oources wlthln II ~~osne~sion of the United Stntes. 

(b) Intereit on Unlted State8 obligations.-The aniount recelvecl 88 

IntereRt upon obllkiitinn~ of the United States whlrh Is included In gross 
income under ~ectlon 22. 

(c) Per~~onal exemption.-In the rtwe or n slngle perwn, n personnl 
exemptlnn of $1.600; or In the raw of the hend of a famlly or n married 
person Ilvlng wlth Iiesbrnd or wlfe, n pewonrll exrmptlon of $3,600. A 
humband and wffe livlng together sliall rerelve but one personal exemp 
tlon. l’he nmount of such personal eremptlou shall be $3,800. If such 

B 96 Art. 284 
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hueband and Wife make separate returpa. the personal exemption may 
be taken by elther or divided between them. 

(d) Credit for dependents.-@W for each person (other than hus- 
band or wife) dependent upon and receiving hls chlef support from the 
taxpayer If such dependent person is under elghteen years of age or la 
Incapable of self-support because mentally or physlcally defectlve 

(a) Ohange of ataturn.- 
(1) The credit for dependents shall be determined by the status 

of the taxpayer on the lant day of his taxable year. 
(2) The personal ereniption allowed by 8uhse:tlon ( c )  of this 

section shall, in case the status of the taxpayer changea durlng his 
taxable yew. be the sum of an  amount whlch bears the same ratlo 
to (1.600 as the number of months during which the taxpayer was 
single beam to twelve months, plus an  amount which hears the same 
ratio to $3.600 as the number of months dudng which the taxpayer 
wan a married person living with husband or wife or was the head 
of a family bears to twelve months. For the pulpoaea of thin parr- 
graph a fractional part  of a month shall be disregarded unleRs it 
amounts to more than half a month, In which case I t  shall be con- 
aldered a8 a month. 

(8) In the case of an Individual who dies dudng the taxable 
year, the personal exemption and the credit for dependente shall 
be determined by hla statue at the time of his death, and In such 
case full credita shall be allowed to the surviving spouse, I f  any, 
according to his or her statue at the cloee of the taxable year. 

ART. 291. Credit8 of individual againat net income.-((a) For the pur- 
p w  of computing the normal tax the taxpayer’s net income as 
determined pursuant to sections 21-24 is first raduced by the sum of 
the allowable credits. These include dividends ( &B defined in section 
111 and article 621) received from a domcstic corporation (other 
than a corporation entitled to the benefits of section 251, or other 
than a corporation organized under the China Trade Act, 1922), or 
from a foreign corporation when it is shown to the satisfaction of the 
Commissioner that more than 80 per cent of the gross income of such 
foreign corporation for the three-year period ending with the close 
of its taxable year preceding the declaration of such dividends (or 
for such part of such period as the corporation has been in existence) 
was derived from 8ourcBs within the United States as determined 
under the provisions of section 119 (see articles 671-684) ; interest not 
entirely exempt from tax (and hence included in gross income) 
received upon obligations of the United States; a personal exemption; 
and a credit for dependents. Consequently, the normal tax does not 
apply to the dividends just described nor to interest on m y  obliga- 
tions of the United States. (See section 22 (b) (4) and articles 87 
and 88.) For the purpose of computing the surtax the taxpayer’s 
net income is entitled to none of them credits, 

Art. 291 
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(5) A single person is entitled to a personal exemption of $1,500 

and the head of a family or a married person living with husband 
or wife to $3,500, regardless of the amount of the net income. A 
husband and wife living together have but one personal exemption, 
which is $3,500. If they make separate returns, such exemption may 
be taken by either or divided between them. 
ART. 292. Personal exemption of head of family.-A head of a family 

is an individual who actiidly  support.^ and maintains in one Iiouse- 
hold one or more individuals who are closely connected with him by 
blood relationship, relationship by marriage, or by sdoption, and 
whose right to exercise family control and provide for these depend- 
ent individuals is bnsed upon some moral or legal obligation. In  
the absence of continuous actual residence together, whether or not 
a person with dependent relatives is a head of a family within the 
meaning of the Act niiist depend on tlie character of the separa- 
tion. I f  a father is absent on business, or a child or other depend- 
ent is away n t  school or on a visit, the common home being still 
maintained, the additional exemption applies. If, moreover, through 
force of circumstances a parent is obliged to mnintain his dependent 
children with relatives or in a boarding house while he lives else- 
where, the additional exemption mny still apply. If, however, with- 
out necessity the dependent continuously makes his home elsewhere, 
his benefactor is not the head of a family, irrespective of the ques- 
tion of support. A resident alien with children abroad is not thereby 
entitled to credit as the head of a family. As to the amount of the 
exemption, see article 201. 

ART. 298. Personal exemption of married per8on.-In the case of R 

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

GENERAL PROVISIONS 
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h. 294. Credit for dependents.-A taxpayer, other than a non- 
resident alien who is not a resident of Canada or Mexico (see section 
214), receives a credit of $400 for each person (other than husband 
or wife), whether related to him or not and whether living with him 
or not, dependent upon and receiving his chief support from the 
taxpayer, provided the dependent is either (a) under 18, or (6)  
incapable of self-support because defective. 

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

ART. 295. Date determining exemption.-(a) The status of the tax- 
peyer on the last day of his taxable year determines his right to the 
credit for dependents allowed by section 25 (d). I f  he is then the 
chief support of a dependent who is under 18 years of age, or 
who is incapable of self-support because mentally or physically defec- 
tive, the credit for dependents may be taken. 

(b)  The credit allowed by section 25 (c) to a single person, a haad 
of a family, or a married person living with husband or wife, will, 
in case the status of the taxpayer changes during the taxable year, 
be prorated according to the period during which the taxpayer 
occupied each status. The credit for any taxable year in such a cam 
will thus be the sum of (1) an amount which bears the same ratio 
to $1,500 as the number of months the taxpayer was single bears to 
12 months, plus (2) an amount which bears the same ratio to $3,500 
as the number of months during which the tttxpayer was a married 
person living with husbund or wife or was the head of a family bears 
to 12 months. A fractional part of a nionth will be disregarded for 
this computation, unless i t  amounts to  more than one-half month, 
in which case i t  will be considered to be a month. 

EmmpZe: A, who had been single during the preceding montKs 
of 1928, married B on July 20 and lived with her during the balance 
of the year. If a joint return is made by A and B on a calendar 
year basis for 1928, the personal exemption will be $3,208.33; that is, 
ft of $1,500 for A while single, plus Tzp of $1,500 for B while single, 
plus & of $3,500 for the period during which they were married. 
I f  separate returns are made by A and B on a calendar year bcsis 
for 1928, each may claim a personal exemption of $1,604.17; that is, 

of $3,500. I n  the latter case, the joint 
exemption, or fi of $3,500, may be taken either by A or B or divided 
between them. 

of $1,500, plus yZ of 

Art. 296 . I 26 
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( c )  I f  an individual dies during the taxable year, his executor or 

administrator in making a return for him is entitled to claim his 
fultl personal exemption according to his status a t  the time of his 
death. If a husband or wife so dies the joint personal exemption 
may be used by the executor or administrator in’ making a return 
for the decedent, and an undiminished personal exemption, according 
to the status of the survivor a t  the end of the taxable year, may be 
claimed in the survivor’s return. 

SEC. 26. CREDITS OF CORPORATION AGAINST NET INCOME. 

For the purpose only of the tax Imposed by section 13 there shall be 
allowed the followlng credits: 

(a) The amount rrccived a8 interest upon obligations of the United 
States whlch Is included In gfoss Income under -on 22; and 

(b) In thecase of a domestic corporation the net Income of which Is 
bZa.OO0 or leea, a apeeltlc cwxllt of $3,OOO; but if the net income Is more 
than $!lB,OOO the tax Imposed by section 13 shall not exceed the tax 
whlch would be payable If the $3,OOO credit were allowed, plus the 
amount of the net income In esceaa of $25,000. 

ART. 801. Credit8 allowed corporation8.-A corporation is entitled to 
a credit against net income for the purpose of the tax imposed by 
sectiou 18 of the amount received aa interest upon obligations of the 
United Statas which is included in gross income under section 22. 
Accordingly a corporation is not required to pay any in-mrne tax on 
interest received upon obligations of the United States. 

A domestic corporation having a net income of $25,000 or less is 
allowed a credit of $3,0o0 against such net income for the purpose of 
the tax imposed by section 13. To lessen the inequality between the 
tax upon net income of $25,000 and upon net income slightly in ex- 
cess of that amount, section 26 (b) provides that the tax shall not 
exceed the tax which would be payable if the $8,000 credit were 
allowed, plus the amount of the net income in excess of $25,000. This 
provision affects only those cases in which the net income is between 
$25,000 and $25,860 for the calendar year 1928 and subsequent yenrs. 
See section 47 (e) for the manner of applying the $8,OOO credit when 
a return is filed for a period of lass than 12 months. 

As to the allowance of credits against net income in the case of 
foreign corporations, E.W section 283. 

PART 111-IT8 AOAIXWT TAX 

SRC. 31. EARNED INCOME CREDIT. 

(a) Dednition~.--For the purposes of this aection- 
(1) “Earned income” mean8 wages, salarfes, profeeelonal fees, 

and other amounts received a8 compensation for pensonal m l c w  

Art. 801 ’ ft 81 
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actually rendered, but does not lnclude that part of the compensa- 
tlon derlved by the taxpayer for persoual service6 rendered by him 
to a corporatlon whlch represent8.a dletrlbution of earolnga or 
profits rather than a reasonable allowance as cornpeneation for the 
p e r s ~ ~ l  servlces actually rendered. In the case of a taxpayer 
engaged in a trade or business in whlch both permnal s e r v l m  and 
capltal are materlal income producing fnctorn, a reasonable allow- 
ance as compensatlon for the personal eemlcee actually rendered 
by the taxpayet. not in excess of 20 per centum of hls share of the 
net profib of such trade or business, Rhnll be consldered as enrned 
income. 
(2) “Earned Income deductions” means such deductions as are 

al lowd by w t i o n  23 for the purpose of computliig net Income, and 
are  properly allocable to or  chargeable aualnst earned Income. 
(3) “Warned net income” means the excess of the amount of the 

earned Income over the sum of the earned income deductlons. If 
the taxpayer’s net Income Is not more than $6,ooO, hie entire net 
Income shall be considered to be earned neb income, and if hls net 
income Is more than $5,0oO, hls earned net Income h a l l  not be 
consldered to be leee than $5,OOO. In no cam shall the earned net 
income be considered to  1 I more than $3O,ooO. 

(b) Allowance of oredft.-In the cam of an lndlvldual the tax shall 
be credlted wlth 25 per Centum of tbe amount of tax whlch would be 
payable if hin earned net Income constltuted hie entire net income; but 
in no cam shall the credit allowed nnder thls subsection exceed 25 per 
centum of his normal tax plus !26 per centum of the surtax whlch would 
bo payable If hls earned net income coustltnted his entire net income. 
Thls credlt shall be in addition to all other credlts agalnat the tax. 

Am. 811. Earned inoome oredit.-In the case of an individual the 
tax shall, in addition to the credits provided in section 131 (aee 
articles 691-698), be credited with 25 per cent of the amount of 
the tax which would be payable if his earned net income constituted 
hie entire net income. In  no cam, however, shall this credit exceed 
25 per cant of his normal tax plus 25 per cent of the surtax which 
would be payable if his earned net income constituted his entire net 
income. As to the earned income credit of the members of a part- 
nership, see Rection 185 and article 921. 
ART. 312. Dtdnitiom and limita,tions.-Tha term (‘ earned income ” 

means wages, salaries, professional fees, and other amounts received 
as compensation for personal services actually rendered. I n  the case 
of a taxpayer engaged in a trade or business in which both personal 
services and capital are material income-producing factors, a reason- 
able allowance as compensation for the pereonal services actually 
rendered by the taxpayer shall be considered as earned income, but 
the total amount which shall be treated as the earned income of the 
taxpayer from such 8 trade or business shall, in no case, exceed 20 per 
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cent of his share of the net profits of such trade or business. See 
article 126 as to what constitutes compensation for personal services. 
“he term does not include that part of any compensation received 
by the taxpayer for personal services rendered by him to a ccrpora- 
lion which represents a distribution of earnings ’or profits rather 
than a reasonable allowa~ice as comptmsation for the personal serv- 
ices actually rendered. No general rule can be laid down defining 
the trades or businesses in which personal services and capital axe 
material income-producing factors, but this question must be deter- 
mined with respect to the facts of the individual cases. 

The term “earned income deductions ” means deductions which 
are properly nllocable to or chargeable against earned income and 
which are allowed by section 23 for the purpose of computing net 
income. The term “earned net income” means the excess of the 
amount of the earned income over the sum of the earned income 
deductions. I n  no case will the earned net income be considered 
to be more than $30,ooO. I f  the taxpayer’s net incomo is not more 
than $5,000, his entire net income shall be considered to be earned 
net income, and if his net income is more than $5,000, his earned 
net income shall not be considered to be less than $5,000. 

GENERAL PROVISIONS 
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SEC. 32. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 
OF UNITED STATES. 

The amount of Income, war-profits, and excese-profits tares Imposed 
by foreign countrlee or possemions of the United Staten shall be 
allowed as a credlt agnlnst the tax, to the extent provlded in eectlon 181. 

SEC. 33. TAXES WITHHELD AT SOURCE. 

allowed as a credlt agalnst the tax. 

SEC. 34. ERRONEOUS PAYMENTS. 

(a) Credit for overpaymentr.-For credlt agalnst the tax of overpay- 
ments of taxes Imposed by this title for other taxable years, 8e9 

sectlon 822. 
(b) Bircal year ending in lBsE.-For credit against the tax of 

amounts of tax pnld for a fiscal year beginning in 1927 and endlng in  
19243, ejee eectlon 132. 

The amount of t n r  wlthheld at the source under aectlon 144 shall be 

P U T  TV-hCCQUITIN(t PWIODR AND METHODS OF ACOOURTIAQ 

SEC. 41. GENERAL RULE. 

The net income shall be computed upon th? bash of the taxpayer’s 
annual accountlng perlod (flscal year or calendar year, a8 the case 
may be) In nccortlnuce with the method of accounting regularly em- 
ployed in keeplng the books of such taxpayer; but If no such method 
of accountlng has  been 80 employed, or if the method employed does 

Art. 813 9 41 
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not clearly reflect the income, the computation shall be made in accord- 
ance with such method 8s in the opinion of the Cornmissioner does 
clearly reflwt the income. If the taxpagJer’s annual accounting perlod 
is other than a flacal year as  deflned in section 48 or if the taxpayer 
bas no annual accounting period or does not keep books, the net income 
ehall be computed on the bade Oi the calendar year. (For use of in- 
ventories, see section 22 (c).)  

ART. 321. computation of net inoome.-Net income must be com- 
puted with respect to a fixed period. Usually that period is 12 months 
and is known as the taxable year. Items of income and of expendi- 
tures which as grow income and deductions are elements in the com- 
putation of net income need not be in the form of cash. It is suffi- 
cient that such items, if otherwise properly included in the compu- 
.ation, can be valued in terms of money. The time as of which any 
item of gross income or any deduction is to be accounted for mu& 
be determined ip the light of the fundamental rule that the com- 
putation shall be made in such a manner as clearly reflects the tax- 
payer’s income. If the method of accounting regularly employed by 
him in keeping his books clearly reflects his income, i t  is to be 
followed with respect to the time as of which items of.gross income 
and deductions are to  be accounted for. (See articles 331433.) I f  
the taxpayer does not regularly employ a method of accounting 
which clearly reflects his income, the computation shall be made in 
such manner as in the opinion of the Commissioner clearly reflects it. 

ART. 322. Bare6 of oompntation.-Approved standard methods of 
accounting will ordinarily be regarded as clearly reflecting income. 
A method of accounting will not, however, be regarded as clearly 
reflecting income unless all items of grow income and all dedu+ 
tions are treated with reasonable consistency. See section 48 
for definitions of “ paid or accrued ” and paid or incurred.” All 
items of gross income shall be included in the gross income 
for the taxable year in which they are received by the taxpayer, 
and deductions taken sccordingl. , unless in order clearly to reflect 
income such amounts are to be properly accounted for as of a dif- 
ferent period. For instance, in 
any case in which it is necessary to use an inventory, no accounting 
in regard to purchases and sales will correctly r e k t  income except 
an acrrual method. A taxpayer is deemed to have received items of 
gross income which have been credited to or set apart for him with- 
out restriction. (See articles 832 and 333.) On the other hand, ap- 
preciation’in value of property is not even an accrual of income to a 
taxpayer prior to the realization of such appreciation through sale 
or conversion of the property. But see article 106. 

(See sections 42, 43, and 48.) 
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The true income, computed under the Revenue Act of 1928 and, 

where the taxpayer keeps books of account, in accordance with the 
method of accounting regularly employed in keeping such books 
(provided the method so used is properly applicable in determining 
the net income of the taxpayer for purposes of taxation), shall in all 
cases be entered in the return. I f  for any reason the basis of report- 
ing income subject to tax is changed, the taxpayer shall attach to his 
return a separate statement setting forth for the taxable year and 
for the preceding year the classes of items differently treated under 
the twb systems, specifying in particular all amounts duplicated or 
entirely omitted as the result of such change. 

A taxpayer who changes the method of accounting employed in 
keeping his books for the taxable year 1928 or thereafter should, 
before computing his income upon such new basis for purposes of 
taxation, secure the consent of the Commissioner. Application for 
permission to change the basis of the return shall be made at least 
30 days before the close of the period to be covered by the return and 
shall be accompanied bp a statement specifying the classes of items 
differently treated under the two systems and specifying all amounts 
which would be duplicated or entirely omitted as a result of the 
proposed change. 

Section 44 contains special provisions for reporting the profit 
derived from the sale of property on the installment plan. (See 
articles 851455.) 

The foregoing requirements relative to a change of accounting 
method are also applicable where a taxpayer desires to change, from 
the installment basis of returning income, as provided in article 351, 
to a straight accrual basis. I n  cases where permimion to make such 
change is grantod, the taxpayer will be required to return as Bddi- 
tional income for the taxable year in which the change is made all 
the profit not theretofore returned as income pertaining to the pay- 
ments due on installment sales contracts as of the close of the preced- 
ing taxable year. 

ART. 323. Method8 of aoooanting.-It 21 recognized that no uniform 
method of accounting can be prescribed for all taxpayers, and the 
law contemplates that each taxpayer shall adopt such forms and 
systems of accounting &s are in his judgment best suited to his pur- 
pose. Each taxpayer is required by law to make a return of his true 
income. He must, therefore, maintain such mounting records as 
will enable him to do so. (See section 54 and article 411.) Among 
the essentials are the following: 

(1) I n  a.ll C&SBS in which the production, purchase, or sale of mer- 
chandise of any kind is an income-producing factor, inventories of 

I 
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the merchandiee on hand (including finished goods, work in pracws, 
raw mehrials, and applies) should be taken at  the beginning and 
end of the year and used in computing the net income of the year 
(see motion 22 (c) and article8 101-108) ; 

(2) Expenditures made during the year should be properly clessi- 
fied as between capital and expense; that is to say, expenditures 
for items of plant, equipment, etc., which have a upeful life extend- 
ing substantially beyond the year should be charged to a capital 
account and not to an expense account ; and 

(3) In  any case in which the cost of capital aasets is being recov- 
ered through deductions for wear and tear, depletion, or obsolescence 
any expenditure (other than ordinary repairs) made to restore the 
property or prolong its useful life should be added to the property 
account or charged against the appropriata reserve and not to cur- 
rant expenses. 
Am. 824. Aooonnting period.-The return of a taxpayer is made 

and hie income computed for his taxable year, which means his fiscal 
year, or the calendar year if he has not established a fiscal year. The 
term '' h a 1  year " means an accounting period of 12 months ending 
on the last day of any month other than December. No fiscal vear 
will, however, be recognized unless before its close it was definitely 
established as an accounting period by the taxpayer and the books 
of such taxpayer were kept in accordance therewith. The taxable 
year 1928 is the calendar year 1928 or any fiscal year ending during 
the calendar year 1928. (See section 48.) A person having no such 
fiscal year must make return on the basis of the cdendar year. Ex- 
cept in the case of a first return for income tax a taxpayer shall 
make his return on the basis (fiscal or calendar year) upon which 
he made his return for the taxable year immediately p d i n g  unleas, 
with the approval of the Commissioner, he has changed his acxounk 
ing period. 

8EC. 42. PERIOD IN WHICH ITEMS OF GROSR INCOME IN- 

The amount of all itemo of grow income shall be included in the 
grow income for the tasuble year in which received by the taxpayer. 
nnleas, under methoda of accounting permltted under section 41, any 
wch amounta are to be properly accounted for an of a different 

CLUDED. 

ma 
ART. 881. When inoluded in grow inoome.-Qains, profits, and in- 

come are to be included in the gross income for the taxable year in 
which they are received by the taxpayer, un lm they are included as 
of a different period in accordance with the approved method of ac- 
counting followed by him. (See articles 821-328.) Where no deter- 
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mination of compensation is had until the completion of the mrvices, 
the amount received is ordinarily income for the taxable year o t  its 
determination, if the return is rendered on the accrual basis; or, for the 
taxable year in which received, if the return is rendered on the receipts 
end disbursements basis. If a person sues in one'year on a pecuni- 
ary claim or for property, and money or property is recovered on 
a judgment therefor in a later year, income is realized in that year, 
assuming that the money or property would hare heen income irL 
the earlier year if then received. This is true of a recovery for pat- 
ent infringement. Bad debts or accountns charged off subsequent 
to March 1, 1913, because of the fact that they were determined to 
be worthless, which are subsequently recovered, whether or not by 
suit, constitute income for the year in which recovered, regardless 
of the date when the amounts were charged off. (SW article 191.) 
Such items as claims for compensation under canceled Government 
contracts constitute income for the year in which they are allowed 
or their value is otherwise definitely determined. 

ART. 882. Inaome not reduced to possesdon.-Income which is cred- 
ited to the account of or set apart for a taxpayer and which may be 
drawn upon by him at any time is subject to tax for the year during 
which so credited or set apart, although not then actually r e d u d  to 
possession. To constitute receipt in such a case the income must be 
credited or set apart to the taxpayer w i t h o ~  any &tial limita- 
tion or restriction as to the time or manner of payment or condition 
upon which payment is to be made, and must be made available to him 
80 that it may be drawn at  any time, and its receipt brought within 
his own contrd and disposition. A book entry, if made, should indi- 
cate an absolute transfer from one account to another. Where a 
corporation contingently credits its employees with bonus stock, but 
the stock is not available to such employees until some future date, 
the mere crediting on the books of the corporation does not constitute 
receipt. 

ART. 838. Examples of oonstruotive reaeipt.-When interest coupons 
hare matured and are payable, but, have not bean cashed, such inter- 
est, though not collected d e n  due and payable, shall be included in 
gross income for the year during which the coupons mature, unless 
it can be shown that there are no funds available for payment of the 
interest during such year. The interest shall be included in gross 
income even though the coupons are exchanged for other property 
instead of eventually being cashed. Defaulted coupons am income 
for the year in which paid. Dividends on corporate stock are sub- 
ject to tax when unqualifiedly made subject to the demand of the 
shareholder. As to the distributive sham of the profits of a partner 
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in a partnership, see section 182 and article 902. Interest credited on 
s a i i n g  bank deposits, even though the bank nominally has a rule, 
seldom or never enforced, that it may require 80 many days’ notice 
before withdrawals are permitted, is income to the depositor when 
credited. An amount credited to shareholders of a building and loan 
association, when such credit passes without restriction to the share- 
holder, has a taxable status as income for the year of the credit. 
Where the amount of such accumulations does not become available 
to the ahareholder until the maturity of a share, tge amount of any 
share in exam of the aggregata amount paid in by the shareholder 
is income for the year of the maturity of the share. But sea section 

ART. 334. Long-term oontraota.-Income from long-term contracts is 
taxable for the period in which the income is determined, such de- 
termination depending upon the nFture and terms of the particular 
contract. As used herein the term “long-term contracts” means 
building, installation, or construction contracts covering a period 
in ex- of one year. Persons whom income is derived in whole 
or in part from such contract may, as to such income, prepare their 
I‘eturnp upon the following bases: 
(a) Or- income derived from mch contracta may be reported 

upon the basis of percentage of completion. I n  such c858 there 
should accompany the return certificaf.8s of architects or engineers 
showing the percentage of completion during the taxable year of the 
entire work to be performed under the contract. There should be de- 
duded from such gross income all expenditures made during the tax- 
able year on account of the contract, account beina; taken of the mate- 
rial and supplies on hand at  the beginning and end of the taxable 
period for upe in connection with the work under the contract but not 
yet 80 applied. If, upon completion of a contract, it is found that 
the taxable net income arieing thereunder has not been clearly re- 
flected for any year or years, the Commissioner may permit or require 
an amended return. 
(6) Gross incom? may be reported in the taxable year in which 

the contract is finally completed and accepted if the taxpayer elects 
8s a consistent practice 80 to treat euch income, provided such method 
clearly reflects the net income. I f  this method is adopted there 
&odd be deducted from gross income all expenditures during the 
life uf the contract which are properly allocated thereto, taking into 
amsideration any material and supplies charged to the work under 
the eontract but remaining on Kand at the time of completion. 

Where a taxpayer has filed his return in accordance with the 
method qf accounting reguIarly employed by him in keeping his 

22 (b) (7).  
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books and such method clearly reflects the income, he w 3 l  not be re- 
quired ta change to either of the methods above set forth. I f  a tax- 
payer desires to change his method of accounting in accordance with 
paragraphs (a) and ( 6 )  of this article, a statement showing the com- 
position of all items appearing upon his balance sheet and used in 
connection with the method of accounting formerly employed by him, 
should accompany his return. 

ART. 335. Subtraction for redemption of trading etamps.-Where a 
taxpayer, for the purpose of promoting his business, issues with sales 
trading stamps or premium coupons redeemable in merchandise or 
cash, he should in computing the income from such sales subtract 
only the amount which will be required for the redemption of such 
part of the total issue of trading stamps or premium coupons issued 
during the taxable year as will eventually be presented for redemp- 
tion. This amount will be determined in the light of the experience 
of the taxpayer in his particular business and of other users of trad- 
ing stamps or premium coupons engaged in similar businesses. The 
taxpayer shall file for each of the five preceding years, or such num- 
ber of these years as stamps or coupons have been issued by him, a 
statement showing- 

(a) The total issue of stamps during each year; 
(b)  The total stamps redeemed in each year; and 
( 0 )  The percentage for each year of the stamps redeemed to the 

stamps issued in such year. 
A similar statement shall also be presented showing the experience 

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

SEC. 43. PERIOD FOR WHICH DEDUCTIONS AND CREDITS 

The deductlons nnd credlts provided for In this title shall be taken 
for the taxable year In which “pald or accrued” or “paid or in- 
curred,” dependent upon the method of accounting upon the basis of 
whlch the net income 1s computed, unless In order to clearly reflect 
the income the deductions or credlts should be taken as of a dmerent 
period. 

TAKEN. 

AET. 341. “Paid or incurred” and “paid or accrned.”-The terms 
‘‘ paid or incurred ” and ‘‘ paid or accrued ” will be construed accord- 
ing to the method of accounting upon the basis of which the net 
income is computed by the taxpayer. (See section 48 (c).) The 
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deductions and credits provided for in Title I must be taken for the 
taxable year in which “paid or accrued” or “paid or incurred,” 
unless in order clearly to retlect the income such deductions or credits 
should be taken as of a different period. I f  a taxpayer desires to 
claim a deduction or a credit as of a period other than the period in 
which i t  Gas LL paid or accrued ” or ‘‘ paid or incurred,” he shnll 
attach to his return a statement setting forth his request for con- 
siderntion of the case by the Commissioner together with a complete 
statement of the facts upon which he relies. However, in his income 
tax return he shall take the deduction or credit only for the taxable 
period in which it was actually “paid or incurred,” or “paid or 
accrued,” as the case may be. Upon the audit of the return, the 
Commissioner will decide whether the case is within the excaption 
provided by the Act, and the taxpayer will be advised as to the 
period for which the deduction or credit is properly allowable. 

ART. 342. When charger dedaotib1e.-Each year’s return, 80 far  as 
practicable, both as to gross income and deductions therefrom, 
should be complete in itmlf, and taxpayers are expected to make 
every reasonable effort to ascertain the facts necessary to make a 
correct return. The expenses, liabilities, or deficit of one year can 
not be used to reduce the income of a subsequent year- (But sea 
section 117 and articles 651-655.) A taxpayer has the right to 
deduct all authorized allowances, and it follows that if he does not 
a-ithin any year deduct certain of his expenses, losses, interest, taxes, 
or other charges, he can not deduct them from the income of the next 
or any succeeding year. It is recognized, however, that particularly 
in a going business of any magnitude there are certain overlapping 
items both of income and deduction, and so long as these overlapping 
items do not materially distort the income they may be included in 
the year in which the taxpayor, pursuant to a consistent policy, takes 
them into his accounts. Judgments or other binding adjudications, 
such as decisions of referees and boards of review under workmen’s 
compensntion laws, on account of damages for patent infringement, 
personal injuries, or other cause, are deductible from gross income 
when the claim is 80 adjudicated or paid, unless taken under other 
methods of accounting which clearly reflect the correct deduction, less 
any amount of such damages as may have been compensated for by 
insurance or otherwise. I f  subsequent to its occurrence, however, a 
taxpayer first ascertains the amount of a loss sustained during a prior 
taxable year which has not been deducted from gross income, he may 
render an amended return for such preceding taxable year including 
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such amount of loss in the deductions from gross income and may 
file a claim for refund of the exam tax paid by reawn of the failure 
to deduct such loss in the original return. (See section 322 and arti- 
cles 1251-1257.) A loas from theft or embezzlement occurring in one 
year and discovered in another is ordinarily deductible for the year 
in which sustained. 

SBC. 44. INSTALLMENT BASIS. 
(a) Dealers In personal property.-Under reylatlons prescribed by 

the Commlssloner wlth the approval of the Secretary, a pfxson who 
regularly sells or otherwise dlsposes of personal property on the lnstnll- 
ment plan may return a8 Income therefrom In any taxable year t ha t  
proportlon of the Installment payments actually received In that year 
whlch the grow proflt renIIze(1 or to be realized when payment ie 
completed, bears to the total contrnct prlce. 

(b) Enlei of realty and oaiual sales of personalty.-In the cafe (1) 6f 
a raaoal ~ n l e  or other cnsoril cllsi~onltlon of personal property (other 
than property of a kind whlch would properly be lncluded In the 
Inventory of the t axpa je r  If 011 haiid a t  the close of the taxable 
gear),  for a prlce exrerdlng $1,000, or (2) of a sale or other dlsposltlon 
of real property, If fn either rnse the Inltlnl payments do not exceed 
40 per centum of thr  nellln,q prlce. the Income may. under regulat lon~ 
prescrlhed by the Ooinmls~loner wlth lhe approval of the Secretary, 
be returned on the basis and In the mauiier nbove presrrlhed In thls 
sectlon. As used In this section the term “ lnltlol payments ” means the 
payments recelved In CaHh or prrlperty other than evidences of lndebled- 
wss of the purchawr durlng the taxable period In whlch the sale or 
other dlapnsltlon Is made. 

( 0 )  Change from accrual to  Installment bsiIi.-If a taxpayer entitled 
to the beneflts of subsectlon ( a )  elects for any taxable year to  ieport 
hls net Income on the lnstalln~ent buRis, then in colnputlng his Income 
for the year of change or any subsequent year, amounts actually r e  
celved during any such gear on account of mlee or other dlsposltlona 
of property made In any prfor year shall not be excluded. 

(a) Gain or loii  upon dirporltlon of inrtallment ob1iptioni.-If a n  
lnetnllment obllptlon 1s mtlsfled at other than It8 face value or dle- 
trlbuted, transmltted, sold, or otherwlse dlsposed of, galn or 1088 ahall 
result to the extent of (he dlfference betwoen the basis of the obllga- 
tlon and (1) lu the vase of mtlsfactlon at other than face value or 8 
a l e  or e x c h a n g e t h e  amount reallzed, or (2) In cam of a dlstrlbutlon. 
transmlselon, or dlsposltlon otherwlse than by mle or exchange-the 
falr market value of the obllgatlon at the t h e  of such dlstrlbutlon, 
tranamleslon, or dlsposltiou. The basis of the obllgatlon shall be the 
excess of the face value of the obllgatlon over an amount equal to the 
Income whlch would be returnable were the obllgatlon satlsfled fn full. 

Am. 351. Sale of personal property on installment plan.-Dealers in 
personal property ordinarily sell either for cash or on the personal 
credit of the purchaaer or on the installment plan, Dealers who 
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sell on the installment plan usually adopt one of four ways of pro 
tecting themselves in case of d e f a u l t  

(a) By an agreement that title is to remain in the vendor until 
the purchaser has completely performed his part of the transaction; 

( 6 )  By a form of contract in which title is conveyed to the pur- 
chaser immediately, but subject to a lien for the unpaid portion of 
the selling price; 

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

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

The general purpose and effect being the same in all of these cases, 
the same rule is uniformly applicable. The general rule prescribed 
i R  that a persoh who regularly sells or otherwise disposes of personal 
property on the installment plan, whether or not title remains in the 
vendor until the property is fully paid Yor, may return aa income 
therefrom in m y  taxable year that proportion of the installment pay- 
ments actually received in that year which the total or gross profit 
(that is, sales less cost of goods sold) realized or to be realizad when 
the property is paid for, bears to the total contract price. “l‘hus 
the income of a dealer in personal property on the installment 
plan may be aacebned  by taking as income that proportion 
of the total payments received in the taxable year from install- 
ment sales (such payments being allocated to the year against 
the sales of which they apply) which the total or gross profit 
realized or to be realized on the total installment sales made during 
each year bears to the total contract price of all such sales made dur- 
ing that respective year. No payments received in the taxable year 
shall be excluded in computing the amount of income to be returned 
on the ground that they were received under a sale the total profit 
from which was returned as income during a taxable year or years 
prior to tlie change by the taxpayer to the installment basis of re- 
turning income. But in the c8se of any taxpayer who, by an original 
return made prior to February 26, 1926, changed the method of 
reporting his net income for the taxable year 1924 or any prior tax- 
able year to the installment basis, see section 705. Deductible items 
are not to be allocated to the years in which the profits from the sales 
of a particular year are to be returned as income, but must be de- 
ducted’for the taxable year in  which the items ore paid or incurred 
or paid or accrued, as provided by sections 43 and 48. A dealer 
who desires to compute bis income on the installment basis shall 

m. mi 9 44 

109 

maintain books of &mount in such a manner as to enable an accurate 
computation to be made on such basis in accordance with the provi- 
tiions of this article. 

I n  the case of a casual sale or other casual disposition of personal 
property other than property of a kind which would properly be 
included in the inventory of the taxpayer if on hand at  the close of 
the taxable year, for a price exceeding $l,OOO, income may be re- 
turned on the installment basis provided the payments received in 
cash or property other than evidences of indebtedness of the pur- 
chaser during the taxable year in which the sale or other disposition 
is made do not exceed 40 per cent of the selling price. 

I f  for any reason the purchaser defaults in any of his payments, 
and the vendor returning income on the installment basis repossesses 
the property, the entire amount received in installment payments 
and retained by the vendor, less the sum of the profits previously 
returned 88 income and an amount representing proper allowance 
for damage and use, if any, will be income of the vendor for the year 
in which the property is repossessed, and the property repossessed 
must be carried on the books of the vendor at its original cost, less 
proper allowance for damage and use, if any. 

I f  the vendor chooses as a matter of consistent practice to return 
the income from installment sales on the straight accrual or cash 
receipts and disbursements basis, such a course is permissible. 

I f  an installment obligation is satisfied, or otherwise disposed of, 
gain or loss may result therefrom and must be determined in accord- 
ance with section 44 (d) and article 355. 

Am. 352. Sale of real property involving deferred papmenta.-Under 
section 44 deferred-payment sales of real property fall into two 
classes when considered with respect to the terms of sale, aa follows: 

(1) Sales of property on the installment plan, that is, sales in 
which the payments received in cash or property other than evidences 
of indebtedness of the purchaser during the taxable year in which 
the sale is made do not exceed 40 per cent of the selling price. 
(2) Deferred-payment sales not on the installment plan, that is, 

sales in which the payments received in cash or property other than 
evidences of indebtedness of the purchaser during the taxable year in 
which the sale is made exceed 40 per cent of the selling price. 

Sales falling within class (1) and class (2) alike include (a) 
agreements of purchase and sale which contemplate that a convey- 
ance is not to be made at  the outset, but only after all or a substantial 
portion of the selling price has been paid, and ( 6 )  sales where there 
is an immediate transfer of title, the vendor being protected by a 
mortgage or other lien as to deferred payments. 

OENBRAL PROVISIONS 
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I n  the sale of mortgaged property the amount of the mortgage, 
whether the property is merely taken subject to the mortgage or 
whether the mortgage is assumed by the purchaser, shall be included 
as a part of the ‘‘ selling price,” but the amount of the mortgage, to 
the extent i t  does not exceed the basis to the vendor of the property 
sold, shall not be considered as a part of the “ initial payments ” or 
of the L‘total contract price,” as those terms are .used in section 44, 
in articles 851 and 858, and in this article. Commissions and other 
selling expenses paid or incurred by the vendor are not, to be deducted 
or taken into account in determining the @mount of the “initial 
payments,” the “ total contract price,” or the “ selling price.” 

Arrr. 853. Sale of real property on inrtallment plan.-In transactions 
included in class (1) in article 852 the vendor may return as income 
from such transactions in any taxable year that proportion of the 
installment payments actually received in that year which the total 
profit realized or to be realized when the property is paid for bears 
to the total contract price. 

I f  for any reason the purchaser defaults in any of his payments, 
and the vendor returning income on the installment basis repossosses 
the property, the entire amount received in installment payments 
and retained by the vendor, less the sum of the profits previously re- 
turned as income and an amount representing proper adjustment for 
exhaustion, wear and tear, obsolescence, amortization, and depletion 
of the property while in the hands of the purchaser, will be income 
of the vendor for the year in which the property is repossessed, and 
the basis of the property in the hands of the vendor will be the 
original basis a t  the time of the installment sale. 

I f  the vendor chooses as a matter of consistent practice to return 
the income from installment sales on the straight accrual or cash 
receipts and disbursements basis, such a course is permissible, and 
the sales will be treated as deferred-payment sales not on the install- 
ment plan. 

ART. 854. Deferred-payment sale of real property not on inrtdlment 
plan.-In transactions included in class (2) in article 852, the obliga- 
tions of the piirchaser received by the vendor are to be considered 
as the equivalent of cash to the amount of their fair market value 
in ascertaining the profit or loss from the transaction. 

I f  the vendor had retained title to the property and the purchaser 
defaults in any of his payments, and the vendor repossesses the 
property by agreement or process of law, the difference between (1) 
the entire amount of the payments actually received on the contract 
and retained by the vendor and (2) the sum of the profits previously 
returned as income in connection ther0wit.h and an amount repre- 
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senting proper adjustment for exhaustion, wear and tear, obsoles- 
cence, amortization, end depletion of the property while in the hands 
of the purchaser, will constitute gain or loss, as the case may be, to 
the vendor for the year in which the property is repossessed, and the 
basis of the property in the hands of the vendor will be the original 
basis at the time of the sale. If the vendor had previously trans- 
ferred title to the purchaser, and the purchaser defaults in any of 
his payments and the vendor reacquires the property, such repos- 
session shall be regarded as a transfer by the vendor, in exchange for 
the property, of such of the purchaser’s obligations as are applied by 
the vendor to the purchase or bid price of the property. Such an 
exchange will be regarded as having resulted in the realization by 
the vendor of gain or loss, as the case may be, for the year of repos- 
session, measured by the difference between the fair market valye of 
Ihe property and the basis in the hands of the vendor of the obliga- 
tions of the purchaser (generally, the fair market value thereof 
which was previously recognized in computing income) which were 
applied by the vendor to the purchase or bid price of the property. 
The fair market value of the property shall be presumed to be the 
amount for which i t  is bid in by the vendor in the absence of clear 
and convincing proof to the contrary. I f  the property so acquired 
is subsequently sold, the basis for determining gain or loss is the 
fair market value of the property a t  the date of acquisition. 

I f  the obligations received by the vendor have no fair market 
value, the payments in cash or other property having a fair market 
value shall be applied against and reduce the basis of the property 
sold, and, if in excess of such basis, shall be taxable to the extent of 
the excess. Qain or loss is realized when the obligations are disposed 
of or satisfied, the amount being the difference between the reduced 
basis as provided above and the amount realized therefor. Only in 
rare and extraordinary cases does property have no fair market value. 
Am. 355. Gain or loss upon disporition of inrtallment pbligatiom- 

I f  an installment obligation is satisfied at other than its face value 
or is sold or exchanged, gain or loss results to the extent of the dif- 
ference between (1) the excess of the face value of the obligation 
over the amount of income which would be returnable were the 
obligation satisfied in full and ( 2 )  the amount realized upon such 
disposition. 

I f  an installment obligation is distributed, transmitted, or disposed 
of otherwise than by sale or exchange, gain or loss results to the 
extent of the difference between (1) the excess of the face value of the 
obligation over the amount of income which would be returnable were 
the obligation satisfied in full and (2) the fair market value of 
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the obligation at  the time of such distribution, transmiaaion, or 
disposition. 

The entire amount of gain or loss resulting from the disposition 
or satisfaction of installment obligations shall be recognized except 
as provided in section 112 and articles 571480. 

Emzmg& (I) : In  1928 the M Corporation sold a piece of real estate 
to B for $20,000. The company acquired the property subsequent to 
February 28, 1913, a t  a cost of $lO,OoO. During 1928 the company 
received $5,000 cash and the vendee’s notes for the remainder of the 
selling price, or $15,000, payable in subsequent years. Before the 
vendee made any further payments the company sold the notes for 
$13,000 in cash. The company derived taxable income in the amount 
of $5,500 from the sale of the notes, computed as follows: 

$13, OOo Proceeds of sale of notee-_------,,------_-__-----_---_____-_____-__- 
Belling price of property __--__-____-____-___ - -______ 
cost of property__----___---__-----------_-------_, 10,OOO 

$20, OOO 

Total proflt to be I.ealIzed when property ie 
pald tor _ _ _ _ _  - ____ _______________________  

Per cent of proflt, or proportion of each payment re  
turnable as Income, $lO,OOO divlded by $2O,QOO, 60 
per cent 

10, OOO 
Total contract prfce __________________________  m, 000 

Pace value of notee_-____-______-____-_--_________-_--_____ $19 OOo 
Amount of Income returnable were the notea eatlefled In full, 

60 per cent of $16,ooo_________-________-_-_____--________ 7.600 
Excess of face value of note over amount of income returnable were 

the notes satlsfled In full 7, 

Taxable income derived from sale of notes . . . . . . . . . . . . . . . . . . . . .  6,500 

Emm~ple ($) : Suppose in the example given above the M Corpora- 
tion, instead of selling the notes, distributed them to its shareholders 
as a dividend, and at the time of such distribution the fair market 
value of the notes was $14,000. The company would derive taxable 
income in the amount of $6,500 from such disposition of the notes, 
computed as follows: 
Fair market value of notes ________________-________________________ 
lhcese of face value of notes over amount of Income returnable were 

the notes satisfled in full (computed as in example (I) ) _ _ _ _ _ _ _ _ _ _ _ _  
~ 4 , 0 0 0  

7,600 

Taxable Income derived from disposition of notea. _____________  
SEC. 45. ALLOCATION OF I N C O M E  AND DEDUCTIONS. 

In any case of two or more trades or businesses (whether or not 
Incorporated, whether or not o r g a n i d  In the United States, and 
whether or not a m i a t d )  owned or controlled directly or indirectly 
by the same Interests, the Commissioner Is authorized to distribute, 
apportion, or allocate gross income or deductions between or among 
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such trades or hudnwses, If he determines that such distributlon, 
apportionment, or allocation is necessary in order to prevent evasion 
of taxea or clearly to reflect the Income of any of such trades or busi- 
nesw.  

SEC. 46. CHANGE OF ACCOUNTING PERIOD. 

I f  a taxpayer changes hln accountlug period from Ascal year to calen- 
dar year, from calendar year to flscnl year, or from one flecal year to 
another, the net Income shall, with the npproval of the Commissioner, 
be computed on the  bash of such new accounting perlod, subject to the 
provisions of sectlon 47. 

ART. 361. Change in accounting period-If a taxpayer changes his 
accounting period he shall, prior to the expiration of 30 days from 
the close of the proposed period for which a return would be required 
to effect the change, furnish to the collector, for transmission to the 
Commissioner, tho information required on Form 1128. The due 
date of the separate return for such period is the fifteenth day of 
the third month following the close of that period. I f  the change 
in the basis of computing the net income of the taxpayer is approved 
by the Commissioner, the taxpayer shall thereafter make his returns 
and compute his net income upon the basis of the now accounting 
period. (See section 47 and article 371.) 

SEC. 47. RETURNS FOR A P E R I O D  OF LESS THAN T W E L V E  

(a) Beturnr for short period resnlting from change of aooounting 
period.-If a taxpayer. wltli the npproral of the Commlssloner, changes 
the basis of computing net income from fiscal year to calendar year a 
Reparate return mhall he made f o r  the period Mtween the close of the 
last flwal year for which return was mrtde and the followirlg Decemhvr 
31. I f  the change 1~ from ralerrdnr year to ARcnl yenr, a separate 
return shall bc made for the perlod between the close of the last cnlen- 
dar year for which return was inade and the date designated a s  the 
close of the flsral yenr. If the change la from one flscal year to another 
f l m l  year a separate return shall he made for  the perlod between the 
close of the former fiscal yenr and the date deslgnated a s  the c l w  
of the new flsral yenr. 

(b) Inoome computed on bads of rhort period.-Where a separnte 
return is  mnde under subsection ( a )  on account of a change in the 
accpunting period, and in all other cases where a separate retiirn iR  
reqhlred or permitted, hy regnlntlons plPscribed by the CommIssloner 
wIth the approval of the Secretary, to he made for a fractiorial pnrt 
of II year, then the income shall be computed on the bad8 of the perlod 
for which separate return Is  mnde. 

(a) Inoome plaoed on annual baris.-If a separate return is made 
under subsectlon (a)  on account of a change ln the accounting period, 
the net Income, computed on the basis of the period for which sepa- 
rate return is made, shall he pinced on an annual basis by niultiplying 

MONTHS. 
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the amount thereof by twelve and dividing by the number of months 
Included in the period for whlch the separate return IE made. The tax 
ahall be such part of the tax computed on such annual basis as the 
number of months In such period IE of twelve months. 

(a) Capital net gains and losiee-earned inoome.--The Cbrnmissloner 
with the approval of the Secretary shall by regulations prescribe the 
method of applying the provisions of subsections (b) and (c) (relating 
to combutlng income on the basis of a short perlod, and placlng mch 
Income on an annual basis) to caw where the taxpayer makes a sepa- 
rate return under subsection ( a )  on account of a change in the account- 
Ing perlod. and it appeara that for the pedod for whlch the return IB 
so made he has derived a capltal net gain, or sustalned a capital net 
low, or received earned Income. 

(e) Beduotion of oreditr against net inoome.-In the case of a return 
made for a fractionel part of a year, except a return made under sub- 
Rection ( a ) ,  on acyunt  of a change In the accounthg perlod, the 
personal exemption and credit for dependents, and the speclflc credit 
for corporations, shall be reduced respectively to amounte whlch bear 
the same ratio to the full credits provided as the number of months 
In the period for which return is made bears to twelve months. 

( f )  Closing of taxable year in oaie of jeopardy.-For closing of tax- 
able year in case of jeopardy, see section 147. 

ART. 371. &turns for periods of less than 12 months.-No return 
can be made for a period of more than 12 months. A separate 
return for a fructional part of a year is therefore required wherever 
there is a change, with the approval of the Commissioner, in the bask 
of computing net income from one taxable year to another taxable 
year. The periods to be covered by such separate returns in the 
several cases are stated in the Act. The requirements with respect 
to the filing of a separate return and the payment of tax*for a part 
of a year are the same as for the filing of a return and the payment 
of tax for a full taxable year closing a t  the same time. (See sections 
53 and 56 and articles 401404,431, 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 the calendar,year in 
which such period 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 tlisn 12 months by reason of a change in accounting period, 
the personal exemption and credit for dependents, and the credit of 
@,OOO allowed R domestic corporation having a net income not ex- 
ceeding $25$00, shall be reduced to that proportion of the full credit 
which tho number of months in the period for which the return is 
nincle bears to 12 months. 

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

. 
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Where the net income of a corporation is placed on an annual basis, 
the amount of the net income after being placed on such basis 
determines' whether the credit of $3,OOO is allowable. 

E m p l e  (1): The income tax of a citizen of the United States 
entitled to a personal exemption of $3,500, making a return for a 
six-months period by reason of a change in accounting period, and 
having a net income of $10,000 for such six-months period, of which 
$5,000 i~ earned net income, is $406.87, computed as folbws : 
Net income _____________________---.---------------------------- $lO,OOO.OO 
Multlplled by 12 __________________._----------------------------- 12o.OOO.00 
Divided by 6----_---------------------------------------------- aO,OOO.00 
Subtracting exemption of $3,600 ................................. 16,~.00 

Normal tax on $16,500 ________________________________________-- 606.00 
Surtax on $aO,ooO_____------------------------------------------ 220.00 

Amount of tax ________________________________________---------- 406.87 
h'aamp2e (S): The income tax of a domestic corporation making 

11 return for a six-months period by reason of a change in accounting 
period, and having a net income of $10,000 for such six-months 
period, is $1,020, computed as follows : 
Net !ncome ........................................................ $10,000 
Multlpllcd by 1% _____________________________L__________-_--------- 120,000 
Divided by 6----------------------------------_--_----------------- 20,00() 
Subtrnctlng credlt of $3,ooO (allowable because net income placed on 

annual bash does not exceed $Za,m) ____-_-_______-__- ___- 2 _ _ _ _ _ _ _  17,000 
Tax on $17,000 at 39 per cent _______________________________________ 2,040 
Amount of tax ($2,040t2)------------------------------------------ 1,020 

The return of a decedent or of his estate for the year in which 
he died is a return for 12 months and not for a fractional part of 
n year. 

SEC. 48. DEFINITIONS. 
When used in this t i t l e  
(a) Taxnble year.--" Taxable year " mean# the calendar year, or the 

fl&al year ending durfng Ruth calendar year, upon the basis of which 
the net income is computed under this Part. " Taxable year " includes, 
in the case of a return made for a fractional part of a year undw the 
prnvlslons of title or under mgulatlone presdbed by the Commis- 
sloner with the approval of the Secretary, the period for whlch such 
return 1s made. The flrst taxable year, to be called the taxable year 
1028, ahall be the calendar year 1928 or any fiscal )ear ending dudng 
the calendar year 1028. 

Art. 371 Q 48 
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(b) Bisoal year.-“Flscal year” mean8 nu nccountlng period of 
twelve months ending on the last day of any month other than 
December. 

(a) Paid. inourred, aoorued--The terms “pald or incurred” and 
”pald or accrued” Shall be construed according to the method of 
anountlng upon the bash of which the net Income 1s wrnpuw under 
thls Part. 

P U T  V--Rlll’t)BAB AND PAYMENT OF TAX 

8EC. 51. INDIVIDUAL RETURNS. 
(a) Bepairerneat.-The follnwlng lndlvldunls flhall each make under 

oath a rvturn Mating SplC1flC~llp the items of his gross income and tbe 
deductIonR and credlts allowed under thls t i t l e  

( 1 )  Every indivltlual liavlng a net Income for the taxable year 
of $I,m or over, if fllnnle, or if mcirrled and not llvlng wlth 
husband or wife; 

(2) Every lncllvidual havlng a net income for the taxable year 
of &?,MI0 or Over. I f  married and llvlng wltb husband or wife; and 

(3 )  Every indlvidunl havlng a gross Income for the taxable year 
of $6,OOO or over, regardlem of the amount of hle net income. 

(b) Husband and wife.--If n liusband nnd wife Hvlng together have 
an aggregate net Income for the taxuble year of $3,600 or over, or an 
aggregate proos Income for such year of $G,0oO or over- 

(1) Each shall make such a return, OF 
(2) The Inmme of each shall be Included in a single jolot 

return, 111 which ram the tax shall be computed t n  the aggregate 
Iiwtunc~. 

( 0 )  Perions under disability.-If the taxpayer is unable to mnke hls 
own return, the return shall bo made by a duly authorl~ed agent or by 
the gunnilan or other pmon charged wlth the care of the person or 
properly of such tnxpaycr. 

(d) Biduafarien.--Fur returnfl to be made by flduclarles. 8% sectlon 
143. 

ART. 381. Individual returns.-For each taxable year every single 
person and every married person not living with husband or wife, 
whose gross income as defined in sections 22 and 116 is $5,000 or over, 
or whose net income as defined in section 21 is $1,500 or over, must 
make a return of income. Tlie return shall be for his taxable year, 
whether calendar or fiscal. Whether or not an individual is the 
head of a family or has dependents is immaterial in determin- 
ing his liability to render a return. A husband and wife living 
together for the entire year need make no returns unless their 
nggregate gross income for the taxable year is a t  least $5,000, or 
their aggregate net income is at least $3,500. If their agg gate 
net income for the taxnble year is Q;3,50  or more, or their r ggre- 
gate gross income is $5,000 or more, either each must make a return, 
or tlie income of each must be included in a single joint return. A 
hushnd and wife living together for a period which is less thrn the 
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entire taxable year must make a return or returns if their‘ aggregate 
grose income for the taxable year is $5,000 or more, or their aggregate 
net income is equal to, or in excess of, the credit allowed them by 
section 25 (e) (2). (See article 295.) Where the income of each is 
included in a single joint return, the tax is computed on the aggre- 
gate income and all deductions and credits to which either is entitled 
shall be taken from such aggregate income. The husband shall 
include in his return the income derived from services rendered by 
the wife or from the sale of products of her labdr if she does not 
file a separate return or join with him in a return setting forth her 
income separately. A joint return of liusband and wife niuy be 
filed only if they were living together at, the close of their taxable 
year. Where one spouse dies prior to the last day of tlie taxable 
year, the surviving spouse should not include the income of tlie 
deceased spouse in a joint return for such tnxable year. For retorns 
by fiduciaries, see uection 143 and articles 741-746; by partnerships. 
sea section 189 and articles 941 and 942; antl by nonresident alien 
individuals, see section 217 and article 1081. See also section 83 niid 
articles 401404. 

ART. 882. Form of return.-The return shall be on Form 1040, ex- 
cept that i t  may be on short Form 1040 A where the net income does 
not exceed $5,000, and is derived chiefly from salaries and wages. 
The forms may be had from the collectors of the several districts. 
The return may be made by an agent when, by reauon of illnew, ab- 
sence, or nonresidence, the perpon liable for the return is unable to 
make it, the agent assiiminK the responsibility for making tlie rcttirn 
and incurring liability for the penalties provided for erroneoils, 
false, or fraudulent returns. 

ART. 883. Return of inoome of minor.-An individual under tho 
statutory age of majority is required to render a return of inromo 
if he has a net income of his own of $1,500 or over, or a gross 
income of $5,000 or over, for the taxable year. 1.’ he is married, 
see article 881. If a minor has been emancipated by his parent. 
his earninjp are his own income, antl such earnings, regardless of 
amount, are not required to be included in the return of the parent. 
I f  ti& sggregate of the net income of a minor from any pro1)erty 
which he possesses, rnd from any funds held in trust for him 1)y a 
trllstee or guardian, and from his earnings in case he has bcen eman- 
cipated, is at least $1,500, or his gross income is a t  least $5.000, n re- 
turn 88 in the cage of any other intlividual inrlst be made by him or 
by his guardian, or some other person charged with tlle care of his  
person or property for him, In the absence of 
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proof to the contrary, a parent will be assumed to have the legal 
right to the earnings of the minor and must include them in hie 
return. 

Am. 884. Verification of retame.-All income tax returns must be 
verified under oath or affirmation. The oath or affirmation may be 
administered by any officer duly authorized to administer oaths 
for general purposes by the law of the United States or of any State, 
Territory, or postpsion of the United States, wherein such oath ia. 
administered, or by a consular officer of the United States. Persons 
in the naval or military service of the United States may verify 
their returns before any official authorized to administer oaths for 
the purposes of those services. Income tax returns executed abroad 
may be attested free of charge before United States conpular officers. 
Where a foreign notary or other official having no seal shall act as 
attesting officer, the authority of such attesting officer should be 
certified to by some judicial official or other proper officer having 
knowledge of the appointment and official character of the attesting 
officer. 

ART. 385. Use 02 prescribed 2orms.-Copiee of the prescribed return 
forms will so far as possible be furnished taxpayers by collectors. A 
taxpayer will not be excused from making a return, however, by the 
fact that no return form has been furnished to him. Taxpayers not 
supplied with the proper forms should make application therefor to 
the collector in ample time to have their returns prepared, verified, 
and filed with the collector on or before the due date. Each tax- 
payer should carefully prepare his return so as fully and clearly to 
b t  forth the data therein called for. Imperfect or incorrect returns 
will not be accepted a5 meeting the requirements of the Act, In 
lack of a prescribed form a statement made by a taxpayer disclosing 
his gross income and the deductions therefrom may be accepted as a 
tentative return, and if filed within the prescribed time a return RO 

made will relieve the taxpayer from liability to penalties, provided 
that without unnecessary delay such a tentative return is replaced 
by a return made on the proper form. (See further articles 402-404.) 

SEC. 52. CORPORATION RETURNS. 
(a)  Beqnirement.-Every corporatlon subject to taxatlon under thia 

tltle shall make a return, stating speclflcnlly the Item8 of it8 gross 
income and the deductlons and credit8 allowed by thia title. The return 
shall be sworn to by the presldent, vlce president, or other prlnclpal 
officer and by the treasurer or assistant treasurer. In case8 where 
receivers, trustees In bankruptcy, or asslgnees are operating the prop- 
crty or buslness of corporatlone, such receivers, trustees, or asslgnees 
shall make returns for such corporations in the 8ame manner and 
form as corporations are required to make returns. Any tax due on 
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the basis of such returns mnde by recelvers, trustees, or asslgnees 
shall be collected in the same manner as if collected from the corpo- 
ratlons of whose business or property they have custody and control. 

(b) Conrolidated returns.-For provision as to consolldated returns 
of afellated corporatlons, see sections 141 and 142. 

ART. 391. Corporation returns.-Every corporation not expressly ex- 
empt from tax niust make a return of inconie, regardless of the 
amount of its net income. In  the case of ordinary corporations, 
the return shall be on Form 1120. For returns of insurance co~ii- 
psnies, see article 1015; of foreign corporations, see section 235; 
and of affiliated corporations, see sections 141 and 142 and articles 711 
arid 731. A corporation having an existence during any portion of 
n taxable year is required to make a return. A corporation which 
has received a charter, but has never perfected its organization, which 
has transacted no business and had no income from any source, may 
upon presentation of the facts to the collector be relieved froni the 
nrcessity of making a return so long as it remains in an unorgnnized 
condition. I n  the absence of a. proper showing to the collector such 
a coiporation will bu required to make a return. A corporation 
which was dissolved in 1!M8 prior to the enactment of the Ilevenue 
Act of 1928 is not relieved from the necessity of rendering retiirns 
tliereuniler for any period or pwiods of  its existence for which the 
Act is effective. For informntion returns by corporations relating to 
profits of the taxable year declared ILS dividends, see section 149 (b) . 
For verification of returns rind use of prescribed forms, see articles 
384 and 385. Upon liquidation or dissolution of a corporation there 
sliall be attached to the final return n statement showing: (1) The 
date and manner OP dissolution, (2) the name and addrew of each 
shareholder at dissolution and the number and par value of the 
shares of stock held by each of them, (8) a description and the value 
of the liquidating assets received by each shareholder, (4) the name 
and address of each individual or corporation other than shareholders 
arid creditors, if any, that received assets at dissolution, (5) a descrip- 
lion and the value of the assets received by each such individual or 
corporation, and (6) the consideration, if any, paid by each of them 
for the assets received. 

Am. 392. Returns by receivers.-Receivers, trustees in dissolution, 
trustees in bankruptcy, and asslgnees, operating the propr ty  or 
business of corporations, must mako returns of income for such 
corporations on Form 1120, coveting each year or part of a year 
during which they are j n  control. 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, 
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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 which 
would devolve upon the officers of the corporation were they in con- 
trol. A 
receiver in charge of only part of the property of a corporation, how- 
ever, as a receiver in mortgage foreclosure procee+ngs involving 
merely a small portion of its property, need not make a return of 
income. 

(See sections 274 and 298 and articles 1191 and 1192.) 

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

(1) QEAERAL RULE.-€tetUrUS made on the basis of the calendar 
year shall be made on or before the 16th day of March folbwlng 
the close of the calendar year. Returns made on the baala of a 
fiscal year shall be made on or before the 16th day of the thlrcl 
month following the close of the flscal yenr. 

(2)  I C x ~ ~ n s i o ~  OF narm.-The Commlssloner may grant a reason- 
able extension of tlme for fllfng returns, under such rules and 
regulations as  he shall prescribe with the approval of the Secretary. 
Except In the case of taxpayers who are abroad, no such extension 
shall be for more thnn Six months. 

(b) To whom return made.- 
(1) Ixorvroum.-Returns (other than corporatlon return’s) 

shall be made to the collector for the dbtrlct In whlch 18 located the 
legal retddence or prlndpal place of huslness of the person making 
the return, or, if he has no legal reddeuce or prlnclpal place of 
buRlrlrss In the United States, then to the collector at  Baltimore, 
Maryland. 

(2)  Coai.oluTions.-~,turiis of corporatlons shall be made to 
the cOllPc*lor of I ~ P  dintrict in wblch Is lwnted the pdnclpanl placo 
of bilRlnrRa or yrlnrlpal oftice or ngenry of the corporatlon, or. if 
It ha# no prlndpal place of busIneRn or prlnclpal otace or agency in 
the Unlted States, then to tile collector at Baltimore, Maryland. 

ART, 402. Time for filing returns.-Returns of income (except in the 
case of nonresident nlien individuals, as to which see section 217, and 
foreign corporations, as to which see section ‘235) must be made on or 
before the 15th day of the third nioxith following the close of the fiscal 
or calendar year. A corporation going into liquidation during any 
taxable yenr may, upon the completion of mch liquidation, prepare 
a return for that year covering its income for the part of the yenr 
(luring mhi~h it was engaged in business and may immediately file 
srich return with the rollector. 

ART. 402. Extensions of time for filing returns.-It is important that 
the taxpayer render on or before the due date a return as complete 
and final 8s it is possible for him to prepare. However, the Com- 
missioner is authorized to grant a reasonable extension of time for 

Art. 402 9m 

QENERAL PROVISIONS 121 
filing returns under such rules and re@lationa &B he ah.ll p-ribe 
with the approval of the Secretary.’ Accordingly, authoA9 for 
granting extensions of time for filing income tax returns is hereby 
delegated to the various collectors of internal revenue. Application 
for extensions of time for filing income tax returne should be ad- 
dressed to the collector of internaL revenue for the district in which 
the taxpayer files his returns and must contain a full recital of the 
causes for the delay. Except in the case of taxpayers who are 
abroad, no extension for filing income tax returns may be granted 
for more than six months. For extensions of time for payment of 
tax, see sections 56 (c) and 272 ( j )  and articles 403,432, and 1178. 
ART. 408. Extensions of time in the oase of foreign organieations, oertain 

domestio oorporations, and oitirens of United States residing or traveling 
abroad.-An extension of time for filing returns of income for 1928 
and subsequent taxable years is hereby granted up to and including 
the fifteenth day of the sixth month following the close of the taxable 
year in the case of: 

(a) Foreign partnerships regardless of whether or not they main- 
tain an office or place of businass within the United States; 

( 6 )  Foreign corporations which maintain an office or place of 
business within the United States; 

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

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

(e) American citizens residing or traveling abroad, including per- 
son~ in military or navnl service on duty outside the United States. 

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

An extension of time for paying the tax for such years is also 
granted up to and including the fifteenth day of the sixth month 
following the close of the taxable year in the case of the taxpayers 
specified in ( u ) ,  ( d ) ,  and (e). The installmente of tax which are 
actually due must be paid a t  the time of filing the return and the 
other installments shall be paid as they fall due. Taxpayers who 
take advantage of this extension of time for paying the tax wil,l be 
charged with interest a t  the rate of 6 per cent per annum on the 
first installment of tax from the original due date until paid. As to 
the date on which tax shall be paid by foreign corporations, see 
section 236 and article 1121. 

ART. 404. Due date of return.-The. due date is the data on or before 
which a return is required to be filed in accordance with the pro- 
visions of the Act or the last day of the period covered by an 
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extension of time granted by the Commissioner or a collector. When 
the due date falls on Sunday or a legal holiday, the duo date for filing 
returns will be the day following such Sunday or legal holiday. I f  
placed in the mails, the returcs should be posted in ample time to 
reach the collector's office, under ordinary handling of the mails, on 
or before the date on which the return is required to be fled. I f  a 
return is made and piaced in the mails in due course, properly ad- 
drassed and postage paid, in ample time to reach the office of the 
collector on or before the due date, no penalty will attach should the 
return not actually be received by such officer until subsequent to that 
data. Where R question may be raised as to whether the return wm 
posted in ample time to reach the collector's office on or before the due 
date, the envelope in which the return was transmitted will be pre- 
served by the collector and forwarded to  the Commissioner with the 
return. As to additions to the tax in the caw of failura to file return 
within the prescribed time, see section 291 and article 1211. 

. 

SEC. 54. RECORDS AND SPECIAL RETURNS. 

(a) By taxpaper.-Ihery person liable to any tax Imposed by this 
title or for the collection thereof, shall keep such records, render under 
oath such statemente, make such returns, and comply with such rules 
and regulations, a8 the Commissioner, with the approval of the Seere 
tnry, may from time to time prescribe. 

(b) To determine liability to tax.-Whenever in the judgment of the 
Commlflsloner necessary he may requlre any person, by notice served 
upon him, to make a return, render under oath such statement% or 
keep nuch records. as the Commlssloner deems sufeclent to show 
whether or not surh person Is liable to tax under thle title. 

( 0 )  Information a t  the mouroe.-For requirement of statements and 
returns by one person to amiet in determlnlng the tax liability of 
another person, see sectionn 148 to 151. 

ART. 411. Aid6 to oolleotion of t a x . 1 n  assessing and collecting 
. income taxw the Commissioner has the benefit of all existing internal 
revenue laws in so far as such laws are applicable. The Commis- 
sioner may require any person to keep specific records, render under 
oath such statements and returns, and comply with such rules and 
regulations as the Commissioner, with the approval of the %re- 
tary, may prescribe in order that he may determine 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 determining the 
amount of income which may be subject to the tax keep such per- 
manent books of account or records, including inventories, a8 are 
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necessary to establigh the amount of his gross income and the deduc- 
tions, credits, and other information required to be shown in an 
income tax return. 

SEC. 55. PUBLICITY OF RETURNS. 

Returns made undw thla title shall be open to inspection in the Bame 
manner, to the Bame extent, and wbject to the same provlaions of law, 
Including penaltlea, as  returns made under Tltle II of the Bevenue 
Act of 1928. 

ART. 421. Innpotion of ntarnr.-Section 55 provides that returns 
made under Title I shall be open to inspection in the same manner, 
to the same extent, and subject to the same provisions of law, includ- 
ing penalties, as returns made under Title I1 of the Revenue Act of 
1928. Accordingly, the inspection of re.turns made under Title I is 
governed by the provisions of sections 257 and 1208 (d) of the 
Revenue Act of 1926, which are as follows: 

RETURNS TO BE PUBLIC RECORDS. 

Sm. 267. (a )  Returns upon which the tax has been determined by 
the Commissioner shall constitute public records : but, except nB herein- 
after provided In this W o n  and section 1203, they ahall be open to 
bspectloa only upon order of the President and under rules and regn- 
latlons prescribed by the Secretary and approved by the President. 
Whenever a return 1s open to the lnnpectlon of any pereon a Cerwfled 
copy thereof shnll, upon request, be furnished to such-peram under 
rules and m ~ l a t i o n e  preecrlbed by the Oommlseloner with the approval 
of the Secretary. The Cornmissloner may preecribe a reasonable fee 
fcrr furnlshing such mpy. 

(b)  (1) The Secretnry und any offlcer or employee of the 'lhnsury 
Department, upon request fmm the Commlttee on Ways and Mean8 of 
the House of Representatives, the Committee on Finance of the Benate, 
or a select commlttee of the Senate or House specially authorlaed to  
Investlgute returns by a resolution of the Senate or Hoaee, or a joint 
committee so authorimd by concurrent m l u t l o n ,  shall furnish such 
committee sitting In executive seeslon with nny dnta of ally character 
contained In or shown by any return. 

(2) -4ny such committee shall have the right, acting dlrectly as  a 
commlttee, or by or through such examinem or agents a s  It may deaig- 
nate or appolnt, to Inspect any or all of the returns nt such times and 
in such manner a s  It may determine. 
(3) Any relevant or uaeful Information thus obtained may be aub- 

mltted by the committee obtaining It to the Senate or the House, or to 
both the Senate and the House, as  the case may be. 

(c) The proper ofllcers of any State may, upon the request of the 
governor thereof, have access to the returns of any corporation. or to 
an abstract thereof showing the name and Income of the corporation, 
a t  such times and in such mnniier as  the Secretary may prearlbe. 

(d)  All bona flde shareholders of record owning 1 per centum or 
more of the outstanding stock of any corporation nhall, upon maklng 
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wq6est of the Oommissloner, be allowed to examine the allntlal income 
returns of such corporation and of its subsidiaries Any shareholder 
who pursuant to the provisions of this section is allowed to examlne 
the return of any corporation, and who makes known in any manner 
whatever not provided by law the amount or source of income, profits, 
loeees. expenditures, or any particular thereof, set forth or di$closed in 
any such return. shall be guilty of a misdemeanor and be punished by 
a flue not exceeding $LOO0 or by Imprisonment not exceeding one year, 
or both. 

(e)  The Commieeioner shall a s  m u  as  practicable in each ;year 
cause to be prepared and made available to public inspection in such 
manner as  he may determine, in the o5ce of the collector in each Inter- 
nal-revenue district and In such other places as he may determlne, lists 
containing the name and the poat-omce address of each person making 
an lncome-tax return in such district. 
[Saa. 1203.1 (a) The Joint Committee shall have the same rlght to 

obtaln data and to inspect returns a8 the Committee on Ways and 
Means or the Committee on Finance, and to submit any relevant or 
ueeful informatlon thus obtained to the Senate, the House of Repre 
sentatives, the Committee on Ways and Means, or the Committee on 
Finance. The Committee on Ways and Means or the Committee on 
F i ~ n c e  may submlt such Information to the House or to the &mate, 
or to both the House and the Senate, as the case may be. 

The returns upon which the tax has been determined by the 
Commissioner, although public records, are open to inspection only 
fo the extent authorized by the President except as otherwise ex- 
pressly provided. The President by an Executive order dated July 23, 
1928, ordered that returns filed under Title I of the Revenue Act of 
1928 shall be open to inspection in accordance and upon compliance 
with rules and regulations prescribed bp the Secretary of the Treasury 
and approved by the President, bearing date of April 18, 1926, and 
the amendment thereto dated *Jdy 28, 1928. Suc’l regulations as 
amended are as follows : 
1. These regulations deal only with lnspectlon of returns In so far as It 1s 

necessary for the President to npprove regulations on this subject. Other use0 
to which returns may be lawfully put, without action by the President, are not 
covered by these regulations. 

2: The word “ corporatlon ” when ueed alone hereln shall, unless otherwlse 
indicnted, include corpnratiom. asaorlationa, joint-stock companies, and insur- 
ance cornpanlee. The word “return” when so used shall, unless otherwlae 
indicated, Include income and proflts tax returns, and alm speclal excise tax 
returns of corporations A i d  pursuant to section 1OOO. Title X, of each of the 
Revennoe Acts of 1918 and 1921, and pursuant to section 700 of Tttle VII of 
the Revenue Act of 1924. 

8. Written Btatemente flled with the Commlssloner of Internal Revenue 
designed to be supplemental to and to become a part oi tax re turn  shall be 
subject to the Bame rules and regulatlons as to luspectlon as are the tax 
returns themselves. 

I Bee T. Ds 4264, 4291. and 4817. pp. 364466. 
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4. lllxcept a8 hereinafter spcrciflcally provided, the Oommissioner of Internal 

Revenue may, in him discretlon, upon written application setting forth fully 
the reasons for the request, grant permission for the inspection of returns in 
accordance with these regulatlons. The o5cers and employees of the Treasury 
Department whose ofnclal duties require inspection of returns may inepect any 
auch returns without mnking such written appllcation. 

5. The return of an individual shall be open to Inspection ((I) by the per- 
son who made the returu, or by hi8 duly constituted attorney In fact’; ( b )  if 
the maker of the return has died, by the admlnlstrator, executor, or truetee 
of his estate, or by the duly constituted attorney in fact of such adminlstrator, 
executor, or trustee; and ( 0 )  in the discretion of the Cornmissloner of Intern& 
Revenue, by any heir a t  law or next of kin of such deceased person, upon a 
showing that such helr a t  law or next of kln bas a materlal interest which 
wlll be affected by information contained in the return, or by the duly cou- 
stltuted attorney in fact of such helr a t  law or next of kin. 

6. A joint return of a husband and wife shall be open to  Inspection (a) 
by either spouse for whom the return was made, upon satisfactory evidence 
of such relationshlp being furnished, or  by his or her duly constltuted attorney 
in fact; ( b )  if elther ~ p o u w  has dled, by the administrator, executor, or 
truRtee of hle or her eatate, or by the duly constituted attorney In fact of 
such administrator, erecutor, or trustee; and ( 0 )  in the dlscretion of the 
Oommlssloner of Internal Revenue, by any heir a t  law or next of kln of such 
deceased spouse, upon a ahowlug that such heir a t  law or next of kin has a 
material interest whlch will be affected by Information contalned In the 
return, or by the duly conatltuted attorney In fact of such heir a t  law or 
next of kln. 

7. The return of a partnership shall be open to inspection ((I) by any 
individual who was a mmber of such partnership during any part of the 
tlme wvered by the return upon satisfactory evidence of such fact being 
furnished, or by his duly constituted attorney In fact; ( b )  if a mernher of such 
partuershlp during any part of the tlme covered by the return has died. by 
the adminlstrator, executor, or truatee of hls estate, or by the duly con- 
stituted attorney In fact of wch adrninlstrator, executor, or trustee; and ( 0 )  
in the discretion of the Cornmissloner of Internal Revenue, by any heir a t  
law or next of kin of Each deceased pernon, upon a showlng that such heir 
at-law or next of kin ha8 a material interest which wlll be affected by infor- 
mation contained in the return, or by the duly constltuted attorney in fact of 
such helr a t  law or next of kin. 

8. The return of n n  eatnte shall he open to inqwction ( a )  by the admlnls- 
trator, executor, or trustee of euch estate, or by hls duly constituted nttorney 
In fact: and (6 )  In the dlscretlon of the Commlasioner of Internal Revenue, 
by any heir a t  law or next of kln of the deceased person for whose estate the 
return IR made, upon a showing of material interest which will be affected by 
inforrnatlou contained In the return, or by the duly constituted attorney In fact 
of such helr a t  law or next of kin. 

9. Tha return of a truat Rhnll be open to inspection ( a )  by the trumtee 
or trustees, jointly or severally, or the duly constltuted nttorney in fiict of RUCh 
truatee or trustees; ( h )  by any lndivldual who was n beneflclary of such trumt 
during any part of the tlme covered by the return, upon satisfactory evldence of 
such fact being furnished, or by his duly constituted attorney in fact; ( a )  if any 
Individual who was a beneficiary of such tru6t during any part of the time 
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covered by the return has died, by the admlnlstrator, executor, or trustee of 
his estate, or by the duly constituted attorney in fact of such administrator. 
executor or trustee; and ( 6 )  in the dlscretlon of the Cornmlasloner of Internal 
Revenue, by any heir at law or next of kin of such deceased person. upon a 
showing that  such helr at law or next of kin has a material Interest which 
will be affected by informatlon contnined in the return, or by the duly consti- 
tuted attorney in fact of such helr at law or next of kin. 
10. The return of a corporation shall be open to inspection by the presi- 

dent, vice president, secretary, or treasurer of such corporation, or, if none, 
by any of i b  principal ofacerq upon satisfactory evidence of identity and 
oteclal posltion, or by the duly constituted attorney In fact of such ofEcer. The 
return of a corporatlon which has since heen dlesolved, shall, in the discre 
tlon of the Cornmissioner of Internal Revenue, be open to lnspectlo~~ to any 
p e m n  who under these regulatlons might have inspected the return tit the 
date of diRsolution. 
11. The “access” to returns of corporatlona provlded for In subdivision (c) 

of section 257 shall be considered as inspection of returns wlthin the meaning 
of subdlvlsion ( a )  of said section. 
12. The I’ examination ” of returns of corporations provided for In subdlvl- 

sion ( d )  of section 257 shall be considered as inspection of returns wlthin the 
rnerinlnp; of subdlvlslon (a)  of sald section. 
13. When the head of an  executive department (other than the Treasury 

Delutrtment) or any other United States Government establishment deslres 
to liispect or to have some other ofecer or employee of hls branch of the 
servlce Inspect a return in connectlon with some matter ofeclally before hlrn, 
the lnspectlon may, In the discretlon of the Secretnry of the Treasury, be per- 
mitted upon wrltten applicatlon to him by the hend of such executive depart- 
ment or other Qovernment establishment. The appllcatlon must be signed by 
such head and must show in detail why the Inspection Is desired, the nnme 
and address of the taxpayer who mode the return, and the nnme and o@viai 
deslgnation of the one I t  is deslred shall inspect the return. When tho head 
of a bureau or o8lce In the Treasury Departmept. not a part of the Interiial 
Revenue Bureau, desire8 to inspect u return In coniiecttan with some matter 
o8lclally before him. other than an income, profits tnx, or corporation excise 
tax matter, the inspectlon may, in the discreilon of the Secretary, be per- 
mitted upon wrltten application to hlm by the hmd of mch hurenu or omce, 
showing in detail why the Inapection 1s deslred. 
14. In the caw of return@ or copies thereof fiirnishecl by the Department 

for use In legal promedlngs, only su1~11 inspectloii a# neccRsarily results from 
such we Is permltlrtl. 
16. Except a8 provided In p rag raph  14 returns mag he inspected only in 

the ofice of the Commlssiorler of Internal Revenue. Wnshlnaon, D. 0.. unlese 
Such retnrns are in the custody (Jf a collectnr of internal revenue or Internal 
revenue agent in charge, lu whlch event the return may be 1nsI)eCted in the 
otece of such collector or agent, but only in  the preseilce of an  interiial revenue 
omcer designated by the collector or agent for that  purpose. When the returns 
am In the custody of a collector of internal revenue 01 internal reveuue agent 
in charge, such collector of internal revenue or internal revenue ilgent in charge 
IN nuthorized to grant permission for the inspectlon of such returns In accord- 
ance with them regulations. 
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16. A person who, under these regulations, is permitted to inspect a return 
may make and tako a copy thereof or a memorandum of data contained 
therein. 
17. By sectlon 3167, Revlsed Statutes, as amended by the Revenue Act of 

1918, and reenacted without change In section 1311 of the Revenue Act of 
1021 and in section lOlR of the Revenue Act of 1924 and in eectlon 1115 of the 
Revenue Act of 1928, I t  is made a misdemeanor for any person to print or 
publlsh in any manner whatever not provided by law any income return, or  
any part thereof or source of income, profits. losses, or expenditures, appearing 
In any Income return, which mlsdemennor is punishable by a fine not exceeding 
$l,OOO or by Imprisonmeat not exceeding one year or both, at the digtretlon of 
the court, and if the offender be an o5cer or employee of the Unlted States, by 
dismissal from oteee 01’ dlwharge from employment. 
18. Ail former regulations Issued with the approval of the President in 

respect of lnspectlon of returns are hereby wlthdrawn. 
10. These regulations shall rrmaln In forre until expressly withdrawn or 

overruled. 

ART. 422. Furnishing of copies of income returns.-(1) The original 
income return of an individual, partnership, corporation, association, 
joint-stock company, insurance company, or fiduciary, or a copy 
thereof, may be furnished by the Commissioner to 4.Unitsd States 
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, or to an at- 
torney connected with the Department of Justice designated to 
handle such matters, upon written request of the Attorney Qeneral, 
the Assistant to the Attorney General, or an Assistant Attorney 
General. When an income return or copy thereof is thus furnished, 
it must be limited in uw to the purpose for which i t  is furnished and 
is under no conditions to be made public except where publicity 
necessarily results from such use. I f  the income return is in the cus- 
tody of a collector or of an internal revenue agent in charge, a copy 
thereof may be furnished by the collector or by the internal revenue 
agent in charge to a United States attorney for use aa evidence before 
a United States grand jury or in litigatlbn in any court where the 
United States is interested in the result, or for use in the preparation 
of such litigation Where a photostat is requested and the wl- 
lector or the internal revenue agent in charge has not the available 
facilities for making such copy, written request for the copy must be 
sent to the Commissioner a t  Washington. I n  case the original re- 
turn ;? necessary, i t  shall be placed in evidence by the Commissioner 
or by ome other officer or employee of the Internal Revenue Bureau 
designated hy the Commissioner for that purpose, and after it has 
been placed in evidence it shall be returned to the files from which 
it was withdrawn. An original return will be furnished only in 
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exceptional cases, and then only when it is made to appear that the 
ends of justice may otherwise be defeated. Neither the original nor 
a copy of an income return desired for use in litigation in  court will 
be furnished, where the United States Qovernment is not interested 
in the result and where such use might result in making public the 
information contained therein, whether or not the request for the 
copy is contained in an order of the court. This provision is not a 
limitation on the use of copies of returns by the persons entitled to 
such copies under the provisions of the succeeding paragraph. 

(2) A copy of an income retukn may be furnished by the Commie- 
sioner to the person who made the return or to his duly constituted 
attoriiey; or if the person is deceased, to his executor or adminis- 
trator; or if the person is in the hands of a receiver, trustee in bank- 
ruptcy, guardian, or similar legal custodian, to the receiver, trustee, 
guardian, or other similar custodian upon written application for 
same, accompanied by satisfactory evidence that the applicant comes 
within this provision. “The  person who made the return,” as 
herein used, refers in the case of an individual return to the individ- 
ual, a copy of whose return is desired, and in the case of a return of a 

. corporation, association, joint-stock company, insurance company, or 
fiduciary, to the corporation, association, joint-stock company, insur- 
ance company, or fiduciary, a copy of whose return is desired. A 
corporation, association, joint-stock company, or insurance company 
may designate by proper action of its board of directors or other 
similar governing body, the officer or individual to whom a copy 
of a return made by the corporation, association, joint-stock com- 
pany, or insurance company may be furnished, and upon sufficient 
evidence of such action and of the identity of the officer or indi- 
vidual, a copy may be furnished to such person. A copy of a 
partnership income return may be furnished to any individual (or 
his duly constituted attorney in fact or legal representative) who 
was a member of such partnership during any part of the time 
covered by the return, upon satisfactory evidence of such fact being 
furnished. A copy of a corporation income return may be furnished 
to a shareholder entitled to inspect the return upon submission of 
the evidence required by article 424. The copy of the return will, 
however, be furnished only to the shareholder and he will not be 
permitted to delegate another to receive i t  in his behalf. I n  the 
Case of a corporation which has been dissolved, a copy of the return 
of the corporation may be furnished to any person who could have 
received a copy at  the data of dissolution. A copy of an income 
return in the custody of a collector or of an internal revenue agent 
in charge may be furnished by the collector or by the internal 
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revenue agent in charge to a person entitled to receive a copy of 
such return under this paragraph upon written application for 
same, accompanied by satisfactory evidence that the applicant comes 
within its provisions. Whero a photostat is requested and the col- 
lector or the internal revenue agent in charge has. not the available 
facilities for making such copy, the written request for the copy 
must be sent to the Commissioner a t  Washington. 

(3) A copy of an income return may be furnished to any person 
who may be permitted ,to inspect the return as provided in article 
421. 

(4) Certified copies of returns will be furnished to the persons 
entitled thereto only upon written request for game sent to the 
Commissioner at Washington. 

( 5 )  The Commissioner may prescribe a reasonable fee for furnish- 
ing copies of returns. 

ART. 423. Aocess to returns by State oiEoem.-( 1) The proper officers 
of a State are entitled as of right upon the request of its governor 
to have access to the income and profits tax returns of a corporation 
or to an abstract thereof, showing ita name and income. 

(2) The request or application of the governor must be in writing, 
signed by him under the seal of his State, and must show: (a) The 
name end address of the corporation making the returns to which 
access is desired ; (a) why access is desired; ( c )  the namee and official 
positions of the officerg designated to have the access. 

(3) The request or application of the governor may be addressed 
either to the Secretary of the Treasury or to the Commissioner, but 
should be transmitted to the Commissioner, who will set a convenient 
time and place for the access to tlie returns (or to an abstract thereof 
as he may determine). 

(4) Access shnll be given only in the office of the Commissioner, 
unless such returns are in the custody of a collector of internal reve- 
nue or internal revenue agent in charge, in which event tho return 
may be inspected in the office of such collector or agent, but only in 
the presence of an internal revenue officer designated by the collector 
or agent for that purpose. 

( 5 )  The officers designated by the governor will not be permitted 
to name another person or persons to examine the returns (or ab- 
stracts) for them. 

(6) The officed designated may have access .to lists furnished to 
supplement and become a part of the returns to which they are given 
access. 

(7) The proper officers of a State may have access to the capital 
stock tax returne filed under the provisions of section 700 of tho 
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Revenue A.ct of 1924 and section lo00 of the Revenue Acta of 1918 
and 1921 under the same conditions prescribed in the preceding 
paragraphs for amass to the income and profits tax returns of 
corporations. 
AaT. 4!24. Examination of re- by lareholder.-A bona fib 

shareholder of record owning 1 per cant or more of the outstanding 
stock of a corporation shall be entitled as of right, upon making 
request of the Commissioner, to examine the annual income returns 
of such corporation and of its subsidiaries, and all returns of such 
corporation and subsidiaries filed for purposes of the tax impoeed 
by section lo00 of the Revenue Acts of 1918 and 1921, or by section 
700 of the Revenue Act of 1924. His request for permission to 
examine such returns must be made in writing, and must be in 
the form of an affidavit showing his address, tho name of the cor- 
poration, the period of time covered by the return he desirea 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 beneficial as well as the record title 
to such shares. It must also show that he has not acquired his 
shares for the purpose of the examination of the income returns 
of the corporation. I f  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 show- 
ing that the applicant is a bona fide shareholder of record of the 
required amount of stock of the corporation. The supporting evi- 
dence 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 qese  condi- 
tions, the Commissioner will grant the permission to eumine the 
mturns and set a convenient time and place for the examination. 
This privilege is personal and will be granted only to, the share- 
holder, who can not delegate it to another. 

Am. 425. Penalties for dirolosnre of returns.-A shareholder who 
examines the return of a corporation and reveals without express 
authority of law any particular of its income statement is guilty of 
a misdemeanor and liable to fine and imprisonment. Section 8167 of 
the Revised Statutes, as amended by the Revenug Act of 1918 and 
reenacted without change by section 1115 of the Revenue Act of 
1926, provides as follows: 

i 

Sm. 3167. It shall be unlawful for any collector, deputy collector, 
agent, clerk, or other o5cer or employee of the Unlted Btatee to dlvulm 
or to make known In any manner whatever not provlded by law to any 
pernon the operatiom, etyle of work, or apparatas of any manufacturer 
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or producer VlRited by hlm In the dlscharge of his 05clnl dutles, or 
the amount or source of Income, profltn. losees. expendlturea, or any 
particular thereof. set forth or dlsclosed In any Income return, or to 
permlt any Income return or copy thereof or any book containing any 
abstract or pqrtbulars thereof to be wen or examined by any person 
except a s  provlded by l aw;  and It Rhllll be unlawful for any person to 
print or publish In nny manlier whatever not provided by law any 
Income return, or any part thereof or source of Income, profits, ~ O R S ~ S ,  
or expendltures appearlng In any Income return; and any offense 
against the foregoing provision shall be a miademennor qnd be pun- 
lshed by a fine not exceeding $l,OOO or by lmprleonment not exceeding 
one year, or both, at the dlscretlon of the court: and If the offender 
be an omcer or employee of the United States he shall be dismissed 
from omce or dlscharged from employment. 

An internnl revenue officer discovering in the course of his dut 
information leading him to suspect a possible violation of any la1 
with the enforcement of which he is not directly concerned shoul 
immediately report the matter to the Commissioner, who is authol 
ized to communicate with the proper department involved. 

SEC. 56. PAYMENT OF TAX. 
(a) Time of payment.-The totnl amount of tax imposed by thls title 

shall be pald on the flfteenth day of March followlng the  close of the 
calendar year. or, lf the return should be mnde on the basis of a flscal 
year, then on the flfteenth day of the third month following the close 
of the flscal year. 

(b) Inrtallment payments.-The tnxpayer may el& to pay the tar 
In four equal iiistallmPnta, In whlch cnse the Brat Installment shall be 
pald on the date prescribed for the paynent of the tax by the tax- 
payer, the second inatallment shnll be pald on the flfteemth day of the 
third moilth, the third installment on the flfteenth day of the eixth 
month, and the fourth Installment on the flfteenth day of the ninth 
month, after such date. If any Installment Is not pald on or before 
the date fixed for  its payment, the whole amount of the tax onpaid 
shall be paid upon notlce and demand from the collector. 

(c) Extendon of time for payment.-At the request of the taxpayer, 
the Commissioner may extend the tlme for payment of the amount de- 
termined as the tax by the taxpayer, or  any installment thereof, for  a 
perlod not to exceed slx months from the date p re rdbed  for the pay- 
ment of the tax or an  tnatallment thereof. In  such case the amonnt 
In respect of whlch the extenslon Is granted shall be pald on or before 
the date of the expiratton of the perlod of the exteneloo. 

(a) Voluntary advance payment.-A tax lmposed by thls title, or any 
Installment thereof, may be pald, at the election of the taxpayer, prior 
to the Bate prescribed for Its payment. 

(e) Advance payment In case of jeopardy.-For advance payment in 
case of jeopnrdy, see sectlon 147. 

(1) Tax withheld a t  source.-For requlrement of withholding tax at 
the source In the case of nonresident allena and foreign corporations, 
and In the case of so-colled “tax-free covenant bonds,” see oectlons 
144 and 146. 
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(I) PrPotional parts of oent.-In the payment of any tax under this 
title a fractional part of a cent shall he disregarded unless it amounts 
to one-half cent or more, in which'caee it, shall be increased to 1 cent. 

(h) Beoe1ptr.-Every collector to whom any payment of any income 
tax Is made shall upon request give to the person making such payment 
a full wrltten or printed receipt, statlng the amount paid and the par- 
ticular account for which such payment was made: and whenever any 
debtor pays taxes on account of payments made or to be made by hlm 
to separate creditors the collector shall, if requested by such debtor, 
give a separate receipt for the tax paid on account of each creditor 
In such form that the debtor can conveniently produce such recelpts 
eeparately to his several creditors in satisfaction of their respectlve 
demande up to the amounts stated in the receipts; and such receipt 
shall he eutecient evidence In favor of such debtor to jnetify him In 
withholding from hls next payment to hb creditor the amount therein 
stated; but the creditor may, upon giving to his debtor a full written 
receipt acknowledging the payment to him of any sum actually paid 
and accepting the amount of tax paid as aforeaaid (speclfylng the 
same) as a fuither satisfaction of the debt to that amount, require the 
surrender to him of such collector's receipt. 

Am. 431. Date on whioh tax &all be paid.-The tax, unless it is 
required to be withheld at  the source (see sections 144 and 145) or 
unless i t  is to be paid by a nonresident alien individual (sea m i o n  
218) or a foreign corporation (sea section 236), is to be paid.on or 
before the 15th day of March following the close of the calendar year, 
or, where the return is made on the basis of a fiscal year, on or before 
the 15th day of the third month following the close of such fiscal 
year. The tax may, a t  the option of the taxpayer, be paid in four 
equal installments instead of in a angle payment, in which case 
the first installment is to be paid on or before the date prescribed 
for the payment of the tax as a single payment, the second installment 
on or before the 16th day of the third month, the third installment 
on or before the 16th day of the sixth month, and the fourth install- 
ment on or before the 15th day of the ninth month, after such date. 
Where the taxpayer elects to pay the tax in four installments, each 
of the four installments must be equal in amount, but any in,stallment 
may be paid, at the election of the taxpayer, prior ta the date pre- 
scribed for its payGent. If an installment is not paid in full on or 
befQre the data fixed for its payment either by the Act or by the 
Commissioner in accordance with the terms of an extension, the whole 
amount of the tax unpaid shall be paid upon notice and demand 
from the collector. 

ART. 432. Extension of time for payment of the tax or installment 
thereof.-The Commissioner, at the request of the taxpayer, may 
extend the time for payment of the amount determined as the tax 
by the taxpayer, or any part or installment thereof, for a period 
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not to exceed six 'months from the date prescribed for the payment 
of such amount, part, or installment. Any application for such 
extension should be made to the Commissioner through the collector 
of internal revenue for the district in which the taxpayer's return 
was filed, who will make proper record thereof and forward it imme- 
diately to the Commissioner. The application should set forth under 
oath the specific reasons for desiring an extension and should clearly 
indicate what hardship, if any, would remlt if the extension were not 
granted. The amount for which the extension is desired should also 
be stated. The Commissioner will not consider an application 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. As a condition to the granting of such an extension, 
the Commissioner may require the taxpayer to furnish a bond on 
Form 1130 in an amount not exceeding double the amount of the tax 
or installment thereof. If a bond is required i t  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 pay- 
ment of the tax and interest assessed in connection therewith in ac- 
cordance with the terms of the extension granted, and shall be exe- 
cuted by a surety company holding a certificate of authority from 
the Secretary of the Treasury as an acceptable 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 States equal 
in their total par value to nn amount not exceeding double the 
amount of the tax or installment thereof. A request by the taxpayer 
€or an extension of time for payment of one installment does not 
operate to procure an extension of time for payment of subsequent 
installments. Nor does an extension of time for filing a return 
operate to extend the time for payment of the tax or any part thereof, 
unless so specified in the extension. If an extension of time for pay- 
ment of the tax or any installment is granted, the amount, time for 
payment of which is so extended, shall be paid on or before the 
expiration of tho period of the extension, together with interest at 
the rate of 6 per cent per annum on such amount from the date when 
the payment should have been made if no extension had been granted 
until the expiration of the period of the extension. (See section 295.) 

ART. 433. When fractional part of oent may be disregarded.-In the 
payment of taxes a fractional part of a cent shall be disregarded 
unless it amounts to one-half cent or more, in which case i t  shall be 
increased to 1 cent. Fractional parts of a cent should not be disre- 
garded in the computation of taxes. 

Jht. 483 5 66 



134 INCOME TAX REQULATIONS 

ART. 434. Beaeiptn for tax paymenk.-Upon request a collector 
wil! give a receipt for each tax payment. I n  the case of payments 
made by check or money order the canceled check or the money order 
receipt is usually a d c i e n t  receipt. I n  the cam of payments in 
cash, however, the taxpayer should in every instance require and 
the collector should furnish a receipt. 

SEC. 57. EXAMINATION OF RETURN AND DETERMINATION OF 
TAX. 

As Boon (LB practicable after the return IS flled the Oommiselouer 

ART. 451.’ Examination of return and determination of tax by the 
Commirrioner.-All returns will, as soon as practicable, be given a 
preliminary inspection in the offiioes of collectors, and taxpayers 
will be immediately notified by the colledor of changes in tax 
liability due to.mathematica1 errors found in the course of such 
insyection. Immediately thereafter all returns, except returns made 
on Form 1040A and such other mturns as the collector may be 
authorized by the Commissioner to audit, will be survejred by revenue 
agents detailed from the offices of internal revenue agents in charge 
and classified as (1) returns properly prepared which should not 
require further audit, (2) returns which can be adjusted by odce 
audit, and (3) returns which require an inveetigation of the books 
and records of the taxpayer. All such returns will be forwarded to 
Washington; clam (1) returns for review and filing, and class (2) 
and (3) returns for reference to the appropriate field division for 
audit. 

Upon the completion under the super+ion of an internal revenue 
agent in charge, of a field investigation or of an office audit which 
disclosea that a deficiency apparently exists, the taxpayer will be 
notified of the result of the investigation or audit, and furnished with 
a copy of the examining agent’s report or a statement of changes 
proposed by the auditor. Any protest which the taxpayer may 
deeire to submit in reference to such investigation or audit must be 
6led within 80 daya from the data of such letter of notification with 
the office of the field division. The internal revenue agent in charge 
will cause the protest of the taxpayer to be carefully h a d ,  pro- 
vided that request for a hearing is made in the protest. Any sup- 
plemental statement which the taxpayer may desire to submit in 
connection with a protest involving such investigation or audit must 
also be submitted to the office of the field division concerned. Pro- 
teste or supplemental statements filed with the Income Tax Unit at  
Washington in connection with such investigation or audit will, be- 
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fore consideration thereby, be referred to the proper internal revenue 
agent in charge. 

After careful consideration has been given to the taxpayer’s pro- 
test, if protest is filed, or, if the period of 80 dayp has elapsed and no 
protest has been received, the internal revenue agent in charge will 
forward the statement of the office auditor or the report of the 
examining agent, together with all statements from the taxpayer 
and conference reports, with his recommendations to Washington 
for review. The case will then be reviewed in the Income Tax Unit 
at Washington, and, if the Unit agrees with the findings of the 
agent, the taxpayer will be notified by letter and afforded an oppor- 
tunity for a hearing in the Unit at  Washington. If upon further 
coneideration it appears that a deficiency existe, the taxpayer will 
be notified by registered letter in accordance with the provisions of 
section 272 (a). 

In  case the Income Tax Unit at Washington is of the opinion that 
a different deficiency exists from that recommended by the internal 
revenue agent in charge, whether or not a protest has been filed, the 
taxpayer will be notified by letter that a different deficiency from 
that shown in the revenue agent’s report appears to exi& At the 
same time that such letter is mailed to the taxpayer, a copy thereo: 
will be furnished to the proper internal revenue agent in charge. 
Within 30 days from the date of such letter the taxpayer may file 
with the internal revenue agent in charge a protest against the 
determination of the deficiency. After consideratian the internal 
revenue agent in charge will forward all. statements by the taxpayer 
and any conference reports together with his recommendations to 
the Income Tax ITnit at Washington for review. The Unit a t  Wash- 
ington will cause the protest of the taxpayer to be carefully heard, 
provided that requeRt for hearing in Washington is made in the 
p r o k t  filed with tho internal revenue agent in charge. I f  upon 
further consideration it appears that a deficiency exists, final deter- 
mination thereof will be made m d  the taxpayer will be notified by 
registered mail in cccordance with the provisions of section 272 (a). 

An immediate assessment without prior notice to the taxpayer 
may be made under section 273 (a) if it appears in any case that the 
collection of a deficiency would be jeopardized by delay. (See 
article 1181.) 

In special cases where by reason of the filing of a consolidated 
return or for any other reason it is impracticable that the field inves- 
tigation be made under the supervision of one of the internal revenue 
agents in charge, the Commissioner may direct that the field investi- 
gation be made by such revenue agents, special agents, or auditors as 

1 GENE- PmvIsIoivs 
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he may specially designate. I n  such caws the return will be audited 
k- the Income Tax Unit at Washington after receipt of the report of 
the field investigation. The taxpayer-will be furnished with a copy 
of the report of the field investigation and notified by letter of any 
deficiency which appears to exist. Within 80 days from the date of 
the notification letter the taxpayer may file with the Income Tax 
Unit a t  Washington a protest against the determination of the defi- 
ciency. I f  no protest is filed within the prescribed time, final deter- 
mination of the deficiency will be made and the taxpayer will be 
notified thereof by registered mail in accordance with the provisions 
of section 272 (a). I f  a protest is filed, i t  will be considered in 
the Income Tax Unit a t  Washington and hearing will be granted 
if requested in the protest. I f  it appears thereafter that a deficiency 
exists, final determination of the deficiency will be made, and the 
taxpayer will be notified thereof by registered mail in accordance 
with the provisi6ns of section 272 (a). 

As to those returns which are authorized to be retained in the office 
of the collector for audit, the taxpayer will be notified by letter 
upon the completion of the audit of any deficiency which appears to 
exist. Within 80 days from the date of the letter of notification the 
taxpayer may file with the collector a protest against the determina- 
tion of the deficiency. I f  no protest is filed wifhin the prescribed 
time, final determination will be made and the taxpayer will be .oti- 
fied by registered mail in accordance with the provisions of section 
272 (a). If a protest is filed, i t  will be considered in the collector’s 
office, and a hearing will be granted if requested ii the protest. 
I f  the taxpayer and the collector are unable to agree respecting 
the amount of the deficiency, the return and the complete file per- 
taining thereto will be forwarded by the collector to the internal 
revenue agent in charge for consideration. The taxpayer will be 
advised by letter of the result of such consideration and may, within 
80 days from the date of such letter, request a hearing before the 
internal revenue agent in charge. After full consideration has been 
given to the taxpayer’s contentions, the complete file will be for- 
warded with the a$nt’s recommendations to the Income Tax Unit 
a t  Washington for review in accordance with the procedure outlined 
herein for the review of reports of field investigations. I f ,  upon 
further consideration, it appears that a ddciency exiats, final deter- 
mination thereof will be made, and the taxpayer wil,l be notified by 
registered mail in accordance with the provisions of section 272 (a). 

If in the wqrse of any field investigation it appears that a willful 
attempt has bean made to evade tax, the report of the investigation 
will be forwarded immediately to the Commissioner R t  Washington. 
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No copy of the report will be furnished to the taxpayer by the agent. 
After completion of the audit in the Income Tax Unit at Washington 
the taxpayer will be notified of such taxes and penalties as appear to 
be due and will be furnished with a statement showing the computa- 
tion of tax and penalties. At  the same time that such letter is mailed 
to the taxpayer, a copy thereof will be furnished to the proper in- 
ternal revenue agent in charge. Within 80 days from the date of 
such letter the taxpayer may file with the internal revenue agent in 
charge a protest against the determination of the deficiency. The 
internal revenue agenb in charge shall cause full consideration to be 
given to any protest against the determination of any deficiency of 
tax, but any hearing on a protest against a proposal to assert the ad 
valorem fraud penalty will be under the supervision of the General 
Counsel of the Bureau of Internal Revenue, whose recommend-ation 
in regard to the assertion of the ad valorem fraud penalty will be 
obtained prior to final determination of the deficiency. After con- 
sideration the internal revenue agent in charge will forward any 
statements from the taxpayer with his recommendations to the In- 
come Tax Unit a t  Washington for review. The Unit at Wash- 
ington will cause the protest of the taxpayer to be carefully heard, 
provided that request for hearing in Washington is made in the 
protest filed with the internal. revenue agent in charge. Thereafter 
final determination of the deficiency and of the penalty, if any, will 
be made, and the taxpayer will be notified by registered mail in 
accordance with the provisions of section 272 (a). 

I f  in any case (except where i t  appears that a willful attempt has 
been made to evade tax) the taxpayer acquiesces in the tentative or 
final determination of the deficiency, the form consenting to assess- 
ment, which will be forwarded with the letter of notification, should 
be executed by the taxpayer and returned in order that assessment 
may be made forthwith. However, in any case in which i t  appears 
that a willful attempt has been made to evade tax, the form con- 
senting to assessment, even though executed by the taxpayer, should 
not to be accepted by the internal revenue agent in charge. 

A letter of protest must cover all items which the taxpayer ques- 
tions and may be accompanied by a statement of additional facts or 
by a brief, or both. It must be filed in triplicate and must contain 
the following information : 
(a) The name and address of the taxpayer (in the case of an 

individual the residence, and in the rase of a corporation the princi- 
pal office or place of business) ; 

(b)  I n  the case of a corporation, the name of the State of incor- 
poration ; 
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(a )  The designation by date and symbol of the letter advising of 
the tentative deficiency with respect to which the protest is made; 

(d) The designation of the year or years involved and a statement 
of the amount of tax in dispute for each year; 

(e) An itemized schedule of the findings to which the taxpayer 
takes exception ; 

( f )  A summary statement of the grounds upon which the taxpayer 
relies in connection with each exception ; and 
(9) I n  case the taxpayer desires a hearing, a stabment to that 

effect. 
Letters of protest and accompanying statements of fact, if any, 

must be executed by th9 taxpayer under oath. 
The procedure outlined in this article will be followed in all cases 

except where i t  is impracticable, as, for example, c a m  in which the 
period of limitation provided in sections 276277 is about to expire. 

SEC. 58. ADDITIONS TO TAX AND PENALTIES. 

(a )  For addltlone to the tax in case of negligence or fraud in the 
nonpayment of tax or fallure to flle return therefor. we Supple- 
ment M. 

(b) For crlmlnal penalties for nonpayment of tax or failure to flle 
return therefor, see aection 146. 

SEC. 59. ADMINISTRATIVE PROCEEDINGS. 
For administrative proceedings in respect of the nonpayment or 

overpayment of a t a r  imposed by thls title, see as follows: 
(a )  Siipplement L, relatlng to aesesement and collation of ded- 

clenciea 
(b) Supplement M, relatlng to interest and additions to tax. 
(c) Supplement N, relatlng to claims againat tranedereee and 

(d)  Supplement 0, relating to overpayments. 
fldnclarles. 

PABT VI-YISOELLAN~US PBOVISIOAB 

SEC. 61. LAWS MADE APPLICABLE. 
All admlniatratlve, apeclal, or stamp provldone of law, Including 

the law relating to the assessment of taxes. 80 far as  applicable, are 
hereby extended to and made a part of thls title. 

SEC. 62. RULES AND REGULATIONS. 
The CommlRsioner. with the approval of the Secretary, shall pre- 

dcribe nnd publlsh all needful rules and regulation8 for the enforce 
ment of thla title. 

SEC. 63. TAXES IN LIEU OF TAXES UNDER 1926 ACT. 
The tares imposed by this title shall be in lleu of the t-orrerqmnding 

taxes Imposed by Title 11 of the Revenue Act of 1928.4~ accordance 
wlth the fullowlng table: 

I1 
I1 
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Taxes under 1928 Act Tua under t h l m  ntlr 
S e a .  11 and nl_____________. in lieu of ____________________ Set. 2 l O  
Sec. 12 ______________________In  lleu of Sec. 211 
Sec. 13 _ _ _ _ _ _ _ _ _ _ _ _  _________  in lleu of ___________________ Sec. 2.50 
Seca. 201 and 201 ___________ iu lleu of _ _ _ _ _ _ _ _ _ _ _  h. 243 and 246 
Sec. 104 _____________________In lieu of ___________________ Sec. 220 
Supp. HI _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _  in lieu of . . . . . . . . . . . . . . . . . . . .  Sec. 219 
Sec. 101 . . . . . . . . . . . . . . . . . . . . .  (n lieu of ___________________ Sec. 208 

SEC. 64. SHORT TITLE. 

This tltle may be cited as the I‘ Income Tax dtct of 1928.” 

SEC. 65. EFFECTIVE DATE OF TITLE. 

This tltle shall take effect an of January 1, 1828. except that eec- 
tlonn 146 and 161, and this sectlon, shall take elrect on the enactment 
of th ln  Act. 
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h B l l l l a  &-(loPPLurmXTAL PBOVIS1OXS 

SVPPLEYWT A-BATES OW TAX 

[Bupplernentary to subtitle B, Part I1 

SEC. 101. CAPITAL NET GAINS AND LOSSES. 
(a) Tax in oaic of capital net gain.-In the caw of any taxpayer, 

other than tt corporation, who for any taxable year derives a capital 
net gain (as hereinafter deflned In this section), there shall, a t  the 
election of the taxpayer, be levied, collected, and paid, In lieu of all 
other tax- Imposed by this title, a tax determined a s  follows: a par- 
tial tax shall first be computed upon the basis of the ordinary net 
Income a t  the ram and In the manner as If thle eection had not been 
enacted and the total tax shall be thls amount plue 12% per centum of 
the capItal net galn. 

(a) Tax in oaie of capital net losB.-In the case of any taxpayer, 
other than a wrporation, who for any taxable year sustains a capital 
net lose (as herelnafter defined In thls section). there shall be l d e d ,  
cnllected, and paid, In lieu of all other taxee Imposed by thls title, a tax 
determined a s  follows: a partial tax 8hall flmt be computed upon the 
basis of the ordlnary net income a t  the rates and In the manner as If 
this sectlon had not been enacted, and the total tax shall be this nmount 
minus 1234 per centum of the capital net lose; but In no case shall the 
tax of a taxpayer who has sustained a capital net loss be lese than the 
tax computed without regard to the prnvidons of this section. 

( 0 )  Dednit1oni.-For the purposee of this title- 
(1) “Capltal gain ” means taxabld galu from the sale or ex- 

change of capltal assets consummated after December 31, IO’Zl. 
(3)  “ Capltal 108s ” means deductlble loss resulting from the sale 

or exchnnge of capital asseta 
(3) “Capital deductions” means such deductions as  are allowed 

by section 23 for the purpose of computing net Income. and are 
properly allaable to or chargeable against capltal assets Bold or 
exchnnged during the taxable year. 

(4) “Ordinary deductlons” means the deductJon8 allowed by 
section 23 other than capital loeaes and capital deductlons. 

(5) “ Capital net galn ” means the excess of the totnl amount of 
cripltal gain over the sum of (A) the capital deductlons and cnpl- 
tnl Io~ea ,  plus (B) the amount, If auy, by which the ordinary 
deductlons exceed the gross Income computed without lncludlng 
capital gaina 
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( 6 )  “Capital net lose” means the exceee of the sum of the 
capital lmee plue the mpltal deductions over the total amount of 
capital galn. 

( 7 )  “Ordinad  net Income” means t’rd net Income, computed in 
accordance wlth the provialone of thls atl@ after excluding all 
lteme of capital galn, capltal low, and capltal deductlona 

( 8 )  “Capltal assets" means property hdd by the taxpayer for 
more than two yea? (whether or not connected with hls trade or 
buslness), but does not Include wtwk In trade of the taxpayer or  
other property of a kind whlch would properly be Included in the 
Inventory of the taxpayer If on hand a t  the clme of the taxable 
year, or property held by the taxpayer primarily for sale In 
the course of hls trade or buslnem. For the purposee of this 
deflnitlon- 

(A) In determlnlng the perlod for which the taxpayer has 
held property received on an exchange there shall be Included 
the perlod for which he held the property exchanged, If under 
the provieions of sectlon 113, the property recdved has, for the 
purpose of determlning galn or loss from a Bale or exchange, 
the same basis In whole or In part In his hands as  the property 
exchanged. 
(B) In determining the pdod for which the taxpayer has 

held property however acqulred there shall be Included the p e  
riod for whlch such property was held by any other person, If 
under the provisions of section 118, such propxty has, for the 
purpnse of determlning gain or lnes from a sale or exchange, 
the same besls in whole or In part In his hands as i t  would 
have in the hqnds of such other person. 

( C )  In determlning the period f a  which the taxpayer ham 
held stock or securities recelved upon a distribution where no 
gain is recognized to the dletrlbutee under the provisions of 
sedan 112 (8) of thln title o r  under the provisions of section 
208 (c) of the Revenue Act of 1924 or 1928, there shall be In- 
cluded the perlod for whlch he held the stock or Becurltiea In 
the distrlbutlng corporatlon prior to the receipt of the stock or 
securlties upon such dlstrlbution. 

Collection and payment of tax.-The total tax determined under 
subsection ( a )  or (b)  shall be collected and paid In the same manner, 
at the same time, and subject to the same provlslone of law, including 
penalties. a8 other taxes under this title. 

~ 

(d 

ART. 501.l Deinition and illustration of capital net @n.-Section 
101, which applies to sales and exchanges of capital assets con- 
summated after December 81, lg01, provides that any taxpayer other 
than a corporation may, if he SO desires, state separately in his return 
his net gain on sales or exchanges of capital assets, and pay on such 
cnpital net gain (as defined and limited in the section) a tax of 12% 
p ~ r  cent of the capital net gain in lieu of the tax he would otherwise 
pity on such income under sections 11,19,102, und 211. The tax upon 
his iiet income from other sources, termed “ ordinary net income,” is 

Art. SO1 8 101 
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to be computed at the rates and in the manner provided in sections 
11, 12,102, and 211. The total tax will be the sum of the tax upon 
the ordinary net income plus 12% per cent of the capital net gain. 

The term “capital assets” is defined to mean property held by 
the taxpayer for more than two years, whether or not connected with 
his trade or business, but not including stock in trade of the tax- 
payer or other property of a kind which would properly be included 
in the inventory of the taxpayer if on hand at the close of the tax- 
able year, or property held by the taxpayer primarily for sale in the 
course of his trade or business. See articles 101-108 with refer- 
ence to inventories. A dealer in securitiee is not entitled to the bene- 
fits of section 101 with reference to gain from the sale of securities. 
The specific property sold or exchanged must in general have been 
held for more than two years. However, in determining the period 
for which theltaxpayer has held stock or securities received upon a 
distribution in connection with a reorganization where no gain is 
recognized to the distributee under the provisions of section 203 (c) 
of the Revenue Ads  of 1924 and 1926 and section 112 (g) of the 
Revenue Act of 1928 (see article 576), there shall be included the 
period for which the taxpayer held the stock or securities in the 
distributing corporation prior to the receipt of the stock or securities 
upon such distribution. I f  the taxpayer has held for mom than 
two years stock upon which a stock dividend has been declared, 
both the original and dividend shares are considered to be cBpital 
assets. If under the provisions of section 113 property received in 
an exchange has for the purpose of determining gain or loss the 
same bnsis in whole or in part in the taxpayer’s hands as the prop- 
erty exchanged therefor, the property received in exchange is con- 
sidered to be capital rssets if the total period during which such 
property and the original property have been held is more tlirn 
two years. I f  property is acquired from any person, and under 
the provisions of section 113 has the same basis in whole or in part 
for the purpose of determining gain or loss as i t  would have in 
the hands of tho person from whom acquired, there shall be included 
in determining the period for which the taxpayer has held such 
property the period for which i t  was hcld by such person. For 
instance, in the case of property acquired after D&ember 31, 1920, 
either by gift or by trnnsfer in trust, the periodk;for which the 
property was held by the donor shall be added to* the period for 
which the property was held by the donee in determining whether 
the property was held for more than two years. (See articles 593 
and 594.) 
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“ Capital gain ’’ is taxable gain from tlie sale or exchange of capi- 
tal ass& consummated after December 31, 1921. “ Capital loss ” is 
deductible loss resulting fkom the sale or exchange of capital assets. 
See article 591 for the basis for determining such gain or lorn, and 
article 561 as to adjustments for improvementa, depreciation, and 
other items. ‘‘ Capital deductions ” are deductions properly allocable 
to or chargeable against capital asgets sold or exchanged during the 
taxable year. “ Capital net gain ” is the exc888 of the total amount 
of capital gain over the sum of (1) capital deductions and capital 
lows, and (2) the nmount, if any, by which the ordinary deductions 
exceed the gross income computed without including capital gain. 

Ean~mpb: A in 1928 sold an office building for $1,000,000, which 
he had bought in 1917 for $500,000 and on which there was deprecirc- 
tion aggregating $100,000, and stock in a mining company for $10,000, 
which he had purchased in 1921 for $20,000. Without regard to 
capital deductions his capital gain would be $600,000, his capital loss 
$lO,oOO, and his capital net gain $590,000. I f  his other net income 
(ordinary net income) in 1928 was $50,000, he may, instead of pay- 
ing normal tax and surtax on his total net income of $64O,OOO, 
segregate these transactions in his return and pay a tax of 
per cent of his capital net gain of $590,000 plus the normal tax and 
surtax upon his ordinary net income of $50,000. I f ,  on the other 
hand, A sustained a net loss of $50,000 in his business, had a capital 
gain of $sOo,000, and a capital loss of $lO,OOO, his capital net gain 
would be $540,000. In  such a case, A may, instead of paying normal 
tax and surtax upon his total net income of $540,000, pay a tax of 
12% per cent upon thiR amount. 

The credit for taxes allowed by section 131 (see articles 691- 
698) is a credit against the total tax, however computed, but the 
credita allowed by section 25 are allowed “for the purpose of the 
normal tax only ” and may not be taken against capital net gain, al- 
though they may be deducted from Uordinary net income” in com- 
puting the amount of the tax. 

E m p l e :  If B, a married person, had capital net p i n  of $60,000 
and ordinary net income of $3,000, his $3,500 personal exemption 
would more than offset his ordinary net income, but he may not 
apply any part of it to reduce his capital net gain. 

Residential property held by the taxpayer for more than two years 
but not primarily for sale in the course of his trade or bumnws is 
included within the definition of capital assets; hence, a taxpayer 
(other than a corporation) selling such property a t  a profit may elect 
to be taxed under section 101, A loss from the sale of such property 
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is a ‘‘ capital loss ” only to the extent that it is an allowable deduction 
under section 23 (e) and article 171. 

Since the credit allowed an individual by section 31 in respect of 
earned income shall not exceed 25 per cent of his normal tax plus 
25 per cent of the surtax which would be payable if his earned income 
constituted his entire net income, no credit under section 81 may 
be claimed by a taxpayer whose entire net income consistsl of capital 
net gain and who elects to be taxed under section 101. 

A nonresident alien individual or a citizen entitled to the benefits 
of section 251 may elect to be taxed under section 101 with respect to 
gain from sales or exchanges of property within the United States. 
ART. 502. Return of aapital net gain.-Segregation of transactions 

for the purposes of section 101 (a) is required only where the tax- 
payer elects to be taxed under that subdivision. When a tax- 
payer elects bo be taxed under section 101 (a) for any taxable 
year, he must attach to his return of income for such year an 
accurate statement under oath showing all items of capital gain, 
capital loss, and capital deductions in such manner aa will clearly 
show the exact amount of his capital net gain for the taxable year. 
Each transaction must be separately shown and the capital items 
with respect thereto grouped together in order that the capital gain 
derived or the capital loss sustained from each capital transaction 
will readily appear. I n  the case of sales or exchanges of securitiee 
or any other property, the statement must show how long the property 
was held by the taxpayer immediately preceding the sale or exchange. 
ART. 503. Capital net lowee.-Section 101 (b) provides for the 

determination of the tax in the case of any taxpayer (other than a 
corporation, but including the members of a partnership, an estate 
or trust, or the beneficiaries thereof) who in any taxable year sus- 
tains a capital net loss. A “capital net loss” is the excess of the 
sum of the capital losses plus the capital deductions as defined in 
article 501, over the total amount of capital gain as therein defined. 
It is to be nded that, while the tax provided in section 101 (a) in the 
case of a capital net gain is to be imposed a t  the election of the tax- 
payer, the limitation with respect to a capital net loss provided in 
section 101 (b) will be applied irrespective of the taxpayer’s election. 

In  the case of any taxpayer, other than a corporation, who sus- 
tains a capital net loss for any taxable year, there shall be levied, 
collected, and paid, in lieu of the normal tax and\the surtax imposcd 
by sections 11,12,102, and 211, a tax determined as follows: 

A partial tax will first be computed upon the basis of the ordinary 
net income, as defined in section 101 (c) (7) and article 501, at  the 
rates and in tho manner provided in sections 11,12,102, and 211, and 
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the total tax will 1~ this amount minus 12% per cent of the capital 
net loss, but in no ram shall the tax under section 101 (b) be less than 
the tax computed without regard to the provisions of section 101. 

1 SEC, 102. SALE OF MINES AND OIL OR GAS WELLS. 

(a) In the mse of a hona flde sale of mlnm, oil or gae wells, or any 
intsreet theraln, where the prlnclpal value of the pmperty has been 
demonstrated by pwpecting or expioratlon and dlecovery work done 
by the taxpayer, the pnrtlon of the tax Impoeed by sectlon 12 of this 
title attributable to such mile shnll not exceed 16 per centurn of the 
eelling price of such pvpei-ty or Iiiteregt. 

(b) For Hmltatiom to 12% per cviitum rate of tax, see section 101. 

ART. 511. Surtax on Bale of mineral deposits.-Where the taxpayer by 
prospecting and locating claims, or by exploring and discovering 
undeveloped claims, bas demonstrated the principal value of mines 
or oil or gas wells which prior to his efforts had a relatively minor 
value, the portion of the surtax attributable to a sale of such property 
or of the taxpayer’s interast therein shall not exceed 16 per c a t  of 
the selling price. Exploration work alone without discovery is not 
sufficient to bring a cnse within this provision. (See article 240.) 
Shares of stock in a corporation owning mines or oil or gas wells do 
not constitute an interest in such property. To determine the appli- 
cation of this provision to a particular case, the taxpayer should first 
compute the surtax in the ordinary way upon his net inconie, includ- 
ing his net income from any such sale. The proportion of tho surtax 
indicated by the ratio which the taxpayer’s net income Prom the sale 
of the property, or his interest therein, bears to his total net income 
is the portion of the surtax attributable to such sale, and if it exceeds 
16 per rent of the selling price of the property or interest, such 
portion of the surtax shall be reduced to that amount. 

SEC. 103. EXEMPTIONS FROM TAX ON CORPORATIONS. 

The fdlowlng nrganlzntInnR shall be exempt from taxatlon under this 
title- 

(1). Lnhnr. ngrlcwltoral, or hortlcultiiral organlzntions ; 
( 2 )  Mufual snvliigs banks not havhlg a capltnl 8toCk repwsented 

b p h a r w  : 
( 3 )  haternnl heneflclary Rocletlen, orders, or nssoclatioos, (A)  

operatlng uncier the lndge system or for the exclusive beneflt of the 
members of n frnternlty itself omrating under the lodge system: 
nntl (13) provldliig fnr thca pnymeiit of We, slck, accident. or other 
benplltn to the mf.iiibem of such soclety, order, or ussociatlon or their 
dwendents : 

(4 )  Dcnimtlc hullcling and loan assnciatlone substantlally all the 
buslnem of whlrh IS conflned to mnkliig loan8 to members; mid 
cooporatloe tanks without cnpital stuck organized and operated for 
inutuni prirposee and without protlt; 
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(6) Cemetery comganlea owned end operated ~xduslvedg for tbe 
benettt of thelr members or whlch are not operated for profit ; and 
any corporatlon chartered solely for hudal purpoaa as a cemetery 
corporatlon and not permitted by Ita charter to engage In any busl- 
new not necessarily incident to that purpose. no part of the wt 
earnliigs of whlch Inures to the heneflt of any private shareholder 
or lndlvldual ; 

(6)  Corprntlons, and any communlty chest, fund, or founda- 
tlon, orgnnlzed and operated excluslvely for rellgloua, charltable, 
sclentlflc, Ilterery, or educational purpoeea, or for the prevention of 
cruelty to children or anlmnls, no part of the net earnlngs of which 
inures to the benetlt of any prlvate shareholder or Indlvldual ; 

(7) Buslness leagues, chambere of commerce, real estate boards. 
or boards of trade, not organized for proflt and no part of the net 
enrnlnga of whlch Inurea to the beneflt of any prlvate shareholder 
or tndlvidual : 

( 8 )  Civic leagues or organizatlone not organized for profit but 
operated exclusively for the promotion of aoclal welfare, or local 
asrrodatlons of employees, the membership of which Is Ilmlted to 
the employees of a designated person or persons In a partlcnlar 
munldpallty, and the net earnings of which n r e  devoted exduslvely 
to charltable, educational, or iecreatlonnl purpoaee; 

(9) Clubs organized and operated excluslvely for pleasure, recree- 
tion, and other nonprofltable purposes, no part of the net earnlngs 
of whlch Inures to the beneflt of any prlvate nhareholdw ; 
(10) Benevolent llfe Inourance assoclatlons of a purely local char- 

acter, mntual dltch or IrrIgatlon cornpanlea, mutual or cooperative 
telephone compnnles. or like organlzations; but only I f  86 per centum 
or more of the Income conalsts of amounts collected from members 
for the sole purpose of meeting losses and expenses; 

(11) Farmers’ or other mutual hall, cyclone, casualty. or are ln- 
mrance cornpanlea or aaeoclatlons (lnclndlng Interinsurere and 
reclprocnl hnderwrlterN) the Income of whlch Is used or held for the 
purpose of pa@g losses or expensee; 

(12) Farmers’, fruit growers’, or Ilke asanclatlons organized nnd 
operated on a cooperative bas18 (a )  for the purpose of marketlng 
the product8 of members or other producers. and turnlng back to 
them the proceeds of sales, less the nwe6Pary mnrketing expenses, 
on the baslr of either the quantlty or the value of the products 
furnlshrd hy them, or ( b )  for the purpose of purchasing supplies 
and equlpment for the use of members or other persons, and turning 
over such supplles and equipment to  them at actual cost, plus neces- 
sary expenses. Exemption Rball not be denied any such assoclatlon 
becatwe It has capltal stock. if the dlvldend rate of such stock is 
axed at not to exceed the legal rute of Inter& In the State of In- 
corporation or 8 per centurn per annum, whlchever is greater, on 
the vnlne of the conslclerntlori for which the stork was Issued, end If 
suhstaiillnlly all such Htork (other than nonvoting preferred stock, 
the owners of whlrh are iiot cnlltled or peermlttecl to partlclpate, 
dlrectly or Indlrectly, In the proflta of the association, upon dlsect 
lutlon or otlrrrwlrr, heyoud the flxed dlvldends) is owned by pra 

’ 
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dueern who market their pmductA or pllrchase t h d r  suppllee and 
equipment through the asnoclatlon; nor &all exemptlon be denied 
any such aseociatlon because there I s  accumulated and maintalned 
by It a reserve requlred by State law or a reasonable reserve for 
any necesnary pu,urpoae. Such an association may market the prod- 
uct# of nonmeinhercr In an amount the value of whlch d m  not 
exceed the value of the pmducts marketed for members, and may 
purchase supplle8 mid equipiuent for nonmembers In a n  amount the 
value of which d t m  not exceed the value of the eupplles and equlp- 
ment purchawd for members. provlded the vnlue of the purchases 
made for perRon8 who are nelther membere nor producers does not 
exceed 16 per centurn of the value of all I t s  purchases; 
(13) Carporatlone organleed by an association exempt under the 

provlslons of p m g r a p h  (12). or members thereof, for the purpme 
of flnancliig the ordlnary mop operatlons of ouch members or other 
produi~rs.  and operated In conjunctlon with such aseoclatlon. HIS- 
emptlon R h d  not be denled any much corporatlm hecaum I t  has  
capltal stock, If the dlvldend rate of such stock Is flxed at not to 
exreed the legal r a t e  of interest In the Rtate of Incorporation or 8 
per centum per annum, whlchever Is greater, on the value of the 
conslderatlon for whlch the stock was Issued, and If suhetantlally 
all such stock (other than nonvoting prefermd mtock. the owuerm of 
whlch are not entltled or permltted to partlclpate, dlrectly or Indl- 
rectly, In the pmflta of the corporatlon, upnn dlssdutlon or other- 
wlne, beyond t h e  flxed dlvldends) Is owned hy such aaeoclution. or 
members thereof; nor shall exemptlon be denled any such corpora- 
tion because there le accumulated and maintained by I t  a reserve 
requlred by State I rw or a rvasonable reserve for  any necessary 
p u m e  : 

(14) Corporatlonn organlzed for the exclusive purpose of holdlng 
title to property, collectlug lnrome therefrom, and turnlng over the 
entlre iimniiiit thereof, 1- exyenrren. to  an orgnnlzatlon whlch Itself 
in exempt fnm the t a x  lnrpmetl by thls tltle; 

(15) Fedrriil land hanks, natlonai farm-loan assorlntlons, nnd 
Federal lriterrnedlate rredlt banks, as pmvlded In the Federal Farm 
Loaii Act, ao i i i i ~ c ~ n d d  : 

( 16) Vnlrint ary twployem’ benefirlary rinnoclatlons providlng for 
the payiiient (11 We, sick. nccldent. or other beneflts to the members 
of Roch aRfiuciatlon or  their dependents, If ( A )  no par t  of their net 
earnlogs inures (other thnn through nuch payments) to the benefit 
of any private Rhnreholdrr or Iiidlvldual. and (B) 86 per centum 
or more of the Incomv vonslsts of anrounta rollected from member8 
for the etde p u q o w  of niaking rmcli payments and ineetlng exymsrq ; 
(17) Teachem’ retirement fund awwrlntious of a pirely ltral 

character. if ( A )  no part  of their net earnings Inures (other than 
through payment of retlrtimeirt helieflts) to the Iteneflt of nny privrte 
shareholder or Iiidlvldual, and ( B) thv liirome consists solely of 
amoiiiitn rtw1vc.d from puhlic tnxntion. nnruuntn recelved from 
aswnsinents upiti tlir t tiacliliig Ha1arit.e of iileiukrs, iiutl Income In 
respect of investments. 

Art. 611 
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ART. 621. Proof of exemption.-In order to establish ite exemption 
and thus be relieved of the duty of filing returns of income and 
paying the tax, it is necessary that every organization claiming 
exemption file an affidavit with the collector of the district in which 
it is locatad, showing the character of the organization, the purpose 
for which it waa organized, its actual activities, the m u m  of its 
income and its disposition, whether or not any of its income is cred- 
ited 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 latest financial statement, showing the assets, 
liabilities, receipts, and disbursements of the organization. 

In  the caae of the particular classes of organizations listad below, 
the following ndditional information should be smbodied in or at 
tached to, and made a part of, the affldavit referred to above: 

(1) Fraternal beneficiary societies, orders, or associations: (a) The 
number of subordinate lodges in active operation, (b) whether 
periodical qeetings are actually held; 

(2) Building and loan associations and cooperative banks: These 
associations and banks shall submit the information required by 
Questionnaire, Form 1027, copiea.of which may be obtained from 
any collector ; 

(3) Educational organizations : Whether any of the shareholders 
are paid by the organization, and if 80, the reason for,each such 
payment and the amount thereof; 

(4) Hospitals: Whether nonpay patients are accepted ; 
(6) Business leagues: (a) A statement of the services performed 

for members, ( 6 )  a statement of the services performed for non- 
members ; 

(6) clubs: The income received from the use of the facilities by 
the general public; 

(7) Benevolent life insurance associations: (a) The number of 
counties in which the association accepts risks, ( 6 )  copies of the 
policies or certificates of membership ; 

(8) Mutual insurance conipanies: Copies of the policies or cer- 
tificates of membership; 

(9) Farmers’ cooperative associations : These associations shall 
submit the information required by Questionnaire, Form 1028, copies 
of which may be obtained from any colleztor; 

(10) Holding companies: (a) The name of the organization for 
which it holds title, (b)  the information necessary to establish the 
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exemption, under section 108, of the organization for which title 
is held. 

The collector, upon receipt of the affidavit and other papers, 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 respect to its status under the law, unless it changes the charac- 
ter of its organization or operations or the purpose for which i t  was 
originally created. Collectors will keep a list of all exempt corpora- 
tions, to the end that they may occasionally inquire into their status 
and ascertain whether or not they are observing the conditions upon 
which their exeniption is predicated. 
ART. 522. Iabor, agricultural, and horticultural organicationr.-The 

organizations contemfilated by section 103 (1) as entitled to exemp- 
tion from income taxation are those which- 

(1) Have no net income inuring to the benefit of any member; 
(2) Are educational or instructive in character ; and 
(3) Have as tlitsir objects the betterment of the conditions of those 

engaged in such pursuits, the iniprovement of the grade of their 
products, and the developnient of a higher degree of efficiency in 
their reapecti ve occupations. 

Organizations such as county fairs and like associations of a 
quasi-public character, which are designed to encourage the develop- 
ment of better agriciiltmal and horticultural prodiicts through a 
system of awards, and whose income from gate receipts, entry fees, 
and donations is used exclusively to meet the necessary expenses of 
upkeep and operation, are thus exempt. On the other hand, associa- 
tions which have for their purpose, for example, the holding of 
periodical race meets, the profits from which may inure to the benefit 
of their shareholders, are not exempt. Sinlilarly, corporations en- 
gaged in growing agricultural or horticultural poducts for profit 
are not exempt from tax. 

ART. 523. Mutual eavinga banks.-In order that a cocporation may 
be entitled to exeinption as tt niutual savings bank, it must appear 
that !t is an organization- 

(1) Which has no capital stock represented by shares, and 
(2) Whose earnings, less only tlie expenses of operation, are 

distributable wholly among the depositors. 
I f  it appears tlmt the organization has shareholders who par- 

ticipate in the profits, t,he organization will not be exempt from 
income taxation under the Act. 

Art. 523 5 103 
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Am. 524. h t e r n a l  benefloiary societies.-A fraternal beneficiarg 
society is exempt from tax only if operated under the “ lodge qstem,” 
or for the exclusive benefit of the members of a society so operating. 
‘‘ Operating under the lodge system ” means carrying on its activities 
under a form of organization that comprises local branches, chartered 
by a parent organization and largely self-governing, called lodges, 
chapters, or the like. I n  order to be exempt it is also necessary that 
the society have an established system for the payment to its members 
or their dependents of life, sick, accident, or other benefits. 
Am. 525. Building and loan associations and oooperative banks.-A 

building and loan association organized pursuant to and operating 
in accordance with the laws of the United States or a State or Terri- 
tory thereof, substantially all the business of which association is 
ronfined to making loans to members, is entitled to exemption. 

Cooperative banks without capital stock organized and operated 
for mutual purposes and without profit are exempt. Credit unions 
such as those organized under the laws of Massachusetts, being in 
substance and in fact the same as cooperative banks, are likewise 
exempt from tax. 

ART. 526. Cemetery companies.-A cemetery company may be enti- 
tled to exemption- 

(1) I f  it is owned by and operated exclusively for the benefit of 
i t s  lot owners, or 

(2) I f  it iA not operated for profit. 
Any cemetery corporation chartered solely for burial purposes 

and not permitted by its chnrtsr to engage in any business not 
necessarily incident to that purpose, is exempt from income tax, 
provided that no part of its net earnings inures to the benefit of 
any private shareholder or individual. A cemetery company which 
fulfills the other requirements of the Act may be exempt, even 
though i t  issues preferred stock entitling the holders to dividends 
at  a fixed rate, provided that its articles of incorporation require- 

(1) That the preferred stock shall be rrtired at par as soon as mf- 
ficient funds are realized from sales, and 

(2) That all funds not required for the payment of dividends 
upon or for the retirement of preferred stock shall be used by the 
company for the care and improvement of the cemetery property. 

ART. 527. Religious, oharitable, roientiflo, literary, and ednoational 
organizations and community chests.-In order to be exempt under 
section 103 (6),  the organization must meet two tests: 

(1) It mu&, be organized and operated exclusively for one or 
more of the specified purposes; and 
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(2) Ita net income must not inure in whole or in part to the 

benefit of private shareholders or individuals. 
Corporations organized and operated exclusively for charitable 

purposes comprise, in general, organizations for the relief of the 
poor. The fact that a corporation established for the relief of 
indigent persons may receive voluntary contributions from the per- 
sons intended to be relieved will not necessarily deprive it of 
exemption. 

An association whose sole purpose is tho instruction of the public, 
or an association whose priiiiary prirpose is to give lectures on sub- 
jects useful to the individual and beneficial to the community may 
be exempt as an educational corporation, even though such an 
aasociation has incidental amusement features. Associations formed 
to disseminate controversial or partisan propaganda are not educa- 
tional within the meaning of the Act. 

Since a corporation to be exempt under section 103 (6) must be 
organized and operated exclusively for one or more of the specified 
purposes, an organization which has certain religious purposes and 
which also manufactiires and sells articles to the public for profit, 
is not exempt even though ita property is held in common and its 
profits do not inure to the benefit of individual members of the 
organization. 

The words “private shareholder or individual ” in section 103 
refer to individuals having a personal and private interest in the 
activities of the corporation. 

ART. 528. Business leagues, chambers of oommerce, real estate boards, 
and boards of trade.-A busine.ss league is an association of persons 
having some common business interest, the purpose of which is to 
promoto such common interest and not to engage in a regular busi- 
ness of a kind ordinarily carried on for profit. It is an organization 
of the same general class as a chamber of commerce or board of trade. 
Thus i b  activities should be directed to the improveanent of business 
conditions or to the promotion of the general objects of one or more 
lines of business as distinguished from the performance of particular 
services for individiial persons. An organization whose purpose is to 
enga.gerk a regular business of a kind ordinarily carried on for profit, 
even though the business is conducted on a cooperative basis or pro- 
duces only sufficient income to be self-sustaining, is not a business 
league. An association ongaged in furnishing information to pro- 
spective investors, to enable them to make soitnd investments, is not a 
business leagie, Rinco its activities do not further any coininon h s i -  
ness interest, even though all of its inconie is devoted to the ~ ) i i t y o s ~  
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stated. A stock exchange is not a business league, a chamber of com- 
merce, or a board of trade within the meaning of the law and is not 
exempt from tax. 

Am. 629. Civio leagues and looal aasooiationa of employees.-Civic 
leagues entitled to exemption under section 108 (8) comprise those 
not organized for profit but operated exclusively for purposes beae- 
ficial to the community as a whole, and, in general, include organi- 
zations engaged in’ promoting the’ welfare of mankind, other than 
organizations comprehended within section 103 (6). Certain local 
associations of employees are also expressly antitled to exemption 
under section 193 (8). The Act prescribes as conditions to exemp- 
tion (1) that the membership of such an association be limited t~ 
the employees of a designated person or persons in a particular 
municipality, and (2) that the net earnings of the association be 
devoted exclusively to charitable, educational, or recreational p u -  
poses. See article 527 with reference to the meaning of “chari- 
table ” and b6 educational ” in the Act. 

ART. 530. Social o1abs.-The exemption granted by section 108 (9) 
applies to practically all social and recreation clubs which are sup- 
ported by membership fees, dues, and assessments. If a club, by 
reason of the comprehensive powers granted in its charter, ehgagee 
in traffic, in agriculture or horticulture, or in the sale of real estate, 
timber, etc., for profit, such club is not organized and operated exclu- 
sively for pleasure, recreation, or social purposes, and any profit 
realized from such activities is subject to tax. 

ART. 631. Local benevolent life imnranoe ~ooiations, mutad irri- 
gation and telephone companies, and like organizations.-It is a pre- 
requisite to exemption under section 103 (10).  that at least 85 per 
cent of the income of the organization shall consist of amounts col- 
lected from members for the sole purpose of meeting losses and 
expenses. I f  an organization issues policies for stipulated cash pre- 
miums, or if i t  requires advance deposits to cover ths‘cost of the 
insurance and maintains investments from which more than 16 per 
cent of its income is derived, it is not entitled to exemption. On the 
other hand, an organization may be entitled to exemption, although 
i t  makes advance asscssments for the sole purpose of meeting future 
losses and expenses, provided that the balance of such assessments 
remaining on hand at the end of the year is retained to meet losses 
Iind expenses or is returned to members. 

The phrase L‘of s purely local character” applies to benevolent 
life insurance associations, and not to the other organizations speci- 
fied in sertion 103 (10). It applies, however, to any organization 
secking exemption 04 tlip ground that it is an organization similer 
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to a benevolent life insurance association. An organization of a 
purely local chgraoter is one whose businem activities are confined 
to a particular community, place, or district, irrespective, however, 
of political subdivisions. 
ART. 532. Farmers’ cooperative marketing and parohaehg assooiatio~, 

and oorporations organized to finance orop operations.- (a) Cooperative 
associations engaged in the marketing of farm products for farmers, 
fruit growers, live-stock growers, dairymen, etc., and turning back 
to the producers the proceeds of the sales of their products, less the 
necessary operating expenses, on the basis of the products furnished 
by them, are exempt from income tax and shall not be required to 
file returns. Thus cooperative dairy companies which are engaged 
in collecting milk and disposing of it or the products thereof and 
distributing the proceeds, less necessary operating expenses, among 
the producers upon the basis of the quantity of milk or of butter fat 
in the milk furnished by such producers, are exempt from the tax. 
I f  the proceeds of the business are distributed in’ any other way 
than on such a proportionate basis, the association does not meet the 
requirements of the Act and is not exempt. An association which 
has capital stock will not for such reason be denied exemption, (1) 
if the dividend rate of such stock is fixed at not to exceed the legal 
rate of interest in the State of incorporation or 8 per cent per annum, 
whichever is greater,I on the value of the consideration for which the 
stock was issued, and (2) if substantially all of such stock (with the 
exception noted below) is owned by producers who market their 
products or purchase their supplies and equipment through the a m  
ciation. Any ownership of stock by others than such actual pro- 
ducers must be satisfactorily explained in the association’s applica- 
tion for exemption. The association will be required to show that 
the ownership of its capital stock has been restricted as far as 
possible to such actual producers. I f  by statutory requirement all 
ofiicers of an association must be shareholders, the ownership of a 
share of stock by a nonproducer to quslify him as an officer will not 
destroy the association’s exemption. Likewise, if a shareholder for 
any reason ceases to be a producer and the association is unable, be- 
cause of a constitutional inhibition or other reason beyond the con- 
trol of tho association, to purchase or retire the stock of such non- 
producer, the fact that under such circumstances a small amount, of 
the outstanding capital stock is owned by shareholders who are no 
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 owiiers of such stock are not entitled or permitted to participate, 
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dimctly or indirectly, in the profits of the association, upon dieeolu- 
tion or otherwise, beyond the fixed dividends. The accumulation 
and maintenance of a reserve required by State statute, or the accu- 
mulation and maintenance of a reasonable reserve or surplus for any 
necessary purpose, such as to provide for the erection of buildings and 
facilitiea required in busineas or for the purchase and installment 
of machinery and equipment or to retire indebtedness incurred for 
such purposes, will not destroy the exemption. An association will 
not be denied exemption because it markets the products of non- 
members, provided the value of the produds marketed for non- 
members does not exceed the value of the products marketed for 
members. 

( 5 )  Cooperative associations engaged in the purchasing of sup- 
plies and equipment for farmers, fruit growers, live-stock growere, 
dairymen, etc., 6nd turning over such supplies and equipment to 
them a t  actual cost, plus the necessary operating expenses, are exempt. 
The provisions of paragraph (a) relating to a reserve or surplus and 
to capital stock shall apply to associations coming under this para- 
graph. An association which purchases supplies and equipment for 
nonmembers will not for such reason be denied exemption, provided 
the value of the purchases for nonmembers does not exceed the value 
of the supplies and equipment purchased for members, and provided 
the value of the purchases made for nonmembers who are not pro- 
ducers does not exceed 15 per cent of the value of all its purchases. 
In order to be esempt under either (a) or (6) an association must 

establish that it has no net income for its own account other than 
that reflected in a reserve or surplus authorized in paragraph (a). 
An association engaged both in marketing farm products and in pur- 
chasing supplies and equipment is exempt if as to each of its func- 
tions it meats the requirements of the Act. 

( c )  Corporations organized by farmers’ cooperative marketing or 
purchasing sseociations, or the members thereof, for the purpoee of 
financing the ordinary crop operations of such members or other pro- 
ducers are also exempt, provided the marketing or purchasing 8990- 
ciation is exempt under section 108 (12) (see paragraphs (a) and ( 6 )  
of this article), and the financing corporation is operated in conjunc- 
tion with the marketing or purchasing association. The provisions 
of paragraph (a) relating to a m r v e  or surplus and to capital stock 
shall also apply to corporations coming under this paragraph. 

SEC. 104: ACCUMULATION OF SURPLUS TO EVADE SURTAXES. 

( a )  If any corporatlon, however created or  organized. is iormed 
or availed of for the purpoee of preventing the impoeltion ’of the 
sortax upon Its shareholders through the medium of permit$hg its I 
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p i n o  and pr0flt6 to  accumulate lnstead of being dlvlded or dlrMbuW, 
there #hall be levied, collected, and paid for each taxable year upon 
the net lncome of such corporation a tax equal to 50 per eentnm oi 
the amount thereof, which shall be In addition to the tax impmed by 
section 13 and shall be computed, collected, and paid upon the same 
bade and In the same manner and subject to  the same provislom of 
law, includlng pemltles, as that tax. 

(b)  The fact that any corporation fs a mere holding or investment 
company. or that tbe galns or profits are  permltted to accumulate 
beyond the reaeofiahle neede of the buslnese, shall be prima facie 
evidence of a purpose to escape the surtax. 

( c )  As used in t h h  w t l o n  the term “net income” means the net 
Income a s  de5ned In eectlon 21, Increased by the sum of tbaamount 
of the dlvldend dedudlon allowed under eection 23 (pi  and the 
amount of the Interest on obligations of the Unlted States imed after 
September 1, 1917, which would be subject to tax In whole or In Dart 
in the hands of an lndlvidual owner. 

( d )  The t a r  lmpomi by this sectlon shall not npply if all the aham 
holders of the corporation Include (a t  the time of filing their returns) 
in thelr gross income their entlre dlstr.butive share$, whether d l s  
trfbnted or not, of the net income of the corporation for such year. 
Any amount 80 lncluded In the gross Income of a shareholder &hall 
be treated as a dlvldend ~ l v e d .  Any subsequent distribution made 
by the corporatlon out of the earnlnga or prodts for such taxable year 
ahall, If dlstdbuted to any sbareholder who baa 80 Included in hls 
grow income hls distrlbutlve share, be exempt from tax In the amount 
of the share so Included. 

ART. 541. Taxation of corporation utilized for evaaion of surtax, 
Section 104 is designed to discourage the formation or use of a 
corporation for the purpose of preventing the imposition of sur- 
taxes upon its shareholders, through the device of permitting its 
gains and profits to accumulate instead of being distributed. If 
a domestic or foreign corporation is so formed or availed of, it is 
subject to a tax at  the rate of 50 per cent upon its net income in addi- 
ti& to the tax imposed by section 13. However, the additional tax 
a t  the rate of 50 per cent does not apply for 1928 or any subsequent 
taxable year if all the shareholders of the corporation- include (at 
the time of filing their rehurns) in their gross income their entire 
distributive share, whether distributed or not, of the net income of 
the corporation for such year or years. Any amount 80 included 
in the gross income of a shareholder shall be treated as a dividend 
received, and any subsequent distribution made by the corporation 
out of the earnings or profits for such taxable years shall, if dis- 
tributed to any shareholder who has so included in his gross income 
his distributive share, be exempt from tax in the amount of the 
share so included. \ 

Art. 641 
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ABT. 642. Purpwe to eroape rurtax.-Prha facie evidence of a 
p u p  to escape the surtax exist8 where a corporntion is a mere 
invement company, where a corporation has practically no business 
except holding stocks, eecuritieg, or other property and collecting the 
income therefrom or investing therein, or where a corporation other 
than a mere holding or investment company permit8 its gains and 
profita to accumulate beyond the reaeonable needs of the business. 
The statutory presumption that a mere holding or investment cam- 
pany is subject to the additional tax imposed by section 104 may be 
overcome if the corporation can show, either by reason of the fact 
that it distributed a large portion of its earnings for the year in 
question, or that its stock was held not by the members of a family 
or of a small group but by a large number of persons and in com- 
paratively small blocks, or by other evidence, that it was not availed 
of for the purpose of preventing the imposition of the surtax upon 
it0 sharehoidek. 

The business of a corporation is not m e d y  that which it has 
previously carried on, but includes in general any line of business 
which it may legitimately undertake. However, a radical change 
of business when .a considerbble surplus has been accumulated may 
afford evidence of a p u r p  to escape the surtax. When one corpo- 
ration owns the stock of another corporation in the same or a re- __. 

lnted line of business and in effect operata the other corporation, 
the business of the latter may be considered in substance the buai- 
ness of the first corporation. Gains and profit0 of the first corpora- 
tion put into the second through the purchase of stock or otherwise 
may therefore, if IC subsidiary relationship is eatablished, conatitute 
employment of the income in its own businem. To establish that the 
business of one corporation can be regarded na including the business 
of another i t  iR ordinarily esmntial that the first corporation ‘own 
substantially all of the stock of the second. In’vestment by a corpo- 
ration of its income in Rtock and securities of another corporation is 
not without anything further to be regarded as employment of the 
income in its business. 

ART. 648. Unreaeonable noournulation of proBta.-fb accumulation 
of gair.3 and profits is unreasonable if i t  is not required for the pur- 
poses of the business, considering all the circumstances of the case. 
I t  1s not intended, however, to prevent reaeonable accumulations of 
surplus for the needs of the business. No attempt can be made to 
enlimerate all the ways in which p i n s  and profiB of a corpration 
mny,be accumulated for the reasonable needs of the businea.. Dis- 
tributions made by a corporaGon shortly after the close of its taxable 
year shall be taken into consideration in determining the reason- 
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ablenm of the amount of earnings and profits of the ’corporation 
retained by it for such year. .Undistributed income is properly 
~ccumulated if invested in increased inventories or additions to 
plant reseonably needed by the business. It is properly accumu- 
lated if retained fur working cnpital required by the business or in 
.accordance with contract obligations placed to the credit of a sinking 
fund for the p u r p  of retiring bonds issued by the corporation. In 
the case of a banking institution the business of which is.to m i v e  
and loan money, using capital, surplus, and deposits for that pi~’pose, 
undistributed income nctually represented by loans or reaeonably 
retained for future loans is not accumulated beyond the reasonable 
needs of the business. The nature of tho investment of gains and 
profits is immaterial if they are not in fact needed in the busineea 
It is an unreasonable accumulation of gains and profits by corpora- 
tions with the purpse of enabling their shareholders to escape sur- 
taxes on such p i n s  and profits which subjects such corporations to 
the additional tax imposed by section 104. Amon2 other things, the 
financial condition of the corporation at the close of the taxable year 
and the manner in which its funds are inveeted a t  that date, determine 
the reasonableness of the accumulations. 

For the purpose of section 104 the term “ net income ” means the 
net income of the corporation as defined in aection 21 increased 
by the mm of (1) the nmount received as dividonds and allowed 
as a deduction by mction 23 (p), plu8 (2) the amount of interest 
on obligations of the United States issued after September 1, 1917, 
which would be subject to tax in whole or in part in the hands of an 
individual owner. Tho Commissioner, or any collector upon direc- 
tion froni the Commissioner, may require any corporntion to furnish 
a statement of it8 accumiilnted gains and profits, the name and ad- 
drew of, and niimlw of Rhnres lrclcl by, etmh of its shareholdem, and 
the amount0 that woulCi be payable to each, if the income of the 
corporation were distributed. 

SEC. 10s. TAXABLE PERIOD EMBRACING YEARS WITH DIFFER- 

SUPPLEMENTAL PROVIBIONS 

(Sea section 149 (c) .) 

BNT LAWS. 

If it 18 necemry to wmpute the tax for a period beginning in one 
calendar .mr (hereinafter in thin &on called ‘I brcrt cHlendar year ’I) 
and ending In the fdlmving calendar year (hminai ter  In this eeetion 
called ‘‘BecOnd calendar year”) and tlie law amlicable to the mond 
cnlendnr ycnr Is  dillwent from the law rppllcnble to the flmt calendar 
year, then the t ~ i x  undrr thln tltle for the Ir-rlod endhR duriw thp wund 
calendar yrar nlinll IN. thn nuin of: (1) tho anme pqwrthn of a tax for 
tlie entlre ~n.?rlocl. determlned tinder tlio IRW appllc!abld to the flmt 
calendar Year and at the ratem for R U ~ I  yew, whlch the portion of m i ~ h  
pf~Ind fnlllng wltbln the flrst mlendar year Is of the enUm m u d ;  

0 106: Art. 643 
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and (2) the &me proportion of a tar for the entire periOd, determlned 
u n d b  the law applicable to the  second calendar year and at the rates 
for such year, which the pnrtlon of such period falling wlthln the second 
calendar year Is of the entire period. 

Arm. 551. PiMal yeera ending in lQ28.-The tax for a period begin- 
ning in 1927 and ending in 1928 is the sum of the following: 

(a) The tax attributable to the calendar year 1927, found by com- 
puting the tax upon the income of the taxpayer for the fiscal 
year under the provisions of the Revenue Act of 1926, and by taking 
the proportion .of such tax which the portion of the period falling! 
within the calendar year 1927 is of the entire period ; 
(6) The tax attributable to the calendar year 1928, found by com- 

puting the tax upon the income of the taxpayer for the fiscal year 
under the provisions of the Revenue Act of 1928, and by taking the 
proportian of such tax which the portion of the period falling 
within the calendar year 1928 is of the entire period. 

If the fiscal year of a partnership began in the calendar year 1927 
and ended in the calendar year 1928, the taxes of the partners shall 
k oomputed as provided in article 903. 

SUPPLEYWP &-- -<W)YPUTA~OI  OF AWC IACOYD 

[Supplementary to Subtltle B. Pnrt 111 

SEC. 111. DETERMINATION OF AMOUNT OF GAIN OR LOSS. 
(a) Compntatlon of p i n  or lorr.-Except a8 herelnafter provided In 

t h in  seetlon, the galn from the sale or other dtspoeltlon of property 
shall be the exmm of the amount r e a l 1 4  therefrom over the b n ~ l a  
provlded in nectlon 113, and the 10- shall be the exceas of Ruch beds 
over the amount realized. 

(b) Adjustment of ba#is.--In computing the amount of gain or los8 
under eubeedlon (a)- 

(1)  Proper adjuetment Rhalh he made for any expendlture, r e  
celpt, Ion#, or other Item, p r o p l y  chargeable to cnpltal account, 
and 
(2) The hflsls h a l l  be dimlnlshed by the amount of the deduc- 

tions for exhaustlon. weer and tear, obsolescence, amortlzatlon, 
and depletlon whlch have since the acquisltlon of the property been 
allowable In respect of such prqperty under this Act or prlor 
Income tax laws; but In no case shall the amount of the dlmlnu- 
tlon In reaped of depletion exceed a depletion deductton computed 
wlthont reference to dlsccwmy value under sectlon 114 (h) (2) or 
to percentage depletlon under sectlon 114 (b )  (9). In additlon, 
lf the property was acquired before ivJarch 1, 1913, the basis (if 
other than the fair market value as of !arch 1, leu) rhall be 
dlmlnlshed In the amount of exliaurrtion, weer and tear, o m  
leecence, and depletlon actually Rustained before such date, and 
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(3) In the (YLm of RtoClr the basis shall be dlmlnlshed by the 
amount of dletrihutions ~ v l o u ~ l y  made in respect of such stock, 
to the extent provlded under the law applicable to the ymr in 
whlch the dlstributlon wa6 made. 

( 0 )  Amount realized.-The ambunt realized from thesale or other 
dleposltioh ot property shall he the sum of any money received plus the 
fair market value of the property (other than money) received. 

(a) Beoognition of gain or 1088.-In the eaae of a sale or enchtinge, 
the extent to whlch the galn or IORB determined under this sectton 
ahall be recognfzed for the purposes of thie title, shall be detemlned 
under the provlsions of sectlon 112. 

(e) Installment mlem.-Nothlng in this section shall be confttluecl to 
prevent (In the caw of property eold untlcr contract provldlng for my- 
ment In Installments) tho taxatlori of that  portlon of any Installment 
payment representlnu mlri or profit In the year In wvhlch such Dayitlent 
Is received. 

ART. 661.' Determination of the amount of gain or lona.--,Section 111 
sets forth tho rules for the detcrn~inatioi~ of thc smount of p i n  or 
loss from the sale or other disposition of property.: I n  general, the 
gain from the sale or other disposition of property is the exces of 
the amount realized therefrom over the cost or other basis provided 
in section 113 and articles 591-604, and the loss is the excefis of 
such cost or other basis over the amount realized. Whether gain or 
loss from a sale or exchange shall be recognized, and if so, the extent 
to which it is to be recognized for the purpose of income taxation, 
must be determined under the provisions of section 112 and articlee 

The amount realized from the sale or other disposition of prop- 
arty is the sum of any inoney received plus the fair market value 
of tho property (otlior than money) received. The fair market 
value of property is a question of fact, but only in rare and extraor- 
dinary cases does property have no fair market value. I n  computing 
the amount of gain or loss, however, the cost or  other basis of the 
property shall be properly adjusted for nny expenditure, receipt, loss, 
or other item propcrly c h r & ~ ~ ~ d ~ l a  to capitd uccollnt, incltl(Iiilg the 
cost of improvetirents md bottcrmerrts made to the property sitlcw 
the basic date and carrying chnrges, such as taxes on unprotluvtive 
property. Where the tnxpayer has elected to deduct carrying c b q w  
in computing net income, or used such charges in determining his 
liability for filing returns of income for prior years, the cost or 
other basis may not be incrensed by such items in computing the 
gain or loss from the subsequent sale of the property. The cost or 
other basis of the property must also be decreased by the nmonnt of 
the deductions for exhaustion, wear and tear, obsolescence, nmortiza- 
tion, and depletion which have since the acqnisition of the property 

671-580. 

See T. n. 4821, p. 888. 

AFt. 661 0 111 
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been allowable in respect of such property, whether or not such deduc- 
tions were claimed hy the taxpayer or formally allowed. Adjustment 
to the cost or other basis on account of such allowable deductions as 
distinguished from the deductions actually taken in prier years, 
will be made only upon the basis of explicit and convincing evidence 
(and calculations based upon a theoretical formula are not such evi- 
dence) thgt the deductions taken were insufficient or excessive, as the 
case may be, due regard being given to the expenditures made by 
the taxpayer to maintain the effective usefulness of the property. 
I n  no case shall the amount of the diminution in respect of depletion 
exceed a depletion deduction computed without reference to discov- 
ery vnlbe in the case of mines, or withmtr reference to the allowance 
for depletion provided by section 114 (b) (17) in the case of oil and 
gas wells. In  addition, if the property 
was acquired before March 1, 1913, the bnsis (if other than the fair 
market value as of March 1,1913) must be diminished by the amount 
of exhaustion, wear and tear, obsolescence, and depletion actually 
sustained before that date. In  the case of stock the basis must be 
diminished by the amount of distributions previously made in respect 
of such stock, to the extent provided iinder the law applicable to the 
year in which the distrihlltion was mnde. 

He 
subsequently expended $6,000 for iinprovemenh, which wns not de- 
ductible es a business expense. Tho depreciation allowable with 
respect to the property for the period held arroiinted to $l.OOO. If A 
sells the property in 1928 for $20,000, the amount of his gain will 
be $5,OOO. 

The 
depreciation allowahle with respect to the property for the period 
held amounted to $l,OOO. If  A sells the property in 1928 for $8,000, 
the amount of his loss will be $1,000. 

In  the case of property sold on the installment plan, section 111 
and this article shall not be construed as preventing the taxation of 
that portion of any installment payment representing gain or profit 
in the year in which such payment ie received. (See section 44 and 
articles 351-355. ) 

(See articles 241 and 611.) 

Exnrnpb (I): A p u r c h n d  property in 1923 for $10,000. 

Example (le): A purchased property in 1923 for $10,000. 

SBC. 112. RECOGNITION OF GAIN OR LOSS. 
(a) Oeneral role.-Upon the nale or exchnnge of property the entlre 

amount of the galn or 108% detcrmlned under section 111, nhall be rec- 
ognized, except a s  herelnafter provlded In thls eectlon. 

(b) Exohongem rolely i n  kind,- 
(1) PROPEBTY RELD FOB PUODUOTTVSI usm 08 IIPVIBTY~T.-NO galn 

or la shall be recognlzed lf property held for p d u c t l v e  use in 

Art.  561 5 n a  

tradd or bnslnenn or for Investment (not lncludlng stock In trade or 
other property held primarily for salt-, nor stocks, bonds, not- 
chosee in action. certlflcate8 of trust  or bendclal Interest, or other 
effurltles or evtdcnces of indebtednens or i n t e e )  ie exchanged 
wlely for property of n like kind to he held elther for productive 
use in tratlv or Iiurlncws or for hWRttnent. 

be recognleed If common Htock In n coqmratlon Is exchanged ~olely 
for common stock In the  Rame corporntion, or  if preferred stock In 
a corporation is exchanged solely for preferred stock In the same 
corpora tlon. 
(3) STOCK FOR HTOCK om R ~ ~ ~ ~ A A I ~ A T I O A . - N ~  gnln or low &all 

be rmgnizml If Rto(’k or nerurltb in a corporation a party to  n 
reorganization ape. in punmince of the plan of reorganlzntlon, 
exchnngd Rolely for Htock or Recurltien In such corpnratlon or in  
another corporatlon a party to the reorp;anlzatlon. 

nlwd If a corporatlon a party to  a renrganizatlon exrhnngt-s prop 
erty, in pursunnre of the  plnn of reorganimtlon, solely for stock or 
muritiea In another corportition n party to the reorganization. 

galn or loss shall be recunnlced If property Is transferred to a cor- 
poration by one or more persons solely In exchange for stock or 
securities in auch corporation, and Lmmedlatdy after the exchange 
such person or person8 a re  In control of the corporation: but I n  
the caRe of an exrhnnge by two or more persona this peragraph 
shall apply only If tile amount of the  stock and securltles recelved 
by each Is substantinlly In proportJon to  his interest In the property 
prior to the exrlianbv 

(2) S‘IVCK FOR NmCK O F  SAME couoRnmoN.-No gain or 1088 shall 

( Q )  S A Y b - a A I A  OF CORPDRATION.-NO p a h  or 108s shall he 

( 6 )  ! h A A S m  TO CORPORATION COATROLLED BY T E \ A S ~ ~ ~ O ~ - - N O  

( 0 )  Gain from exohanger not rolcly i n  kind.- 
( 1  ) If an exchange would be wlthln the provlslone of subsection 

(b )  (l), (2), (3 ) ,  or (6) of this section If it were not for the fact  
t ha t  the property received In exchange consists not only of prop 
erty permitted by such paragraph to be received wlthout the recog- 
nition of g l h ,  but also of other prnperty or money, then the galn. 
Li any. to the reclplent shall be recognlzed, but in an amount not 
In excess of the Rum of such money nnd the falr  market value of 
EUCh other property. 

(2) If a dl8tdbutlon made In pumiinnce of a plan of reorgnniza- 
tlon la wltbln the 1)rovlslonR of peragrnph (1) of this subsectlon 
but has the effect of the distribution of a taxnble dlvldend, then 
there Bhp.lI be tnxed ns a dlvldend to each dlsMbutee such a n  
amount of the gain recognized under paragraph (1) as IR not In 
exceR8 of hls ratable share of the undlstrlbuted earnlngs nnd profits 
of the coqmrntlarl ucrumulntrcl nftcr February 28, 1913. The IT 
mainder, If ally, of (lie gnln ~ ~ o g i i l z e d  under prugraph (1) shall 
bc taxtdfm II gnin from the exdinnap of property. 

( d )  Same-gain of corporation.-If ail cwhungc would be wllllll~ the 
provisloru, of s n l ~ s e c ~ t i ~ ~ t ~  ( b )  (4) of thfw w t i u n  if It were not Por thc 
fect that fl!c prtipe~ t j  r t d \ d  1 1 1  t s t . 1 1  IIIC’L. cc*lrslets not onl; of &(I& 



1 62 INCOME TAX REQULATIONS 

or secnritka permitted by such pnragraph to be received without the 
recognition o# gain, but also of other property or money, then- 

(1) If the corporatfon reeelring-such other propegty or money 
dfstributee I t  in puman‘ce of the plan of rtmganimtion, no gain 
to the corporatLon ahall be recognIEed from the exchange, but 

(2) If the corporatfon mcelvlng such other property or money 
doee not distribute It  in pursuance of the plan of reorganizntion, 
the gab, if any, to the corporation shall be recognized, but in an 
amount not in of the sum of such money and the fair 
market value of snch other pmperty so received, which is not so 
dlstrlbuted. 

(e) Loar from exchangea not rolely in Idnd.-If an exchange would 
be within the provleions of subsectlon (b)  (1) to (a), lncluslve, of tbl8 
section if it  were not for the fact that the property recelved In ex- 
change conelstr, not only of property permitted by such paragraph to 
bg recelved without the recognltlon of galn or 1068, but also of dber 
property or money, then no lose from the exchange shall be recognized. 

(f) Involuntary oonverdona.-If property (as. a result of Its destruc 
tlon in whole or In part, theft or eefwre, or an exerclae of the 
power of requlaitlcm or condemnation. or the threat or Imminence 
thereof) is complleorily or Involuntarily converted into property 
slmflar or mkted In service or use to the property 80 conve-, or 
into money which Is forthwith In good faith, under regulations p- 
&bed by the Oommlesiouer wlth the approval of the SecMry, ex- 
pended in the acgubltion of other pro pert^ similar or related in aervice 
or use to the property 80 ccmverted, or In the acqulsltion of control of 
a corporatlon ownlug auch other praperty, or In the eetabllshmeut of 
a replacement fund, no galn or low shall be recognld. If any part 
of the money 1s not so expended, the gain. if any, shal1,be CwOEmld, 
but in an amount not In ex- of the money which Is xot so expended. 

(0)  Dirtribation of attook on reorganhatlon.-If there Is distributed. 
In pursuance of a plan of reorganlzntlon, to a shareholder In a cor- 
poratlon a party to the reorgadtion, stock or Becuritlm In such 
corporatlon or In another corporation a party to the reorganizatlon, 
wlthout the surrender by such shareholder of stock or securitles In 
such a corporatlon, no galn to  the dlstributw from the receipt of mch 
rdmk or eecurlties shall be recognlzed. 

(a) 8une--sffeot on future dIitributionr.--The distribution, in pur- 
suance of a plan of reorganleation, by or on behalf of a corporation a 
party to the reorganization, of Its stock or eecurltles or stock or securl- 
tlee In a corporaHon a party to the reorganization, shall not be con- 
sidered a dietrfbutlon of earnlngs or prdits wlthln the meaning of 
eectlon 116 (b )  for the purpose of determlnlng tbe tazability of s u b  
sequent dlstrlbutions by the corportItlOn. 

(I) Dednitlon of reorganixation.-As used In this section and sections 
118 and 1 1 6  

(1) The term “reorganlzatlon” means ( A )  a merger or conedl- 
datlon (Lncludlng the acquisition by one corporatlon of a t  leu& 
a majorlty of the voting s’mk and a t  least a majority of the tohl 
number of shares of all other clasces of stock of another corpora- 
tion, or substantially all the properties of another corporatlon), 

Art. as1 fi i i a  
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or (B) a traasier by a coworatlon of all or a part of ib 888et8 to 
enother corporatlon if lmmedlatdy after the tranafff the t rane  
feror or its stockholders or both are In control of the corporation 
to which the assets are transferred, or (0) a recapltalimtion, or 
(D)  a mere change In Identity, form. or place of organlmtlon, 
however effected. 

(2) The term “ R  party to a reorganizatlon ’’ includm a corpore- 
tlon resulting from a reorganizrtion and Includes both corporatlone 
in the caw of an acquldtion by one corporation of a t  least a 
majority of the voting stock and at  least a majority of the total 
number of shares of all other c l a w  of ntwk of another cor- 
poration. 

(J) Definition of control.-As uaed In this eectlon the term I‘ control ’’ 
means the ownershin of a t  lea& 80 per centum of the voting stock and 
a t  least 80 per centum of the total number of shares of all other classes 
of stock of the corporatlon. 

ART. 571. Recognition of gain or loss.-In the case of a sale or 
exchange, the extent to which the amount of gain or loss determined 
under motion 111 shall be recognized, is governed by the provi- 
sions of section 112. Section 112 provides that the entire amount 
of the gain or loss upon any sale or exchange of property shall be 
recognized, with specified exceptions therein set forth, which are 
discussed in articles 672-580. Unless the sale or exchange falls 
within the provisions of these articles the entire amount of the gain 
or loss thereon must be calculated and reported. 

ART. 572. Exchanges of property.-In the following cases no gain 
or loss is recognized: 

(a )  If property held for productive use in trade or business or 
for investment (not including stock in trade or other property held 
primarily for sale, nor stocks, bonds, notes, choses in action, certifi- 
cates of trust or beneficial interest, or other securities or evidences 
of indebtedness or interest) is exchanged solely for property of a 
like kind to be held either for productive use in trade or businass 
or for investment. The words “like kind” have reference to the 
nature or character of the property and not its grade or quality. 
Therefore, under this paragraph no gain 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 may not, under this para- 
graph, be exchanged for property‘ of a different kind or class, as 
real estate for personal property. However, a leasehold of a fee 
with 30 years or more to run will be considered property of like 
kind tr, real estate. The fact that any real estate involved in an 
exchange is improved or unimproved makes no difference, for such 
fact relates only to the grade or quality of the property and not to 
its kind or class, Unproductive real estate held by one other than 
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a dealer for future use or future realization of the increment in 
value is held for investment and not primarily for sale. 

(b) If common stock in a corporation is exchanged solely for 
common stock in the same corporation, or if preferred stock in a 
corporation is exchanged solely for preferred stock in the same 
corporation. 

( c )  I f  property, real, personal, or mixed, is transferred to a cor- 
poration (1) by one person solely in exchange for stock or securitiea 
in such corporation, and immediately after the exchange such per- 
son is in control of the corporation, or (2? b,y two or more persons 
solely in exchange for stock or securities in such corporation, and if 
immediately after the exchange such persons are in control of the 
corporation, and the amount of stock and securities received by each 
is substantially in proportion to his interest in the propert prior to 

'' control." 
Emample: A owns a patent right worth $25,000 and B a manu- 

facturing plant worth $75,000. A and B organize the X Corporation 
with a capital stock of $lOO,OOO. A transfers his patent right to the 
X Corporation for $25,000 of its stock; B transfers hie plant to the 
X Corporation for $75,000 of its stock. No gain or loss is recognized 
from this transaction. 

ART. 573. Exchanges of property for other property and money.-If 
an exchange would fall within the provisions of article 572 but 
for the fact 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 any, to the recipient shall be recognized, but in an amount not 
in excess of the sum of the money and the fair market value of the 
other property. No loss from such an exchange will be recognized. 
(See section 112 (e).) 

Earanqls: A in 1928 exchanged real estate which he had pur- 
chased in 1917 for $s,OOO for other real estate having a fair market 
value of $e,OOO and_$2,000 in cash. The gain from the transaction, 
that is, $3,000, iE recognized only to the extent of $2,000, the amount 
which was received in cash. A's taxable income from the exchange 
is, therefore, $2,000. See article 597 for the basis for determining 
gain or 108s from a subsequent sale. 

ART. 574. Exchanges in connection with corporate reorganization8.- 
The Act provides that no gain or loss shall be recognized if ,  in pur- 
suance of a plan d reorganization, stock or securities in a corporation 
a party to a reorganization are exchanged solely for stock or securi- 
ties in such corporation or in another corporation a party to the 

the exchange. See section 112 (j)  and article 577 for de i nition of 

b t .  674 Q 112 

SUPPLEMENTAL PROVISION 8 165 
reorganization, or if, in pursuance of a reorganization plan, a cor- 
poration a party to a reorganization exchanges property solely for 
stock or securities in another corporation a party to the reorganiza- 
tion. I f  two or more corporations reorganize, for example, by- 

(1) The merger of the X Corporation into the Y Corporation, 
(2) The consolidation of the X Corporation and the Z Corporation 

into the Y Corporation, a new corporation, 
(3) The acquisition by the Y Corporation of a majority or the 

voting stock and a majority of the total number of shares of all other 
classes of stock of the X Corporation or of substantially a11 of the 
propertiea of the X Corporation, or 

(4) The transfer by the X Corporation of a part of its assete to 
the Y Corporation where immediately after the transfer the X Cor- 
poration or its shareholders or both are in control of the Y 'Corpo- 
ration- 
then no taxable income is received from the transaction by the X 
Corporation or the Z Corporation if the sole consideration received 
by the corporations is stock or securities of the Y Corporation; and 
no taxable income is received from the transaction by the, shareholders 
of either the X Corporation or the Z Corporation if the sole con- 
sideration received by the shareholders is stock or securitiee of the 
Y Corporation. 

If a reorganization is accomplished by the transfer by the X Cor- 
poration of a part of its assets to the Y Corporation in exchange 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 &hare- 
holders from the receipt of such stock is recognized. (See article 
576.) 

Provision is made in the Act for case8 in which gain to the share- 
holders is recognized, in connection with a reorganization, through 
the receipt of cash or property other than the stock of a corporation 
a party to the reorganization. 

Records in substantial form, showing the basis of the stock or 
property exchanged and the amount of property or money received 
in exchange, must be kept to enable the determination of gain or loss 
from a subsequenb disposition of the stock or property received 'in 
exchange. 

Am. 675. Exchanges in reorganizations for stock or securities and 
other property or money.-If stock or securities in a corporation n 
party to a reorganization are, in pursuance of the plan of reorgani- 
zation, exchanged for stock or securities. in such corporation or 
in another corporation a party to the reorganization and other 
property or money, the gain, if any, to the recipient will be reoog- 

(See article 575.) 
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niied in an amount not in excBs8 of the sum of the money and the 
fair market value of the other property. No loss from such an ex- 
change will be recognized. (See sectidn 112 (e).) I f  a distribution 
of property or money in the course of a reorganization is otherwise 
within the provisions of this paragraph, but has the effect of the 
distribution of a taxable dividend, there shall be taxed to each dis- 
tributee (1) as a dividend, such an amount of the gain recognized 
under this paragraph att is not in excew of the distributee’s ratable 
share of the undistributed earnings and profits of the corporstion 
accumulated after February 28, 1913, and (2) as a gain from the 
exchange of property, the remainder of the gain recognized under 
this paragraph. 

E x m p k  (1): A, in connection with a reorganization, exchlrngea 
in 1928 a share of stock in the X Corporation, purchased in 1921 for 
$100, for (a) a share of stock in the Y Corporation, a party to the 
reorganization, which has a fair market value of $90, and (6) $20 
cash. The gain from the transaction, $10, is recognized and taxed 
to A. See article 597 for the basis for determining gain or loss from 
a subeequent sale. 

E 0 m p k  (9): The X Corporation has a capital of $lOO,OOO and 
earnings and profita of $tio,OOO accumulated since February 28, 1918. 
The X Corporation in 1988 transfers all its assets to the Y Corpora- 
tion in exchange for the issuance of all of the stock of the Y Cor- 
poration and the payment of $W,OOO in cash to the shareholders of 
the X Corporation. A, who owns one share of stock in the X Cor- 
poration, for which he paid $100, receives a share of Btock in the 
Y Corporation worth $100 and in addition $50 in cash. A will be 
liable to the surtax on $50. 

If, in pumanw of a plan of reorganization, property is ex- 
changed by a corporation a party to a reorganization for stock 
or securities in another corporation a party to the reorganization 
and other property or money, then, if the other property or money 
received by the corporation is distributed by it pursuant to the 
plan of reorganization, no gain to the corporation wilkbe recognized. 
If the other property or money received by the corporation is not 
distributed by i t  pursuant to the plan of reorganization, the gain, 
if any, to the corporation from the exchange will be recognized in 
an amount not in excess of the sum of the money and the fair market 
value of the other property so received which is not distributed. In 
either case no loss from the exchange will be recognized. (See 98c- 

tion 112 (e).) 
Am. 576. Beoeipt of s h k  or oeouritiar in reorganhatioa-If, with- 

out any surrender of his stock or seourities, a shareholder in a cor- 
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poretion a party to a reorganization recaives in pursuance of the 
plan of reorganization RtoCk or securitiw in such corporation or in 
another corporation a party to the reorganization, no ga.in to the 
shareholder will be recognized. 

ART. 577. Deflnitiom-The term (‘ reorganization,” as used in sec- 
tions 112, 118, and 115 means- 

(1) A merger or consolidation (including the acquisition by one 
corporation of a t  least a majority of the voting stock and a t  l& a 
majority of the total number of s h a m  of all other classe~ of stock 
of another corporation, or substantially all the properties of another 
corporation), 
(2) A transfer by a corporation of all or a part of its 889~ts to 

another corporation if immediately after the transfer the transferor 
or its stockholders or both are in control of the corporation to which 
the assets are transferred, 
(8) 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 118 includes a corporation resulting from a reorganization 
and includes both corporations in the case of an acquisition by one 
corporation of at 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 cases 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 number 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 the conjunctive and the 
disjunctive, and the singular is used to include the plural. For 
example, the provisions of article 574 are complied with if ‘‘Stock 
and securities” are received in exchange as well as if “stock or 
securities” are received, and if securities in the same corporation, 
together with securities in another corporation a party to the reor- 
ganization or in other corporations parties to the reorganization, are 
received in exchange. 

ART. 678. Souroe of dirtribution of stook or seouritier.--The general 
rule, provided in section 115 (b), that every distribution is made 
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out of earnings or profits to the extent thereof and from the most 
recently accumulated earnings or profits, does not apply to a dis- 
tribution, in pursuance of a plan of reorganization, by or on behalf 
of a corporation a party to the reorganization, of its stock or 
securities or of stock or securities in  a corporation a party to the 
reorganization. Such a distribution will not be considered a dis- 
tribution of earnings or profits in determining the amount of earn- 
ings and profits accumulated since February 28, 1913, which are 
available for distribution and which under section 115 (b) must be 
distributed before earnings and profits accumulated before March 1, 
1913, may be distributed exempt from tax. 

Eumnple: The X Corporation has a capital of $lOO,OOO, esrnings 
and profits accumulated prior to March 1, 1918, of $25,000, and earn- 
ings and profits of $50,000 accumulated after February 28, 1913. It 
causes the organization of the Y Corporation, to which i t  transfers 
$50,000 of ita assets in exchange for all of the stock of the Y Corpora- 
tion. It then distributes the stock of the Y Corporation as a divi- 
dend to its shareholders. No gain to the shareholders from tho 
receipt of this stock will be recognized under the provisions of section 
112 (g) and article 676, nor will the distribution be considered a 
distribution of earnings or profits in determining the amount of 
earnings and profits accumulated since. February 28,1918, on hand for 
subsequent distribution as a dividend. 

The provisions of this article apply to the cam in which the X Cor- 
poration distribute8 the stock of the Y Corporation as  a dividend, the 
cam in which the X Corporation distributes the stock of the Y 
Corporation in retirement of a portion of the stock of the X Corpo- 
ration, and the cam in which the Y Corporation issues its stock direct 
to the shareholders of the X Corporation. 
Am. 579. Invohntary oonvemion of pmperty.-Section 112 (f) 

deals with cases in which property is compulsorily or involuntarily 
convertad into similar property, or into money, as a result of fire, 
shipwreck, theft, condemnation, or similar causes enumerated in 
the Act. If the property so destroyed, stolen, seized, or condemned 
is replaced in kind by similar property or property related in service 
or use, no 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 money is forthwith, under 
regulations prescribed by the Commissioner with the approval of 
the Secretary, expnded- 

(1) In  the acquisition of other property similar or related in 
service or use to the property so converted, 
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(2) In  the acquisition of control of a corporation owning siicli 

(3) In  the establishment of a replacement fund. 
If any part of the money is not YO expended, the gain, if any, shall 

be recognized, but in Itn amount not in excess of the money which is 
ilot so expended. See article 601 for the basis for determining gain 
or loss from the sale or other disposition of the property so acquired. 

ART. 580. Replacement fandn.-In any case where the taxpayer 
elects to replace or restore the converted property but i t  is not 
practicable to do so immediately, he may obtain permission to 
establish a replacement fund in his accounta in which part or all of 
the compensation so received shall be held, without deduction for 
the payment of any mortgage. I n  such a case the taxpayer should 
make application to the Commissioner on Form 1114 for permis- 
sion to establish such a replacement fund, and in his application 
should recite all the facts relating to the transaction and declare 
that he will proceed as expeditiously as possible to replace or restore 
such property. The taxpayer will be required to furnish a bond with 
such surety as the Commissioner may require in an amount not 
in excess of double the estimated additional income taxes which 
would be payable if no replacement fund were established. (See 
section 1126 of the Revenue Act of 1926.) The estimated additionnl 
taxes, for the amount of which the claimant is required to furnish 
security, should be computed at  the rates a t  which the claimant 
would have been obliged to pay, taking into consideration the re- 
mainder of his net income and resolving against him all matters in 
dispute affecting the amount of the tax. Only surety companies 
holding certificates of authority from the Secretary of the Treasury 
as acceptable sureties on Federal bonds will be approved as sureties. 
The application should be executed in triplicate, so that the Commis- 
sioner, the applicant, and the surety or depositary may each have 

other property, or 

a copy. 
SEC. 113. BASIS FOR DETERMINING GAIN OR LOSS. 

(a) Property acquired after February 28. 191S.-The lmsis for deter- 

I mlnlng the galn or loss from the siile or other d l sg~ l t lon  OP prqwrty 
acquired after February 28, 1913, shall be the cost of such property; 
except that- 

(1)  INVENTORY vrLm-If lhr property should linve h e n  In- 
cluded In the last Ioveritory, the basla shall be the last Inventory 
value thereof: 

(2) am rmm DWIDMRW 31. 1Mu.--If the property mas nc- 
q u h d  by gift after December 31, 1920, the Iwwls shall be the Rame 
a8 lt would he in the hinds of the donor or the last lwecediiig 
owner by whom It wag w t  aolulred by glft. If the facts nmw- 
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saw to detennlne such basla are unknown to the donee, the e m -  
mlseloner shall, If pocslble, obtaln such fa- from such donor or 
last precedlng owner, or any other person cognlwnt thereof. If the  
Commiseloner flnds I t  lmposslble to obtain such facts, the basis 
shall be the falr  market value of such pro#erty as found by the 
Commissioner as of the date or approxlmate date  a t  whlch, a e  
eordlng to the best lnformatlon that the Commlardoner 1s able to 
obtain, euch property was acqulred by such donor or last preced- 
ing owner; 

erty was acqulred after December 31, 1920, by a transfer In trust  
(other than by a transfer In trust  by a bequest or devlee) the basls 
ahall be the name as I t  would be In the  hands of the  grantor. in- 
creased In the amount of galn or decreawd In the amount of loss 
recognized to the grantor upon such transfer under the law ag 
pllmble to the year In whlch the transfer was made;' 

property was acquired by gift or transfer In trust on or before 
December 81, 1920, the bash shall be the fair market valne of mch 
property at the time of such acqulnltlon. The provialone of thla 
paragraph shall apply to the acqnlsltlon of such property Interests 
as a re  speclfled In W o n  402 (e) of the Revenue Act of lQ2l, or 
In sectlon 302 ( f )  of the Revenue Act of 1924 or the Revenue Act 
of 1928 (relntlng to property peaslng under power of appointment) 
m r d l e e s  of the tlme of acqulsltlnn : 

( 6 )  P~opnrn ~ A I I ~ Y ~  AT m m . - I f  personal property was 
acquired by speclflc bequest, or If real property was acqnlred by 
general or spedflc devise or by Intestacy, the basls shall be the  fa l r  
market value of the property at the time of the death of the de- 
cedent. If the property was acquired by the decedent's estate from 
the decedent, the basle In the hands of the eta& ahall be the falr  
market value of the property at the time of the death of the 
decedent. I n  all other cases If the property was acqulred elther by 
wlll or by Intestacy. the basis shall be the fa l r  market value of the 
property at  the tlme of the dlstributlon to the taxpayer. In the 
case of property tranfaferred In trust to pey the lncbme for llfe to 
or upon the order or dlrectlon of the grantor, wlth the rlght m 
served to the grantor at all times prlor to hls death to revoke the 
trust, the basis of such property In the hands of the persons entltled 
under the terms of the trust Instrument to the property after 
the grantor'rr death shall, after such death, be the same as If the 
trust  Instrument had bee0 a Will executed on the day of the 
grantor's death : 
(6) T m - m  QOBAN~OEB omaaaLLY.--If the prnpesty was a e  

pulred upon an exchange deecrlbed In section 112 (b)  to (e). 
includve. the basis ahall be the anme as In the case of the property 
exchanged, decreased In the apoun t  of any money m l v e d  by the 
taxpayer and Increased In the amount of galn or deereaeed In the 
amount of loss to the taxpayer that was recognlsed upon such 
exchange nuder the law appllcable to the year In which the 
exchange was made. If the property 80 acqulred consisted in part 

(3) " E A N s w  IN TBUBT lllTBL DEEM- 31, 1%O.-If the prop 

(4 )  am 08 TBAASPaB IN TRUST BtSWm JANUAEY 1, 1m.-If the 
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' of the type or property permltted by sectlon 112 (b )  to be received 

wlthout the recognltlon of gnln or loss, and In part  of other 
property, the banla provlded In this paragraph shnll be allocated 
between the propertles (other than money) received, and for the 
purpnse of the allocation there shall bc asslgned to such other 
property an nmount equlvnleilt to  Its f i i l r  market value a t  the date  
of the exchange. This paragraph shall not apply to p ropr ty  
acqulred by a corporation by the lssuance of Its stock or securltles 
as the conelderation in whole or in part for the transfer of the 
property to It : 

Y A I N S  IN B A M a  PICRSONR.-If the property was acquired nftpr De- 
cember 31, 1917, by a mrporatlon In connection wlth n renrganlza- 
tlon, ond lmmedlately after the transfer an Interest or contml 
In such property of 80 per centum or  more remained In the smne 
persons or any of them, then the basis shiill bp the eame as i t  
would be In the hnnds of the transferor. Increased In the amoant 
of gain or  decren:ml In the nmount of loss tecognlzed to the t r a n s  
feror upon such transfer nnder the low appllcable to the year In 
which the transfer was made. This paragraph shall not apply I f  
the property acqulred conslsts of stock or secudtles In a corpora- 
tlon a party to the rrorgniilzatloli, iinleRs a r q u l r d  hy the lssu- 
ance of stock or Rerurltlex of the triinefirrec as the conslderatlon 
h whole or In pnrt for thr transfer; 

erty wos acqulml niter December 31. 1920, by a corporatlon by 
the Issuance of Its stock or securities In connection mlth a tronsac- 
tlon described In sectlon 112 (b )  ( 6 )  (lncludlng, also, cases 
where part of the conslderatlon for the transfer of such property 
to the corporatlon wns property or money, in addltloa to such 
etock or eecuritles). then the baais shall be the same ns I t  would 
be In the hands of the tranrrCernr, I ~ i c m s e d  In the amount of galn 
or decreased In the amount of loss recognized to the transferor 
upon such transfer under the law appllcable to the year In whlch 
the transfer was made ; 

( 9 )  Tix-pnw DismmoNs. - I f  the property conslets of Rtwk 
or eecurltierr dlstributed after December 31. 1923. to a taxpayer In 
connectlon wlth a transaction descrlbed In Rectlon 112 (g), the 
basls In the mag of the stock I n  respect of whlch the distrlhutlou 
was made shall be apportioned, under rules iind regulations pre- 
scrlbod by the Coii)miRsloner mlth the approval of the Secretary, 
between such stock and the stock or Hecurltlea distributed; 
(10) I N V ~ ~ T A B Y  co~mtmoxc-If the property was acqulred as 

the result of a compulsory or Involuntary conversion described In 
w t l o n  112 ( f ) ,  the bash shnll be the same as In the caw of the 
property ~0 converted, rlecrensed In the nmount of any money re- 
celved hy the taxpeyer whlch wns not expended In accordance wlth 
the provislona of law (appllcable to the year In whlch such con- 
vernlon was made) detennlnlng the taxable status of the galn or 
loss upon such cmverslon, and Increased In the amount of galn 
or decreased In the amount of loss to the taxpayer mognlwd upon 

(7) W N S -  TO COBPORATIOIP WHElUl CONTXOL OF PBoPEBm Bb 

(8) 8AMQ--cOltPORATION CONTROLIJB BY TUANSFEBOB-If the proy- 

, 
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mch Conversion under the law applicable to the year in whlcb 
wch conversion was made: 
(11) W A ~ H  sum or sTooK.-If substantially Identical property 

was acqulred after Decembw 31, 1920, in place of stock or mri- 
tlee whlch were sold or dlspoeed of and In respect of whlch loes 
wus not allowed a s  a declnction under sectlon 118 of thIs Act, or 
under sectlon a 4  ( a )  (5) or 2&1 ( a )  (4) of the Revenue Act of 
19!U, the Revenue Act of 1924, or the Revenue Act of lQ26, the 
basis In the case of the property so acquired &ail be the basis 
In the case of the stock or securities so sold or disposed of, except 
that If the repurchase price was In excess of the sale price such 
basis shall be Increased in the amount of the difference, or if the 
repurchase price wns lese thnn the nale price such basis shall be 
decreased In the amount of the difference; 
(12) PBOPEUTY ACQUIP~, DWNO mLrmoa. - In  the case of 

property acqulred by a corporation, during a perlod of aUlliatlon, 
from a corporatlon wlth whlch It wae atUiIated, the bade of such 
properti, after such perlod of atUlIatIon, shall be determlned, In 
accordance wlth regnlatlons prescribed by the Commlssloner with 
the approval of the Secretary, wlthout regard to Intercompany 
transactlons In respect of whlch gain or loss was not recognized. 
For the purpoeee of thIe peragraph. the term '' perlod of amltatlon " 
means the period durlng whlch mich corporatlons were aflUIated 
(detemined In accordance w1th the law applicable thereto) but 
does not include any taxable year begInnIng on or after January 
1, l9!Z2, unless n consolidated return was made, nor any taxable 
year after the taxnble year 1928. The basis In case of property 
acquired by a cnrporatlon durlng any perlod. In the taxable year 
1929 or any subsequent taxable year, In respect of whlch n conwll- 
dated return Is made by such corporation under eectlon 141 of th1s 
Act, shall be determlned In a m d a n c e  wIth reylatloue preacrIbed 
under sectlon 141 (b)  . 

(b) Property acquired before Yaroh 1, lOlS.-The bnsia for deter- 
mining the gain or low from the sale or  other dieposition of property 
acqulred before Murch 1, 1913, shall be: 

(1) the cost of such property (or, In the cam of such propertg a8 
Ia described in subnectfon (a)  (l), (4), (a), or (la) of thl6 eectlon, 
the bash as therein provided), or 

(2) the faIr market value of such property as of March 1, 1913, 
wblchever is greater. In determlnfng the fnlr market value of stock 
In a corporatlon as of March 1. 1913, due regard shall be given to the 
fair market value of the asset8 of the corporation as of that date. 

ART. 591. Basis for determining gain or loss from aale.-The basis 
for determining the gain or loss from the sale or other disposition 
of property acquired after February 28, 1913, is, in general, the cost 
of such property. This general rule is, however, subject to the 
exceptions set forth in section 118 and articles 5W604. The basis 
for determining the gain or loss from the sale or other disposition of 
property acquired before March 1,1913, is (1) the cost of such prop- 
erty (or, in the cam of such property as is deecribed in paragraphe 
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( l ) ,  (4), and (8) of section 118 (a) and articles 592, 595, and 596, 
the basis therein provided); or (2) the fair market value of such 
property as of March 1,1918; whichever is greater. 

What the fair market value of property was on March 1, 1918, 
is a question of fact to be established by competent evidence. I n  
determining the fair market value of Rtock in a corporation, due 
regard shall be given to the fair market value of the corporate asseta 
on the basic date. I n  the case of property traded in on public ex- 
changes, actual sales at or about the basic date afford evidenca of 
value, but in each case the nature and extent of the sales and the cir- 
cumstances under which they were made must be considered. Thue, 
prices received at  forced sales or prices received for small lots of 
property may bo no real indication of the value of the property. 

ART. 892. Property inoladed in inventory.-If the property should 
have been included in tho last inventory, the basis for determining 
the gain or loss from its sale or other disposition is the last inventory 
value. But see section 113 (b) and article 601 as to property ac- 
quired before March 1, 1913. See section 22 (c) and articles 101-108 
with reference to the requirements of inventoriee. 

ART. 693. Property aaqnired by gift after Deoember 31, 1920.1f  
the property was acquired by gift after December 81, 195% (even 
though the gift was made in contemplation of, or was intended to 
take effect in possession or enjoyment at or after, the donor's death), 
the basis is the same as it would be in the hands of the donor or 
the last preceding owner by whom it was not acquired by gift. 
I f  the donee is unable to ascertain the facts necessary to determine 
the basis, he shall so state upon his return, and the Commissioner 
will, if possible, obtain such facts from the donor or last preceding 
owner, or any other person cognizant thereof. I f  the Commissioner 
finds it impossible to obtain such fnc-ts, the basis shall be the fair 
market value of the property as found by the Commissioner as of 
the date or approximate date a t  which, according to the best infor- 
mRtion the Commissioner is able to obtain, the property was acquired 
by the donor or last preceding owner by whom it was not acquired by 
gift. I n  order to insure a fair and adequate appraisal or determi- 
nation of the proper basis, persons making g i fb  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 aoquired by transfer in t r u s t  after Deoember 31, 
1920.-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 

Art. 694 $118 



174 INCOME TAX REGULATIONS 

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, 1920, by a transfer 
in trust, even though such transfer was made in contemplation of, or 
waa 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 as are 
described in paragraph (a) (2) of article 595. Nor does either arti- 
cle apply to property sold or disposed of after the death of the 
grantor where such property was transferred 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. 
ART. 595. Property acquired by gift or transfer in trust on or before 

December 31, 1820.-((a) In  computing the gain or loss from the sale 
or other disposition of property acquired by gift or by a transfer in 
trust on or before December 31, 1920, the basis (except aa stated in 
( 6 )  of this article) shall be the fair market value of such property at 
the time of acquisition. The provisions of this article shall apply b 

(1) Such property interests as the taxpayer has acquired on or 
before December 81, 1920, aa 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 aa passed to the taxpayer under a 

general power of appointment exercised either by will or by dead 
executed in contemplation of death or intended to take effect in pos- 
session or enjoyment at  or after death, regardbas of whether such 
property interests were acquired by the taxpayer on or before Decam- 
ber 31,1920, or after that date. 

(Zt) In  the case of property acquired by gift or transfer in trust 
prior to March 1,1913, the gain or loss from the sale or other dispo- 
sition thereof shall be computed upon the basis provided in section 
113 (b) and article 591. 

ART. 590. Property transmitted at death.-In the following cases 
the basis for determining gain or loss from the sale or other disposi- 
tion of property acquired after February 28, 1913, shall be the fair 
market value of the property at the time of the death of the decedent : 

(1) Personal property acquired by specific bequest; 
(2) ,Real property acquired by general or specific devise or by 

intestacy; and 
(3) Property, whether real or personal, in the hands of a dece- 

dent’s estate, acquired by the eatate from the decedent (see article 
863). 
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In  all other cams where property was acquired either by will or by 
intestacy after February 28, 1913, the basis shall be the fair market 
value of the property at the time of its distribution to the taxpayer. 

I n  the case of property transferred in trust to pay the income for 
life to or upon the order or direction of the grantor, with the right 
r m r  A to the grantor at all times prior to his death to revoke the 
trust, the basis of such property in the hands of the persons entitled 
under the terms of the trust instrument to the property after the 
grantor’s death shall, after such death, be the same aa if the trust 
instrument had been a will executed on the day of the grantor’s 
death. Accordingly, if a person is entitled to personal property 
under such a trust instrument after the grantor’s death and if such 
property would be deemed to be acquired by bequest, other than by 
specific bequest, were the trust instrument a will, the basis of the 
property, if acquired after February 28, 1913, would be its fair mar- 
ket value at the time it was distributed to the taxpayer. I n  all other 
casea where a person is entitled to property, whether real or per- 
sonal, under such a trust instrument after the grantor’s death, the 
basis of the property, if ucquired after February 28,1918, shall be ite 
fair market value at  the time of the grantor’s death. 

If the property was acquired prior to March 1, 1913, the gain or 
loss from the sale or other disposition thereof shall be computed upon 
the basis provided in section 113 (b) and article 591. 

For the purposes of this article, the value of property &B appraiised 
for the purpose of the Federal estate tax or in the case of estates 
not subject to that tax, its value as appraised in the State court for 
the purpoee of Stato inheritance taxes shall be deemed to be its fair 
market value at the time of the death of the decedent. 
ART. 697. Property Baquired upon an exohawe.-In the cam of prop- 

erty acquired after February 20, 1913, upon an exchange described 
in section 112 (b), (c), (a), or (e) (see articles 572-577), the basis 
is the same as in the casa of the property exchanpd, decreased in the 
amount of any money received by tha taxpayer and increased in the 
amount of gain or decreased in the amount of loss to the taxpayer 
that waa recognized upon such exchange under the law applicable 
to the year in which the exchange was made. 

Emmpk: A purchased a share of stock in the X Corporation in 
1919 for $100. Pursuant to a plan of reorganization, A in 1928 
exchanged his share for one share in the Y Corporation, worth $90, 
and $30 in cash. Under the provisims of section 112 (c) (see article 
575), A realized a taxable 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 amount of 
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money received by A ($30) p!us the amount of gain recognized on 
the exchange ($20). 

I f  the property which was acquired upon an exchange 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), (3) ,  
or (4) of section 112 (b) to be received without the recognition of 
gain or loss, and in part of other property, the basis provided in 
the first paragraph of this article shall be allocated between the prop- 
erties (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 a t  the date of the exchange. 

Example: A purchased a share of stock in the X Corporation in 
1920 for $100. Upon a reorganization of the X Corporation in 1928, 
A received ih place of his stock in the X Corporation a share of stock 
in the Y Corporation worth $60, a Liberty bond worth $50, and in 
addition $20 in cash. Under section 112 (c) ( l ) ,  A realized a gain of 
$30 from the exchange. The basis of the property received in 
exchange is the basis of the old stock ($100) decreased in the amount 
of money received ($20) and increased in the amount of gain that 
was realized ($30) which results in a baris for the property received 
of $110. This basis of $110 is apportioned between the Liberty bond 
and the share of stock, the basis for determining gain or loss from a 
subsequent disposition of the Liberty bond being its fair market 
value at  the date of the exchange, $50, and of the share of stock, the 
remainder, $60. 

This article does not apply in ascertaining the basis for determin- 
ing gain or loss of property acquired by a corporation by the issu- 
ance of it9 stork or securities as the consideration in whole or in part 
for the transfer of the property to it. 

ART. 598. Property acquired in reorganization after December 31, 
1917,-In the case OC praperty which was acquired nfter December 
81, 1917, by a corporation in connection with a reorganization, if 
immediately after the transfer an interest or control in such prop- 
erty of 80 per cent or more remained in the same persons or in any 
of them, the basis for determining gain or loss from the sale or other 
disposition 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 low recognized to the transferor upon such transfer 
under the law which was applicable to the year in which the transfer 
was made. 

Example: The X Corporation owns property which it purchased 
in 1921 for $lO,OOO. It causes the organization of the Y Corporation, 

(See articles 598 and 599.) 
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transferring the property to the I' Corporation in exchange for its 
capital stock. No gain or loss from :hie transaction is recognized 
under section 112 (b) (4).  The basis for determining the gain or 
low from the subsequent, sale or other disposition of the property is 
$10,000, the basis which the property would have in the hands of the 
X Corporation. 

This article shal! 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 
securitieo of the transfereb as the consideration in whole or in part 
for the transfer. The application of this article to a case where such 
stock or securities are acquired by the issuance of stock or securities 
of thb transferee may be illustrated as follows: 

Eaa*rtple: The Y Corporation owns all of the stock of the X Cor- 
pcration, which stock it acquired in 1928 by the issuance of all of its 
own stock to the individual shareholders of the X Corporation. The 
stock of the X Corporation was acquired by the individuals in 1920 
for $100,000 in cash. Tho stock of the Y Corporation had a fair 
market value of $1,000,000 at the time it was exchanged in 1928 for 
the stock of the X Corporation. -The fair market value of the stock 
of the X Corporation at  the time of the exchange in 1928 was also 
$l,OOO,OOO. The basis for determining the gain or loss to the Y Cor- 
poration froin the subsequent sale or other disposition of the stock 
of the X Corporation in  the basis which such stock would have in 
tho hands of the individuals from whom it .was acquired by the 
Y Corporation, that is, $ItW,WO. 

ART. 599. Property acquired after December 31, 1920, by a oorpora- 
tion.-In the case of property acquired after December 31, 1920, by 
a corporation by the issuance of its dtock or securities in exchange 
for such property, in accordance with the conditions specified in sec- 
tion 112 (b) ( 5 ) ,  tho basis of mch 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 the transfer under the law applicable to the year in which the 
transfer was made. This article also applies to cases in which part 
of t h  consideration for the transfer of property to the corporation 
wa8 property or money in addition to stock or securities, provided 
that the other conditions specified in section 112 (b) (5) are satisfied. 

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 applicuble, because of the fact that an inter- 
est or control of 80 per cent or more does not remain in the same 
persons. If, however, such a transaction falls within the provisiona 
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of this article, the limitations imposed herein upon the basis of such 
property are applicable. 
ART. 600.' Stook or secaritier distributed in reorganization.-In the 

case of stock or securities acquired by a shareholder after December 
81,1923, in connection with a transaction described in section 112 ( g )  
and article 576, the basis in the case of the stock in respect of which 
the distribution was made shall be apportioned between such stock 
and the stock or securities distributed to the shareholder. The basis 
for the old and new shares shall be determined in accordance with the 
following nrlee : 

(1) Where the stock distributed in reorganization is all of sub- 
stantially the mme character or preference as the stock in respect of 
which the distribution is made, the basis of each share will be the 
quotient of the cost or other basis of the old shares of stock divided 
by the total number of the old and new shares. 
(2) Where the stock distributed in reorganization is in whole or 

in part of a character or preference materially different from the 
stock in respect of which the distribution is made, the cost or other 
basis of the old shares of stock shall be divided between such old 
stock and the new stock in proportion, as nearly as may be, to the 
respective values of each class of stock, old and new, a t  the time the 
new shares of dock are distributed, and the basis of each share of 
stock will be the quotient of the cost or other basis of the class with 
which such share belongs, divided by the number of shares in the 
class. 
(3) Where the stock in respect of which a distributioh in reor- 

ganization is made was purchased a t  different timea and a 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 purchaw of such 
etock (sea article 58), and any sale of the stock distributed in reor- 
ganization will be presumed to have been made from the stock 
distributed in  respect of the earliest purchased stock. 

(4) Where the stock in respect of which a distribution in reor- 
ganization is made was purchased at different times and at  different 
prices, and the stock distributed in reorganization can not be identi- 
fied as having been distributed in respect of any particular lot of 
such stock, then any sale of the stock distributed in reorganization 
will be presumed to have been made from the stock distributed in 
respect of the earliest purchased stock. 
ART. 601. Property aoquired by an involuntary oonmrsion.-In the 

case of property acquired after February 28,1913, as the result of an 
involuntary conversion described in section 112 (f) and article 579, 
the basis of the property shall be the same A S  in the case of the prop- 

1 See T. D. 4274, p. 868. 
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erty so converted, decreased in the amount of any money received by 
the taxpayer which was not expended in accordance with the provi- 
sions of law (applicable to the year in which such conversion was 
made) determining the taxable status of the gain or loss upon such 
conversion, and increased in the amount of gain or decreased in the 
amount of loss to the taxpayer recognized upon such conversion under 
the law applicable to the year in which the conversion was made. 

Examph: A vessel purchased by A in 1919 for $100,000 is de- 
stroyed in 1928, and A receives insurance in the amount of $200,000. 
Disregarding the element of depreciation, if A invests $lSO,oaO in 
a new vessel, taxable gain to the extent of $50,000 would be recog- 
nized. I f  the new veasel is subsequently sold, the basis for determin- 
ing gain or loss is $100,000; that is, the cost of the old vessel ($100,- 
000) minus the money received by the taxpayer which was not ex- 
pended in the acquisition of the new vessel ($,50,ooO) plus the amount 
of gain rccognixetl upon the conversion ($50,000). 

ART. O(12. Stock or securities acquired in " wesh sales."-If sub- 
stnntially iclenticd prolwty wns iicqiiirrcl after December 81, 1920, 
i n  placw of stock or secwritiex which wrrn sold or disposed of and in 
respect, of which loss was not allowed as a deduction under section 
118 of this Act, or section 214 (a) ( 5 )  or 284 (a) (4) of the Revenue 
AcL of 1921, the Revenue Act of 1924, or tlie Revenue Act of 1926, the 
basis in the case of the new property shall be the same as the basis 
of the stock or securities SO sold or disposed of, increased in the 
amount of any excesa of the repurchnse price over the sale price, or 
decreased by the amount by which the sale price exceeds the repur- 
chase price, as the case mny be. 

h'xmnpk: A piirchascvl ti share of common stock for $100 in 1922, 
which he sold January 15, 1028, for $80. On February 1, 1928, he 
purchased a share of cwmmon stock in the same corporation for $90. 
No loss from the sale in recognii~d under section 118. The basis for 
detormining gain or loss from tlie salo of the new share is $110; that 
is, the basis of the old share ($100) increased by $10, the amount of 
the difference between the price for which sold ($80) and the 
repurchase price ($90). 

ART. 608. Basis of property acquired during a5l ia t ion.The basis 
for determining gain or loss by a corporation from the sale or other 
disposition of property acquired by it during a period of affiliation 
from a corporation with which it was affiliated shall be the same 
as it would be in the hands of the corporation from which acquired. 
This is true whether the property was sold or disposed of during 
or after the period of affiliation. For the purpose of this article, 
the term " period of affiliation " means the period during which such 
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corporations were affiliated (determined in accordance with the law 
applicable thereto) but does not include any taxable year begin- 
ning on or after January 1, 1922, unless a consolidated return was 
made, nor any taxable year after the taxable year 1928. 

Emmple: The X Corporation, tlie Y Corporation, and the Z Cor- 
poration were affiliated for the taxable year 1920. During that year 
the X Corporation transferred assets to the Y Corporation for 
$120,000 cash, and the Y Corporation in turn transferred the assets 
during the same year to the Z Corporation for $130,000 cash. The 
assets were acquired by the X Corporation in 1916 at  a cost of $lOO,OOO. 
The basis for determining gain or loss from the subsequent sale or 
other disposition of the assets by the 2 Corporation is $lOO,OOO. 

This article shall not apply to assets acquired by a corporation 
during the taxable year 1917 from a corporation with which i t  was 
affiliated during that year. 

ART. 604. Beadjnatment of partnership interestr.-When a partner 
retires from a partnership, or i t  is dissolved, he realizes a gain or loss 
measured by the difference between the price received for his interest 
and the cost to him of his interest in the partnership, including in 
such cost the amount of his share in any undistributed partnership 
net income earned since he became a partner on which the incotne tax 
has been paid. However, if such interest in the partnership was 
acquired prior to March 1, 1913, both the cost as hereinbefore p r e  
vided and the value of such interest as of such date, plus the amount 
of his share in any undistributed partnership net income earned since 
February, 28, 1913, on which the income tax has been paid, shall be 
ascertained, and the gaip derived or the loss sustained shall be com- 
puted 89 provided in article 561. If the partnership distributes its 
asseta in kind and not in cash, the partner realizes no gain or loss 
until he disposes of the property received in liquidation. Whenever 
a new partner is admitted to a partnership, or any existing partner- 
ship is reorganized, the facts as to such change or reorganization 
should be fully set forth in the next return of income, in order that 
the Commissioner may determine whether any gain or loss has been 
realized by any partner. 

SEC. 114. BASIS FOR DEPRECIATION AND DEPLETION. 
(a) Bails for deprec1atlon.-The bash upon which exhaustion. wear 

and tear, and obsolescence nre to be allowed In respect of any p r o p  
erty shall be the same as  Is provided In section 113 for the purpoee 
of determlnlng the gain or loss upon the sale or other dlaposltion of 
mch property. 

(b) Bash for depletlon- 
(1) QBINEBAL m . - T h e  bade upon which depletlon Is to be 

allowed in  respect of any pmperty hal l  be the M” as Is  pro- 
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vlded In section 113 for the purpnm of determining the galn or loss 
upon the sale or  other d h q ~ ~ ~ i t i o n  nf surh property. except a s  
p m l d e d  In pnrngmphs (2) nnd ( 8 )  of this subsection. 

(2) DIROIWERY VALUBI IN CASE or mnlee.-In the cam of mines 
dierovered by the taxpayer after February 28. 1913, the basis for 
depletion shall he the fnir market value of the property n t  the dnte 
of dhrovery or wllhln thirty clnys therwfter, If such minw were 
not acquired a8 the m u l t  of purchase of a proven t ract  or lease, 
and if the falr  market value of the property Is matwinlly disprn- 
pnrtlonate to the cost. The depletlon allowance baded on d l b  
envery value provided in this paragraph shall not exceed 50 per 
centurn of the net Inmme of tho taxpayer (computed with4mt 
allownnre for depletion) fmm the property upnn whkh the d i s  
covery was made, excwpt thnt In no case shall the depletlon allow- 
ance be less than it would be If computed without reference to dis- 
covery value. Dl~coveales shall include minerals In commercial 
quantitlea contained wlthin a veln or.deposit d lmvered  in a n  
exlstlng mine or mlnlng tract by the taxpayer after February ZS. 
191% if the vein or depnRlt thu8 dlmvered wne not merely the 
uninterrupted extenRlon of a cnntlnulng comrnerrlni w i n  or de- 
pnslt already known to exlnt, nnd I f  the dlwovered mlnernls are 
of nufRrient value and qurntlty that they could be separately mlned 
and mnrkntrcl n t  n proflt. 

of oil anti ~ n r  wells ti111 nllowance for depletlon shnll be 271,4 per 
cmtuni of t h e  grim Itirome from the proiierly during the taxable 
year. Auch nl1ownnc.r Rhnli not rxwetl 60 per reritum of the net 
Income of the tnxpnym (computed wlthout allowance for deple- 
tlon) from the propwty, excqk thnt in  no c a p e  shall the depletlon 
allowance be im than It would be if computed wlthout referenm 
to t h h  paragraph. 

(a )  PB”ENTAGm DEP1,Pn’ION FOR OIL AND GAR TV@JI.LS.-In the cam 

ART. 611. Basis for allowanae of depreoiation and depletion.-The basis 
upon which exhaustion, wear and tenr, obsolescence, and depletion 
will be allowed in respect of any property is tho same as is provided 
in section 113 for the piirpose of determining the gain or loss from the 
sale or other disposition of such property, except t!.at : 

(1) I n  the case of mines discovered by the taxpayer after Febru- 
ary 28, 1913, and not acquired as the result o€ purchase of a proven 
tract or lease, the basis for depletion shall be the fair market value 
of the property at  the date of discovery or within 80 days thereafter, 
if thb fair market value is materinlly disproportionate to the cost. 
T h e  depletion allowance based on discovery value shall not exceed 
50 per cent of the net.income of the taxpayor (computed without 
allowance for depletion) from the property upon which the discov- 
ery was made, except that in no case shall the depletion allowance 
be leas than it would be if computed without reference to discovery 
value. 

. 
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(2) With respect to oil and gas wells, the allowance for depletion 
shall be 27y2 per cent of the gross income from the property during 
the taxable year, but such allowance shall not exceed EiO per cent of 
the net income of the taxpayer (computed without allowance for 
depletion) from the property. I n  no case shall the deduction for 
depletion with respect to oil and gas wells be leas than it would 
be if computed without reference to section 114 (b) (3) and this 
paragraph. 
See articles 201-210 for the methods of computing allowances for 

depreciation, and articles 221-257 with reference to the allowance for 
depletion. 

SEC. 115. DISTRIBUTIONS BY CORPORATIONS. 

(a) Dednitlon of dlridend.-The term “dividend” when used in 
this title (except in section 203 ( a )  (4)  and sectlon 208 (c) (l), 
relating to insurance companies) means any distribution made by a 
corpoiatlon to  i ts  shareholders, whethw in money or In other p rop  
erty, out of i ts  earnings or proflts accumulated after Febmary 28, 1913. 

(b) Sonra of dlstribatlon8.-For the purposea of this A d  every distrl- 
butlon Is made out of earnings or profltn to the extent thereof, and from 
the most recently accumulated earnings or proflta Any earnlngs or 
profits accumulated, or lricrease in value of property accrued, before 
Miirch 1, 1918, may be distributed exempt from tax, after the earnlnge 
and profits accumulated after February 28, 1913. have been distrlbuted, 
but any such tax-free distribution shall be applied against and reduce 
the basis of the stock provided in &Ion 113. 

(a) Distributions in  liquidation.-Amounte dlstrlbuted In complete 
Ilquldation of a corporatlon shall be treated as in full pny!nent In 
exchange for the stock, and amounts distributed in partlnl liquidation 
of H corporation shall be treated as In part or full pymen t  in  exchange 
for the stock. The gain oi loss to the distributee resulting from such 
exchange shall be determined under section 111, but shall be recog- 
nlzed only to the extent provided in section 112. In  the case of 
amounts dlstributed in partlal liquidation (other than a dlstrlbutlon 
wlthin the provlslons of Rection 112 ( h )  of stock or securitien in con- 
nectlon with a reorganlzetion) the part of such dlstributlon which is 
properly chargeable to capital account shall not be considered a d i b  
tributlon of earning8 or proflts within the meaning of subsection (b)  
of thls section for the purpose of determining the taxabillty of sub- 
sequent dlstributions by the rorporation. 

(d) Other distributions from capital.-If any dlstrlbutlon (not in 
partial or complete 1iqUldatiOn) made by a corporation to i ts  share- 
holders Is not out of increase In value of property accrued before 
March 1, 1913, and 1s not out of earnings or proflts, then the amount 
of such dlstributlon shall be applled against and reduce the basls of the 
8toc.k provided In Rection 113, and if in exces8 of much basis, such 
excess @hail be taxable In the same manner a s  a gain from the Bale 
or exchange of property. The provisions of this subsection shall also 
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apply to distributions from depletion reserves based on the discovery 
value of mines. 

(e) DIstributionm by personal servioe corporation8.-Any distributlon 
made by a corporation. which was classified a8 a personal e r r i c e  
corporation under the provisions of the Revenue Act cf 1918 or the 
Revenue Act of 1921, out of its earnings or proflts which were tnxahie 
In accordance wlth the nrovl.4onn of Rertion 218 of the Revenue Art 
of 1918 or section 218 of the Revenue Act of 1921, shall be exeuipt 
from tax to the distributees. 

(f) Stock dividends.-A stock dividend shall not be subject to tax. 
(g) Redemption of stock.-If a corporation cancels or redeems its 

stock (whether or not h c h  stock was issued as a stock dividend) nt 
such t h e  and in such manner as to make the distribution and cancella- 
tion or redemption in whole or in part essentially equivalent to the tlis- 
tributlon of R t r rnble  dividend, the amount so distributed in  redemp 
tion or cancellation of the stock. to the extent that  it represents a dis- 
tribution of earnings or prnflts accumulated after February 28, 1913. 
shall be treated 11s a taxable dlvidend. I n  the case of the cancella- 
tion or redemptlon of stock not isRued a8 a stock dlvldend thls sub- 
section shall apply only if the cancellation or reclemptlon is mu& 
after January 1. 1926. 

(h) Deinitlon of partial liquidation.-As u ~ e d  in this section the term 
‘‘ amount8 distributed in partial Iiqlildotiou ” means a distrlbutlon by 
a corporation In complete canceliution or redemption of a part of its 
stock, or y e  of a 8eries of dlslrihutloiis In winplete cancellation or 
redemption of all  or H imrtlon of its stork. 

ART. 621. Dividends.-‘Phe term “ dividends ’’ for the purpose of 
Title I (except when used 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 foreign 
corporation to its shareholders out of its earnings or profits accumu- 
lated since February 28, 1918. Although interest on State bonds and 
certain other obligations is not taxable when received by a corpora- 
tion, upon amalgamation with the other funds of the corporation 
such income loses its identity and when distributed uo shareholders in 
dividends is taxable to the same extent as other dividends. 

A taxable distribution made by a corporation to  its shareholders 
shall be included in the gross income of the distributees when the 
cash or other property is unqualifiedly made subject to their demands. 
(See article 333.) 

ART. 622. Souroe of distribution.-For the purpose of income tax- 
ation every distribution made by a corporation is made out of earn- 
ings or profite to the extent thereof nnd from the most recently accu- 
mulated earnings or profits. 

ART. 623. Distributions out of earnings or proflts accumulated, or in- 
orealle in value of property accrued, prior to March 1, 1913.-Any distri- 
bution by a corporation out of earnings or profits accumulated prior to 
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March 1,1913, or out of increase in value of property accrued prior to 
March 1, 1913 (whether or not realized by sale or other disposicion, 
and, if realized, whether prior to or on or after March 1, Isla),  is 
not a dividend within the meaning of Title I. A corporation can not 
distribute earnings or profits accumulated or increase in value of 
property accrued prior to March 1, 1913, 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 accumu- 
lated by such other corporation prior to March 1, 1913, or out of 
increase in value of i k  property accrued prior to March 1,1913, and 
the “ receiving ” corporation, after having first distributed all of its 
earnings and profits accumulated since February 28,1913, distributes 
to its shareholders the amount r,o remived by i t  from such other cor- 
poration, the distribution by the “receiving” corporation to its 
shareholders is not a dividend within the meaning of Title I and is 
exempt from tax. 

I n  determining whether a dividend is out of earnings or profits 
accumulated since February 28, 1913, or prior to March 1, 1913, due 
consideration must be given to the facts, and mere bookkeeping entriw 
increasing or decreasing surplus will not bo Conclusive. 

A tax-free distribution made by a corporation out of earnings or 
profite accumulated or increase in value of property accrued prior 
to March 1, 1913, shall be applied against the basis of the stock for 
the purpose of determining gain or loss from its subsequent sale. 
“he fact that such distribution is in excess of the cost or other baka 
(provided in section 113 and articles 591-604) of the stock on 
which declared does not render it subject to tax. The provisions of 
this paragraph are also applicable to a distribution by a “ receiving” 
corporation made under the conditions set forth in the first para- 
graph of this article, and to the distribuws in determining gain or 
loss from the subsequent sale or other disposition of stock in the 
“ receiving ” corporation. 

Ezample: A purchased certain shares of stock subsequent to 
February 28,1913, for $lO,OoO. He received in 1928 a distribution of 
$2,000 paid out of earnings and profits of the corporation accumu- 
lated prior to March 1, 1913. This distribution is not subjeet to tax 
if the earnings and profits of the corporation actumulat& after 
February 28, 1913, have been distributed. I f  A subsequently sells 
the stock for $6,000, a deductible loss of $2,000 is sustained. ‘If he 
sells the stock for $9,OOO, he realizes a tnxable gain of $l,oOO. 
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ART. 624. Di&ibntionr other than thore out of inorease in value of 

property eoorned prior to March 1, 1013, or out of earnings or profits,- 
Any distribution (not in partial or complete liquidation) made by 
a corporation to its shareholders otherwise than out of increase in 
d u e  of property accrued prior to March 1, 1913, or earnings or 
profits, shall be taxable to the recipient only if and to the extent 
that such distribution exceeds the basis of his stock as provided in 
section 118 and articles 591-604. Any Wch distribution, however, 
shall be applied against and reduce the mt 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. 

Eraample: A purchased certain stock in 1918 for $lO,OOO. I f  he 
receives in 1928 a distribution thereon of $2,000 paid by the corpora- 
tion otherwim than out of its earnings or profits or the increase in 
value of property accrued prior to March 1, 1913, this distribution 
does not constitute taxable income to A. I f  A subsequently sells the 
stock, the difference between the rimount realized therefor and $8,000 
is taxable gain or deductible loss, as the case may b a  If, however, A 
receives a distribution of $12,000 in 1928, paid by the corporation 
otherwise than out of its earnings or profits or the increase, in value 
of property accrued prior to March 1,1913, A realizea taxable income 
to the extent of $2,000, which at his option may be taxed as a capital 
gain. 

ART. 625. Dirtributionr in liquidation.-Amounts distributed in 
complete liquidation of a corporation are to be treated &B in full 
payment in exchange for the stock, and amounts distributed in par- 
tial liquidation are to be treated as in part or full payment in ex- 
change for the stock so canceled or redeemed. The phrase (( amounts 
distributed in partial liquidation ” means a distribution by a corpo- 
ration in complete cancellation or redemption of a part of its stock, 
or one of a series of distributions in complete cancellation or re- 
demption of all or a portion of its stock. A complete cancellation or 
redemption of a part of the corporate stock may be accomplished, for 
example, by the complete retirement of all the s h a m  of a particular 
preference or series, or by taking up all the old shares of a particular 
preference or series and issuing new shares to replace a portion 
thereof, or by the complete retirement of any part of the stock, 
whether or not pro rata among the shareholders. 

The gain or loss to a shareholder from a distribution in  liquida- 
tion is to be detsrmined, as provided in sectiov 111 and article 561, 
by comparing the amount of the distribution with the cost or other 
basis of the stock provided in section 113 and articles 591404; 

(See section 101 and article 601.) 

Art. 696 
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but the gain or loss will be recognized only to the extent provided in 
section 112 and articles 571-580. Any gain to the shareholder 
may, at his option, be taxed as a capital net gain in the manner 
and subject to the conditions prescribed in section 101 and articles 
501-M)a. In  the case of amounts distributed in partial liquidation. 
other than a distribution in pursuance of a plan of reorganization 
as described in section 112 (h), the part of such distribqtion which is 
properly chargeable to capital account shall not be considered a die 
tribution of earnings or profite within the meaning of section 115 (b) 
for the purpose of determining the taxability of subsequent distribu- 
tions bŷ  the corporatjon. 

for which he paid $1,250 in 1923. 
Emam& ( 1 ) :  A owns 10 shares of stock in the M Corporation 

He receives in 1928 a dividend of 
$1,500 in complete liquidation. A is subject both to the normal tax 
and to the surtax upon his profit of $250 or at  his option, in lieu 
of such taxes, to the tax upon capital net gain. 

Emarnph (8): A owns 10 shares of preferred stock and 10 s h a m  
of common stock in the M Corporation which he purchased in 1918 
for $1,100 and $1,000, respectively. I n  1928 the M Corporation haa 
on hand $225,000 of capital, earnings and profits of $25,000 accumu- 
lated prior to March 1, 1913, and earnings and profits of $125,000 
accumulated after February 28,1913. The preferred stock is retired 
at  $125 per share, $125,000 being used. by the corporation for this 
purpose. A receives $1,250 in exchange for his 10 shares of pre- 
ferred stock and is therefore subject to the normal tax and the surtax 
on $160, or a t  his option, in lieu of such taxes, to the tax upon capital 
net gain. The M Corporation then distributes a cash dividend of 
$25,000 on the common stock; which ‘is subject only to .the surtax. 
Without any further accumulation of earnings and profits, the M 
Corporation thereafter liquidates completely. A receives $2,250 in 
exchange for hid 10 shares of common stock and is therefore subject 
to the normal tax and the surtax on $1,250, or at his option, in lieu 
of such taxes, to the tax upon capital net gain. 

ART. 626. Diskibutions from depletion or depreoiation reserves.-A 
reserve set up out of gross income by a corporation and maintained 
for the purpose of making good any loss of capital assets on account 
of depletion or depreciation is not a part of surplus out of which 
ordinary dividends may be paid. A distribution made from a 
depletion or a depreciation reseme based upom the cost of the prop- 
erty will not be considered as having been paid out of earnings or 
profits, but the amount thereof shall be applied against and reduce 
the cost or other basis of the stock upon which declared for the 
purpose of determining the gain or loss from the subsequent dispwi- 

Art. 626 
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tion of the stock. If such a distribution is in exwas of the basis, the 
excess shall be taxed as a gain from the sale or other disposition of 
property. A distribution made from a depletion reserve based on 
the discovery value of a mine shall be similarly treated (by virtue of 
mction 115 (d)) ,  but a distribution from any other depletion reaerve 
based upon discovery value, to the extent that such reserve repre; 
sents the excess of the discovery value over cost, or March 1, 1918, 
value, is, when received by the shareholders, taxable as an ordinary 
dividend. I n  the case of oil and gas wells the amount by which a 
corporation’s depletion allowance for any taxable year based upon 
the income from the property (see section 114 (b) (3) and articles 241 
and 611) exceeds a depletion allowance computed without reference 
to section 114 (b) (3), constitutes a part of the corporation’s eam- 
ings or profits accumulated after February 28, 1913,” within the 
meaning of section 115, and, upon distribution to shareholders, is 
taxable to them as a dividend. A distribution made from that por- 
tion of a depletion reserve based upon a valuatioh as of March 1, 
1913, which is in excess of the depletion reserve based upon cost, will 
not be considered as having been paid out of earnings or profits, but 
the amount of the distribution shall be applied against and reducn, the 
cost or other bask of the stock upon which declared for the purpose 
of determining the gain or loss from the subsequent disposition of the 
stock. No distribution, however, can be made from such a reserve 
until all the earnings or profits of the corporation have first been 
distributed. 

ART. 627. Dividends paid in property.-Dividends paid in securities 
or other property (other than its own stock) in which the earninge 
of a corporation have been invested, me income to the recipients to 
the amount of the market value of such property when receivable by 
the shareholders. (See, however, section 112 (h) and article 676.) 
Where a corporation declares a dividend payable in stock of another 
corporation, setting aside the stock to be so distributed and notify- 
ing the shareholders of its action, the income arising to the recipients 
of such stock is its market value at  tho time the dividend becomes 
payable. Scrip dividends are subject to tax in 
the year in which the warrants are issued. 

ART. 628. Stook dividends.-The issuanca of its own stock by a 
corporation as a dividend to its shareholders does not result in 
taxable income to such shareholders, but gain may be derived or loss 
sustained by the shareholders from the sale of such stock. The 
amount of gain derived or loss sustained from the sale of such stock, 
or from the sale of the stock in respect of which it is issued, shall 
be determined BS provided in articles 561 and 600. 

SUPPLEMENTAL PROVISIONB 
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ART. 629. Dirtribntion in redemption or aanoellation of &oh taxable 
an a dividend.-If a corporation cancels or redeems its stock (whether 
or not such stock daa issued as a stock dividend) a t  such time and 
in such manner as to make the distribution and cancellation or 
redemption in whole or in part essentially equivalent to the distribu- 
tion of a taxable dividend, the amount so distributed in redemption 
or cancellation of the stock, to the extent that it represents a dis- 
tribution of earnings or profits accumulated after February 28, 1913, 
shall be treated as n taxable dividend. 

The question whether a distribution in connection with a cancel- 
lation or redemption of stock is essentially equivalent to the dis- 
tribution of a taxable dividend depends upon the circumstances of 
each case. A cancellation or redemption by a corporation of a por- 
tion of its stock pro rata among all the shareholders will generally 
be Fonsidered as effecting a distribution essentially equivalent to a 
dividend distribution to the extent of the earnings and profits accumu- 
lated after February 28, 1918. On the other hand, a cancellation 
or redemption by a corporation of all of the stock of a particular 
shareholder, 80 that the shareholder ceases to be interested in the 
affairs of the corporation, does not effect a distribution of a taxable 
dividend. A bona fide distribution in complete cancellation or 
redemption of all of the stock of a corporntion:or one of a series 
of bona fide distributions in complete cancellation or redemption of 
all of the stock of a corporation, is not essentially equivalent to 
the distribution of a taxable dividend. Where a distribution is 
made pursuant to a corporate resolution reciting that the distribu- 
tion is made in liquidation of the corporation, and the corporation 
is completely liquidated and dissolved within one year after the 
distribution, the distribution will not be considered essentially equiva- 
lent to the distribution of a taxable dividend; in all other cases the 
facts and circumstanws should be reported to the Commissioner for 
his determination whether or not the distribution, or any part 
thereof, is essentially equivalent to the distriblltion of a taxable 
dividend. 

SEC. 116. EXCLUSIONS FROM GROSS INCOME. 
I n  addition to the items speclfled in section 22 (b),  the following 

items shall not be inclnded In gross income and shall be exempt from 
taxation under t h l ~  tltle : 

(a) Earned inaome from aouraer without United Stater.-In the cam 
of an Indlvidual citizen of the United States, a bona flde nonresident 
of the United (Jtates for more than SIX months durhig the taxable year, 
amounts recelved from sources wlthout the Unlt& States fi such 
amounb COMtittlte earned income as defined In section 81; but such 
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indlvidual ehall nbt. he allawcd fls a deduction from his graen Income 
any dedudlons prorwrly allocable to or rhargeable ngahst  amonnb 
excluded from grow Inmme undw thlR subsectlon. 

(b) Teachers in Alaska and Hawaii.-In the cas? of an  Individual 
employed by Alnskn or Iliiwaii nr nny polltlcal Rubdivlslon thefmf 
a8 a tencher In riny ctlacational instltution, the compmsatlon - 1 v ~  
a8 such. Thls subwctlon shnll not exempt compensation pald directly 
or indirectly by the Government of the United States. 

( a )  Inaome of foreign governmentn.-The income of forelm govern- 
ment? reccived from investrnenta in the Unlted States in stwks; bonds, 
or other domwtic wurl t les ,  owned by such forelgn gwernments, or 
from l n t e d t  on depostb in banks in the United Btatee of moneys 
belonging to kuch foreign governments, or from any other mum withtn 
the United States. 

(d) Inaome of States, muniaipallties, eta.-Income derlvpd from any 
public unlity or the exerrlse of any eRRential governmental functlon 
and accruing to any State, Territory, or the District of Oolumbla, 
or any poltticnl suhdlvlalon of a State o r  Territory, or Income accruing 
to the Government of any possession of the United States, or any 
polltlcal subdivldon thereof. 

Whenever any State, Territory, or the District of Columbia, or any 
polltlcal subdlvision of a State or Terrltory, prlor to September 8, 
1916, entered in good faithl into a contract wlth any person. the object 
and purpose of whlch I s  to acqulre, construct, operate, or malntain a 

(1) If by the term8 of such contract the tax impoeed by t h b  
title is to be pald out of the proceeds from the operatlon of such 
public utlllty, prior to any dlvldon of mch proceeds between the 
perrron and the State,, Terrltory, polttlcal subdivleir or the Dls- 
trlct of Columhin, and If, hut for the lmposltlon of the tax imposed 
by this tltle, a par t  of such pmc%eds for the taxable year would 
accrue directly to Or for thv u& of RUCh State, Terdtory, politlral 
subdivision, or the Dlntrlct of Colurnbla, then a t ax  upon t h e  net 
Income from the operation of such public utility shall be levied, 
assessed, collected, and pald in the manner and at the rates pre 
scribed in this tltle, but there shall be refunded to wch Btate, Ter- 
ritory, politlcnl subdlvlslon, or the Dlstrlct of Columbia (under 
rules and regulations to be prescribed by the Commissioner wlth 
the approval of the Secretary) an  amount which beam the same 
relatlon to the nmount of the tnx as the amount which (but for 
the Impositlon of the tax impomi by thl8 tltle) would have a m u e d  
directly to or for the use of such State, Territory, political subdi- 
vlslon, or the Dlstrlct of Columbla, henrs to the  amount of the net 
income from the operation of such public utility for such taxable 
yenr. 

(2) If by the terms of surh contract no part of the proceeds from 
the operation of the puhllc utlllty for the taxable year wcvllld. Irre 
spectlve of the tnx Impotled by thls tltle, accime directly to or for 
the use of such State, Territory, political subdlvislon, or the Die 
trlct of Ghimblu, then the tnx upon the net income of such person 
from the operation of such public utility &all be levied, aesessed, 

~ b l i c  utility- 
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rn l lec t9  and pnld In the manner and nt the rate9 prescrlben In thls 
tltle. ,' 

(e) Bridge8 to be aoqntred by State or politloal snbdivi8ion.'-When- 
ever any State or political ~ubdlvlalon thereof, In pursuance of n con- 
tract to whlch I t  IR not a party entered into beforathe enactment of 
this Act, Is to acqulre a bridge 

(1) If by the terms or mch contract the tar Implwd by thls 
tltle Is to be paid out of the proceeds from the ORtmtIon of RUch 
brldge prlor to  any division of such proceeds, and If, but for the 
lmponitlon of the tax impoaed by this tltle, a part of such proceeds 
for the taxable year would accrue directly to or for the use of or 
would be npplled for the beneflt of such State or polltlcal sub- 
dlvlwlon, then a tax upon the net Income from the operatlon of much 
bridge Hhnll he levied, am&, collected. and paid In the m:inner 
and at the rates prescribed in tbln tltle, but there shall be refunded 
to niich State or polltlcal suhdlvlslon (under rules and CeRulntImfJ 
to be p r d b e d  by the Commlssloner with the approvnl of tho Set- 
retnry) un aniount which beam the aame relation to the amovnt of 
the tax as  the amount whlch (but for the I m ~ s l t l o n  of the t a r  
Impoqwl by thls tltle) would have accrued dlrectly to or for the 
use of or would be applled for the benefit of such State or Fmlltlcal 
suhcllvlslon. bears to the amount of the net income from the opera- 
tlon of such brldge for such taxable year. No iwch refund shall be 
made unless the entire amount of the refund 1s to be applled In part 
payment for the acqulsltlon of such brldge. 

(2) If by the t a m s  of such contract no part of the proceeds from 
the operatlon of the brldga for the taxable year would, Irrespective 
of the tax lmpoeed by this title, aCCNe dlredly to or for the use of 
or be applled for the beneflt of such State or polltical nuhlivlslon. 
then the tax upon me net income from the operatlon of surh bridge 
shall be levied, asseaaetl. collected, and pald In the mannm and at  
the rrtee prwribed In thls title. 

China Trade Aot " oorporat1on.-In the caae of 
a pernon, amounts dlstrlhuted as dlvldentls to or for hln benefit by a 
corporation orgaolsd under the China Trade Act, 1922. if, tit the 
time of such dlstrlbutlon. he Is  a resldent of Chlna, and the eqllitahle 
right to the Income of the shares of stock of the corporauon is In good 

( f )  Dividend8 from 

faith veRted in him. 
(g) Shipownerr' proteotion and indemnity arsooiations.-~le rcrelpts 

of shipowners' mutual protection and Intlemnltg IIRWh(lo~is not 
organized fur profit, nnd nu pnrt of the net earnings of whl(*h liiures tn 
the beneflt of any. private nhareholder; qut 8uch cnrporatlonn shall be 
Rubj& as other persons to the tax upon their net Income from Interest, 
dlvidends, and rents. 

Am. 641. Income of foreign governments, ambassadors, and consul8.- 
Th6 exemption of the income of foreign governments applics nlso to 
their political subdivisions. Any income collected by foreign govern- 
ments from investments in the United States in Rtocks, bonds, or other 
domestic securities, which are not actually owned by but are loafied to 
such fomign governments, is subject to tax. 

see 7'. I). 4303, p. 859. 
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Ambassador8 and ministers accredited to the United S t a h  snd 
the members of their households (including mcretariiB8, attach&, and 
servants) who are not citizens of the United States, are exempt from 
the payment of Federal income tax upon their salaries, fees, or 
wages. The income from investments in the United States in bonds 
and stocks and from interest on bank balances received by ambas- 
sadors and ministers accredited to  the United States, who are not 
citizens of the United States, is exempt from tax, but income from 
any business carried on by them in the United States is taxable. 
These provisions w e  also applicable to the wives and minor childmn 
of foreign ambassadors and ministers and the members of their 
households, including secretaries, attach&, and servante. 

All foreign consular officers and employees in foreign consulates 
in the United States who are nationals of the States appointing then 
are exempt from Federal income tax with respect to wages, fees, 
and salaries received by them in compensation for their consular 
services, provided the appointing State grants a similar exemption 
to  citizens of the United States who are American consular officers 
or employees of the American consulates in such State. The income 
received by foreign consular officers and employees of foreign con- 
suiateg from investments in the United States in bonds and stocks 
and frdm interest on bank balances as well as income from any busi- 
ness carried on by them in the United States is subject to Fhderal 
income tax. 

The compensation of citizens of the United States who are officers 
or employees of a foreign government is not exempt from income 
tax. 

ART. 042. Income of Stab.-Income derived from any public util- 
ity or from the exercise of any essential governmental function and 
accruing to any State or Territory of the United States, to any 
political subdivision thereof, or to the District of Columbia, or 
income accruing to the government of any possession of the United 
States, or any political subdivision thereof, is exempt from tax. 
The income of State workmen's compensation insurance funds estab 
lished by State statutes is not taxable. 
ART. 643. Compensation of State ofUcem and employee@.-Compttnsa- 

tion paid to its officers and employees by a State or political subdi- 
vision thereof for services rendered in connection with the exercise 
of an essential governmentd function of the State or political subdi- 
vision, including fees received by notaries public commissioned by 
States, is not taxable. Compensation received for services rendered 
to a State or political subdivision thereof is included in gross income 
u n l m  (a) the person receives such compensation as an officer or 

(But see section 116 (a).) 
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employee of a State or political subdivision, and ( 5 )  the services are 
rendered in connection with the exercise of an essential governmental 
function. The commissions of receivers appointed by State courts 
are subject to tax for 1928 and subsequent taxable years. 

An officer is a person who occupies a position in the service of 
the State or political subdivision, the tenure of which is continuous 
and not temporary and the duties of which are established by law 
or regulations and not by agreement. An employee is one whose 
duties consist in the rendition of prescribed services and not the 
accomplishment of specific objects, and whose services are continu- 
ous, not occasional or temporary. Employees of universities receiv- 
ing salaries paid in part or in whole from funds available under the 
Smith-Lever Act of May 8, 1914, who are officers or employees of a 
State, are not required to return as taxable income the salaries so 
received. This is also true with respect to the Act of August 30, 
1890, relating to colleges for the benefit of agriculture and the 
mechanic arts, and to the Act of March 2, 1887, relating to agricul- 
tural experiment stations in such colleges. As to State contracts, see 
article 56. i 

SEC. 117. NET LOSSES. 

(a) Deilnltlon of “net  1osa.”-As used in thls section the term “net  
1 0 ~ s ”  means the ex ren~  of the deductlonn nllowed by thls tltle over the 
g r O R 6  Income. with the followlng exceptions and llmltatlons : 

( 1 ) NON-BUSINE~S DEDUWIONS.-DedUCtiOnS ot herwise nllowed 
by law not nttributable to the operntlon of n trade or business 
regularly carrled on by the taxpayer Rhall be allowed only to the 
extent of the amount of the grow Income not derlved from such 
trade or business ; 

(2) CAPITAL LORBEB-I~ the case of a taxpayer other than a 
corporatlon, deductions for cnpital lossen otherwirrr nllowed by law 
shall be allowed only to the extent of the cwpitni gnins; 
(3) Dmmori.-The deduction for depletion shnll not exceed 

the amount which would be allowable If computed without refer- 
ence to dIRcovery value, or to percentage depletlon under &Ion 
114 ( b )  (3): 

(4) Drvrmurios.-The deduction provlded for in d o n  23 (p )  of 
amounts recelred an dividends shall not be allowed; 

(5) INTEREBT.-There shall be Included In computing gross in- 
come the amount of interest recelved free from tax under thts tltle, 
decreased by the amount of interest paid or accrued which is not 
allowed as n deduction by sectlon 23 ( h )  : 

lorn for any taxable year a net loas for a prior year shall not be 
allcnved an a deductlou. 

(b) Net loas ar a deduction.-If, for any taxable year, I t  nppeam 
upon the production of evldence satisfactory to the Commissioner that 
any taxpayer has sustained a net loss, the amount thereof shall be al- 

Art. 648 4 117 

(6) NET Lo88 N W  TO PBDDUcBl NBT LosS.-h computing the net 

SUPPLEMENTAL PROVISIONS 193 
lowed as a deduction In computing the net income of the taxpayer for 
the succeeding taxable year (herelnnfter in this &ion called “ eecond 
year”),  and If such net loss is in excess of such net income (com- 
puted wlthout such deduction), the amount of such excess shall be 
allowed as n deductlon In computing the net Income for the next suc- 
ceedlng taxable year (hereinafter In thiR section called ‘‘ thlrd year ”) ; 
the deductlon In all cases to be made under regulntlons prescribed by 
the Commlssloner with the npproral of the Secretary. 

( 0 )  Capital net galn or low in aecond year.- 
(1) CAPITAL NET Lms.-If In the Recond year the  taxpayer 

(other than n c’oqmrntion) sustnlna n cnpltal net loss, the deductton 
allowed by nulmtlon (b )  of this section shall flrst be nn l l ed  as a 
dedurtlon In computing the orcilnnry net Income for such year. If 
the deductlon Is In e x e m  of the ordlnnry net income (computed 
wlthout such drdrictlon) then the amount of much excess shall be 
allowed a s  a deductlou in cnmputlng net Income for t he  third year. 

(2) CAPITAL NEV o.uri.--If in the second year the tnxpeyer 
(other thnn a corporation) has  a capital net  gnln, the deduction 
allowed hy wbsectImi ( b )  of this Rectlon shall flrst be applied as a 
deduction In computlng the ordinary net lncome for such yenr. If 
the d e d u c t h  1s in e x m a  of the ordlnary net income (computed 
without such deductlon) the amount of such excess shall next be 
applled against the capltnl net gaIn for such year, and if In e x c w  
of the rapltal net gain the nmount of thnt excess shall be allowed 
as a deduction in computlng net income for  the third yenr. 

( a )  Capital net gain or 108s in  third year.-If any portlon of u net 
loss Is allowed ns a decluctlon In computing net lncome for the thlrd 
yenr. under the provlslons of either subnertlon (b )  or (c) of thls section 
awl the tnxpayer (other than a cnrpration) has In such yenr a rapltal 
net galn or a capital net IOSS. then the method of allowing such deduc- 
tlon In such thlrd yenr shnll be the same as  provided In subsectfon (c). 

(e) Net loir for 1986 or 1987.--If for the tnxable yenr 19% or 1927 
a taxpayer sustained a net low wlthln the provlslons of the Rerenue 
Act of 1926, the rimount of such net l o s ~  shall be allowed a s  a deduc- 
tion In computing net income for the two succeeding taxnhle Fears to 
the same extent and ln the same manner a s  n net loss sustained for 
one tnxnble year is, under this Act, allowed a s  a deduction for the two 
succeeding taxable yenrs. 

(f) Fiscal year returns.-If a taxpayer mnkes return for II pp11od 
LwglnnIng In one cnlendar year (hereillafter In thIs subsection crilled 
“flrst calendar year”) nnd ending I n  the followlng calendnr gear 
(hereinnfter In this Rubsection cnlied ” second calendar year ”) nnd the 
law appllcable to the second calendar year Is different from the law 
appllcable to the flrst calendnr year. then his net loss for the perIod 
endlng during the second cnlendar yenr shall be the sum of:  (1) the 
~ n m e  proportion of a net loss for the entlre perlod, determined undrr 
the law applicable to the flrst calendar year, which the portion of RUCh 
period falling wlthln such calendar year 1s of the entlre period; tinil 
(2 )  the same proportion of a net loss for the eutlre period. determlned 
under the law applicable to the second cnlendar year, which the portion 
of such perlod faIlIng wlthln such calendar year Is of the entire perlotl. 
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Am. 651. Net ~OIWI, deflnition and oompatation.-The term "net 
loas " as used in section 117 applies .to a net lose during the taxable 
year in a trade or business regularly-carried on by the taxpayer. 
Included therein are losses from the sale or other disposition of real 
e m ,  machinery, and other capital assets used in the conduct of 
such trade or business. See section 101 and article 503 with refer- 
egce to the deduction of capital net losses. I n  order to be entitled to 
claim an allowance for a "net loss" the taxpayer must have suffered 
an actual net loss in a trade or business during the taxable year. The 
amount properly allowed may be neither the loss reflected by the 
return filed for the purpose of the income tax nor the net loss shown 
by the taxpayer's profit and loss account, but is to be computed 
sccording to the Act. 

I n  the case of an individual the '' net 10s~" is the amount by which 
the deductions allowed under Title I, excluding: 

(a) The amount by which the deductions otherwise allowed by 
law but not attributable to the operation of a trade or business 
regularly carried on by the taxpayer exceed the amount of gross 
income not derived from such trade or business; 

( b )  The amount by which the deductions for capital losses other- 
wise allowed by law exceed the capital gains; and 

( 0 )  The amount by which the deduction for depletion exceeds the 
amount which would be allowable if computed without reference to 
discovery value in the case of mines, or without reference to section 
114 (b) (3) in the case of oil and gas well+ 
exceed the sum of the following: 

(1) T h e  gross income of the taxpayer for the taxable year; and 
(2) The amount by which the interest received free from taxation 

under Title I exceeds the amount of interest paid or accrued which is 
not allowed as a deduction by section 23 (b). 

I n  the case of a corporation, the '' net loss" is the amount by which 
the deductions allowed under Title I, excluding: 

( a )  The amount by which the deduction for depletion.exceeds the 
amount which would be allowable if computed without reference to 
discovery value in the case of mines, or without reference to section 
114 (b) (3) in the case of oil and gas wells; and 
(6) The amount received as dividends and allowed as a deduction 

under section 23 ( p) - 
exceed the sum of the following: 

, 

(1) The gross income of the taxpayer for the taxable year; and 
(2) The amount by which the interest received free from tax under 

of Title I excer4i the amount of interest paid or the provisior 

accrued within the taxable year which is not allowed as a deduction 
by section 28 (b). 

ART. 652. Claim for allowance of net lorr.-A taxpayer sustaining 
for any taxable year a net loss as defined in section 117 (a, and 
article 651 may file a claim therefor with his return for the succeed- 
ing taxable year (referred to  in article 653 as the '( second year "). 
The claim shoiild contain a concise statement- setting forth the 
amount of the net loss and all pertinent facts relative thereto, includ- 
ing a schedule showing the computation of the net lok. If the evi- 
dence furnished satisfies the Commissioner that the taxpayer has 
sustained a net loss, the amount of 'such net loss may be allowed as  a 
deduction in computing the net, income of the taxpayer for the suc- 
ceeding taxable year, and if such net loss is in excess of the net 
income (computed without such deduction) for that year, the amount' 
of the excess may be carried over and allowed as a deduction in come 
puting the net income for the next succeeding taxable year (referred 
to in article 653 as the "third year"). It should be noticed, how- 
ever, that a net loss for a preceding year may not be considered in 
computing a net loss for a succeeding year. 

ART. 653. Net loan and capital net gain or oapital net lonl.-If the 
taxpayer (other than a corporstion) sustains in the second year a 
capital net loss, as defined in section 101 (c) (6) and article 503, 
the deduction of a, net loss allowed by section 117 (b) shall first be 
applied as a deduction in computing the ordinary net income €or 
that year. I f  the ordinary net income (computed without such 
deduction) is in excess of th6 net loss, the tax shall be computed 
as provided in section 101 (b) and article 603. ?f the deduction 
is in excess of the ordfnary net income (computed without such 
deduction), the amount of the excess of the net loss shall be 
nllowed as a deduction in computing net income for the third year. 
The capital net loss may not be carried over as a deduction into the 
third year. 

If in tho second year the taxpayer (other than a corporation) has 
a capital net gain, as defined in  section 101 (c) (5) and article 501, 
the deduction of a net loss allowed by section 117 (b) shall first be 
applied as  a deduction in computing the ordinary net income for 
that year. If the ordinary net income (computed without such 
deduction) is in excesq of the net loss, the tax shell be computed as 
provided in section 101 (a) and article 501. I f  the deduction is in 
excess of the ordinary net income (computed without such deduc- 
tion) the amount of the excess shnll next be applied against the 
capital net gain for that year, and, if in 0x0~88 of the capital net 
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gain, the amount of that excess shall be allowed as a deduction in 
computing net income for the third year. 

I f  any portion of a net loss is allowed as a deduction in computing 
net income for the third year, under the provisions of section 117 (b) 
or (c), and the taxpayer (other than a corporation) has in the third 
year a capital net gain or a capital net loss, then the method of 
allowing the deduction in the third year shall be the same as pro- 
vided in section 117 (c) and the two preceding paragraphs of this 
article. 

ART. 654. Net loacler for 1926 and 1927 and for the flsoal year 1928.- 
If a taxpayer sustained a net loss for the taxable year 1926 or 1927 
within the provisions of the Revenue Act of 1926, the amount of the 
net loss shall be allowed as a cleduction in computing net income for 
the two succeeding taxable years to the same extent and in the same 
manner as a net loas sustained for one taxable year is, under section 
117, allowed as a deduction for the two succeeding taxable years. 

Where a taxpayer has a fiscal year beginning in 1927 and ending 
in 1928, his net loss for the period ending during 1928 shall be the 
sum of- 

(1) The same proportion of a net loss for the entire period, 
determined under the Revenue Act of 1926, which the portion of 
the period falling within 1927 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 1928 which the portion of the period 
falling within 1928 is of the entire period. 

ART. 655. Illustration of oompatation of net loss.-The method of 
computation of net losses as outlined in articles 651-653 may be 
illustrated as follows : 

A, an individual, conducting a trade or a business, finds the 
following facts relating to 1928 : 

(a )  His deductions as computed under Title I amount to $l00,OOO. 
(b) Included in the deductions is an item of $10,000 for loss by 

fire of property occupied by him as a residence and not used in con- 
nection with his trade or business. 

( c )  Other deductions otherwise allowed under Title I on account of 
transactions entered into for profit outside of his trade or business 
amount to $3,OOO. 

( d )  His taxable gains from transactions entered into for profit 
and not connected with his trade or business are $5,000. 

(e) Donations to the Red Cross amounting to $1,000 are included 
among the deductions. 

( f )  Depletion is claimed ,in the amount of $2,000, of which $500 
is based upon the value of the mineral in the mine as of March 1, 
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1913, and $1,600 is attributable to increase in valuation on account 
of discovery subsequent to February 28, 1913. 
(9) His entire gross income as computed under Title I is $5O,OOO. 
(h) Interest received from municipal bonds exempted from taxa- 

tion by section 22 (b) (4) amounted to $lO,OOO. 
(i) Interest was paid upon money borrowed to carry municipal 

bonds in the amount of $8,000, which amount is not deductible under 
section 23 (b) : 
Total deductlons (a)-,------------------------ _-_-_-_-____________ $100, OOO 
Deduct : 

SUPPLEMENTAL PRQVIBIONS 

Loss by flre (b)__-__----_------------_------_-_-______ 814 OOo 
8, OOO Other deductions ('o)_---__---------_-----__-__-_---_-_ 

Total deductions outslde bus;ness . . . . . . . . . . . . . . . . . . . . .  13, OOO 
LPRS: Gain outnide bunineRs ( d )  -______________________ 6, OOO 

Hlxcese of deductions not sustained In trade or business 
over tnxable galns or profltn not derived from such 
trade or buslnms -_________________________________ 

Depletlon on bods of value after discovery ( f )  _ _ _ _  $2, OOO 
Less: Portion based on vniues as of Mar. 1, 1913__ WO 

Portion of depletion representlng the excese of 
depletion based upon discovew value over de- 
pletion based upon cost or value as of Mar. 1, 

8, OOO 
Donations (e) _________________________________________ 1, ooo 

1913_,-__-_,___-_-____-_-________-___-___________ 1,600 

Total expenses directly attributable to the con- 
duct of the trade or business _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  eS, 600 

Gross income (~)__-__-__--____-____-_-___-____-_________-- w OOo 
Add : Nontaxable interest received ( h )  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  10, OOO 
Less: Interest paid on money borrowed to carry mu- 

nicipal bonds ( I )  _______________--_____-_____-__-_ 8, OOO 

52. OOO 
2, OOo 

Statutory net loss __---_ - -__--__--___-----____-----__ - ----___ 87,500 

If A has an ordinary net income in 1929 of $25,000 and sustains a 
capital net loss of $10,000, he will pay no tax for 1929, since he had 
a net loss in 1928 of $37,500, and will carry over $12,500 as a dednc- 
tion in computing net income in 1930. If A for 1930 has ordinary 
net income of $lO,OOO and a capital net gain of $lOO,OOO, he may, a t  
his option, pay a tax of 12% per cent upon $97,500 under the 
provisions of section 101 (a) and article 501. 

SEC. 118. LOSS ON SALE OF STOCK OR SECURITIES. 
In the case of any loss claimed to have been sustained in any sale 

or other disposition of shares of stock or securities where it appear8 
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that wlthln thlrty days before or after the date of such sale or other 
dlspositlon the taxpayer has acquired (otherwlse than by bequest or 
inheritance) or has entered Into a contFct or option to acquire sub- 
atantlally Identical property. and the property 80 acqulred Is held by 
the taxpayer for any perlod after such Bale or other dlspoaition, no 
deductlon for the loss shall be allowed under section 23 (e)  (2) of 
this title; nor &ail such deductlon be allowed under sectlon 25 ( f )  
unless the claim Is made by a corporatlon, a dealer lu stocks or eecurl- 
ties. and wlth respect to a transaction made In the ordlnary course of 
Its buslnesa If such acquieitlon or the contract or option to acqulre 
is to the extent of part only of substantlally Identical property, then 
only a proportionate part of the loss shall be disallowed. 

ART. 661. Lorsea in oonneotion with mls and reparohem of neouritie8,- 
A taxpayer, other than one in the trade or business of buying and 
selling securities, can not deduct any loss claimed to have been BUS- 

tained from the sale or other disposition of stock or securities, if 
within 30 days before or after the date of such sale or other disposi- 
tlon he has acquired (otherwise than by bequest or inheritance),or has 
entered into a contract or option to acquire, substantially identical 
property, and the property so acquired is held by the taxpayer for any 
period after such sale or other disposition. I f  such acquisition or the 
contract or option to acquire is to the extent of part only of substan- 
tially identical property, only a proportionate part of the loss shall 
be disallowed. See article 602 for the basis for determining gain or 
loss from the subsequent sale or other disposition of such securities. 
"his provision is designed to prevent a taxpayer who owns securities, 
other than one in the trade or business of buying and selling securi- 
ties, from claiming as a deduction in ckmputing net income the 
so-called " low " sustained from a sale of securities which is immedi- 
ately followed or immediately preceded by a purchase of substan- 
tially identical securities. Gain or loss, however, is realized in the 
case of the L '~hor t  sale." Under this article a taxpayer owning a 
hundred shares of stock in  the X Corporation, who purchases anothe; 
hundred shares of stock in the X Corporation and within 30 days 
thereafter sells the first purchased stock of the X Corporation, can 
not deduct in computing net income any loss claimed to have been 
sustained from the transaction; if he sells the entire 200 shares of 
stock, a gain or loss from both transactions is realized at  that time; 
and if he sells the stock of the X Corporation included within the 
second purchase a gain or loss is realized thereby. 

SEC. 119. INCOME FROM SOURCES WITHIN .UNITED STATES. 

(a) Oroii Income from iourcei in Unlted 8tatei.-Tbe following Items 
of grow Idcome shall be treated as Income from sources wlthln the 
United Eltates: 

Art. 661 # 119 

(1) la~tmxs~.-Intereet on bonds, notes, or other intemt-bearing 

( A )  Interest  on deposit8 wlth persons carrying on the bank- 
Ing b d n e e s  patd to pemons not engaged in bmlness within the 
United States and not having an oface or place of bnainesa 
thereln, or 
(B) Interest received from a mldent  allen lndivldual, a 

reeldent foreign corporatlon, or a domestic corporation, when 
it is shown to the satisfaction of the Commlssloner that less 
than 20 per centum of the groan income of such resident payor 
or domestlc corporation has been derlved from sources wlthin 
the Unlted States, a s  determlned under the provisions of thls 
sectlon, for the three-year perlod ending with the cloee of the 
taxable year of such payor preceding the payment of such 
interest, or for such part of such period as  may be appllcable, or 

(C) income derived by a foreign central bank of iewe from 
bankers' acceptances ; 

(2) DIvIDWW.--The amount recelved as d J v 1 d - b  
( A )  from a domestic corporation other than a corporation 

entitled tb the beneflts of sectlon 251, and other than a mrpora- 
tlon lees than 20 per centum of whose grow income Is 
shown to the satlsfactlon of the Commimioner to have been 
derived from snurCes withln the Unlted States, as determlned 
under the provldons of thla Isctlon, for the threeyear period 
endlng wlth the cloae of the taxable year of such CWpMatlon 
preceding the declaration of such dlvideuds (or for such part 
of such period as the corporation has been in exl&nce), or 
(B) from a forelgn corporation unless lese than 60 per 

centom of the groea income of such foreign corporation for the 
threeyear period endlng with the close of its taxable year 
paeceding the declnratlon of such dlvldends (OT foe such part 
of such pedod a s  the corpnratlon has beem in exlstence) was 
derlved from sourc! wlthln the Unlted States a s  determined 
under the provlslons of thls section; 

(3) P ~ O N A L  ssrrvrcsR-Compensation for labor or p e m a l  
servlcen w o r m e d  In the Unlted Statee; 

(4) MTALS AND r o ~ ~ ~ ~ m . - R e n t a l s  or royalties from prop 
erty located in the Unlted Statm or from any interest in such 
property, lnrludlng reutals or royalties for the use of or for the 
pdvllege of using In the United A h t e a ,  patents, copydghtq mret 
processes and fomuln& good wlll, trademarks. trade brands, fmn- 
chlses, and other llke propf-rty; nnd 

(6) Sum OF REAL P P D P ~ T Y . - - - ~ I I ~ ~ S .  proflts, and income from the 
sale of real property located in the Unlted States. 

(b) Net income from source8 in United Stater.-From the iteme of 
gross lncome speclflctl In subsection (n) of tlils section there shall be 
deducted the expenses, IORRCS, and other deductlonR properly iippor- 
tloned or allocated thereto and a rntable part of any expenses, losnes. 
or other deductlons whlch can not dcflnltely be nllocated to some item 
or class of gross Income. The remalntlc~r, If any, Rhiill be included in 
full as net Income from sources within the Unlted Statea 

obllgatlone of residents, carporate or otherwise, not induding- 
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( 0 )  Ororr income from sonroer without United Stater.-The followlng 
famn of gross income shall be treated a.n income from sourceo without 
the United States: 

(1) Inter& other than that derived from m u m  wlthln the 
Unlted States as provlded in subsectlon (a )  (1) of this section; 

(2) Dlvldmde other than those derived from sources wlthln the 
United States as provlded In eubnectlon ( a )  (2) of thls sectlnn : 

( 8 )  Compenaatlon for labor or personal m i m e  performed wlth- 
out the United States; 

(4) Rentals or royalties from property located without the 
United States or from any interest In such property, includlng 
rentals or royaltlea for the use of or for the privflege of using 
without the Unlted States, patents, copyrights, secret promsee 
and formulae, good will, trademarla, trade brands, frnnchlrres, 
and other llke propertles; and 
(6) Oalns, proflts, and income from the sale of real property 

located without the United States. 
(a) l e t  inoome from iouroei without United State#.-From the items 

of groan Income specltled In subsectlon (c) of thls section there shall be 
deducted the expensee, loeaea, and other deductlons properly apportioned 
or allocated thereto, and a ratable part of any expenses, loseee, or other 
deductlons which can not definitely be allocated to  mme item or class of 
grons income. The remalnder, if any. shall be treated in full as net 
income from source8 wlthout the United States. 

(e) Inoome from ronroer partly within and partly wIthout United 
Statel.-Items of grow Income, expensea, losses and deductlons, other 
than those specifled in subsections ( a )  and (c)  of thls eectlon, shnll 
be allocated or ngportloned to s o u r m  within or wlthout the Unlted 
States, under rules and regulations prescribed by the Commlssloner 
with the approval of the Secretary. Where items of grose income are 
SepRrately allocated to sources within the Unlted States, there shall 
be deducted (for the purpoee of computing the net Income therefrom) 
the expenses, losees and other deductions properly apportioned or 
allocated thereto and a ratable part of other expenses, losses or other 
deductions which can not deflnltely be allocated to some item or clnw 
of grow income. The remalnder, if any, shall be included in full a s  net 
income from murces within the United States. I n  the case of gross 
income dcrived from 80urces partly wlthln and partly without the 
United States, the net Income may first be computed by deducting the 
expenses, lcmea or other deductlons apportloned or allocated thereto 
and n ratable part of any expenses, lossee or other deductlons which 
can not doflnitely be allocated to some Items or class of gross lncome; 
and the portlon of such net income attributable to sources within the 
UnIted Starea may be determlned by procemiee or formulas of general 
apportlonment prescribed by the Commlssloner with the npproval of the 
Secretary. Oalns, proflte and lncome from- 

(1) transportatlon or other services rendered partly wlthln and 
partly without the Unlted Statee, or 

(2) from the sale of personal property produced (in whole or in 
part) by the taxpayer within and s d d  without the United States, 
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or produced (ln whole or In part) by the taxpayer wlthout ana 
d d  within the Unlted Btaten, 

&all be treated as derlvc-d partly from sources wlthin nnd partly from 
murces wlthout the U n i t 4  Stntes. Qalns, proflte and income derived 
hnm the purchase of persnnnl property wlthln and its aale wlthnut 
the Unlted Staten or from the purchaw of personal property without 
and It8 Rale wlthln the IJnlted States, slinll be treiited a8 derived entirely 
from  source^ within the country In whlch sold, except that  galns. 
profits and income derived from the purchase of personal property 
wlthln the United States and i ts  sale wlthln a posseasion of the 
United Statee or from the purchase of personal property wlthln a 
possesS(0n of the Unlted Statm nnd its sale within the Unlted States 
shall be treated as derlved partly from murces wlthln and partly from 
Bources wlthout the Unlted States. 

(f)  Dednition8.-As used In thls sectlon the words ' I  sale '' or "sold " 
Include " exchange " or " exchanged " : and the word I' produced " 
includes " created," " fabrlcnted," " munufactured." '' extracted," '' pro& 
eased," "cured," or "aged." 

ART. 671. Income from aouroer within the United Stater.--Nonresi- 
dent alien individuals, foreign corporations, and citizens of the 
United States or domestic corporations entitled to the benefits of 
section 251 are taxable only upon income from sources within the 
United States. Citizens of the United States and domestic corpora- 
tions entitled to  the benefits of section 251 are, however, taxable upon 
income received within the IJnited States, whether derived from 
Bources within or without the United States. (See sections 212 (a), 
231 (a), and 251.) 

The Act divides the income of such taxpayers into three classes: 
(1) Income which is derived in full from sources within the 

United States; 
(2) Income which is derived in full from sources without the 

United States; and 
(3) Income which is derived partly from source within and partly 

from sources without the United States. 
The taxable income from sources within the United States includes 

that derived in full froin sources within the United States and that 
portion of the income which is derived partly from sources within 
and partly from sources without the United States which is allocated 
or apportioned to sources within the United States. 
ART. 672. Intereat.-There shall be included in the gross income 

from source within the United States, of nonresident alien indi- 
viduals, foreign corporations, and citizens of the United States or 
domestic corporations which are entitled to the benefits of section 
251, all interast received or accrued, as the case may be, on bonds, 

Art. 672 
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notes, or other intereat-bearing obligations of residents of the United 
States, whether corporate or otherwise, except: 
(a) Interest paid on deposits with persons, including individuals, 

partnerships, or corporations, carrying on the banking businem, to 
persons (nonresident alien individuals, foreign corporations, and 
citizens of the United States or domestic corporations sentitled to 
the benefita of section 251) not engaged in business within the 
United States, and not having an office or place of businesa therein; 

(5) Interest received from a resident alien individual, a resident 
foreign corporation, or a domestic corporation, when i t  is shown to 
the satisfaction of the Commissioner that less than u) per cant of the 
grose income of such resident payor or domestic corporation has been 
derived from sources within the United States (as determined under 
the provisions of section 119 and articles 671-684) for the threeyear 
period endingawith the close of the taxable year of the payor which 
precedes the payment of such interest, or for such part of that period 
as may be applicable ; and 

( c )  Income derived by a foreign central bank of issue from 
bankers' acceptances A foreign central bank of issue means a bank 
which is by law or government sanction the principal authority 
(other than the government itself) issuing instrumenta intended to 
circulate as currency. Such banks are generally the custodians of 
the banking reserves of their countries. 

Any taxpayer who excludes from gross income from sources within 
the United States income of the type sp i f i ed  in paragraph (a), 
(b), or (c) shall file with his return a statement setting forth the 
amount of such income and such information as may be necessary to 
show that the income is of the type specified in those paragraphs. 

As to the inclusion in gross income of items received in the United 
States even though representing income from aourcea 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 1182. 

ART. 678. Dividends.-Gross income from sources within the United 
States includes a11 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 less 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 St.ates, 
as determined under the provisions of section 119, for the three-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 
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(b)  From a foreign corporation unless less than 50 per cent of its 
gross income for the three-year period ending with the close of ite 
taxable year preceding the declaration of such dividends, or for such 
part of such period as it has been in existence, was derived from 
sourcat within the United States. 

Dividends will be treated as income from sources within the United 
States unless the taxpayer submits sufficient data to establish to the 
satisfaction of the Commissioner that they should be excluded from 
gross income under (a) or ( 6 )  of this article. (See also section 
116 (f).) 

Am. 674. Compensation for labor or personal aerviaes.4ross income 
from sources within the lJnited States includes compensation for 
labor or personal services performed 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 payment. When a specific 
amount is paid for labor or personal services performed in the United 
States, such amount shall be included in the gross incoma 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 United States, the amount to be included in the gross income 
shall be determined by an apportionment on the time basis, i. e., there 
shall be included in the gross income an amount which bears the same 
relation to the total compensation as  the number of days of perform- 
ance of the labor or services within the United States bears to the 
total number of days of performance of labor or services for which 
the payment is made. Wages received for services rendered inside 
the territorial limits of the United States are to be regarded as from 
aourcw within the United States. The wages of an alien seaman 
earned on a coastwise vessel are from sources within the United 
Statee. 
ART. 675. Rentals and royaltier.-Gross income from sources within 

the United States includes rentals or royalties from property located 
within the United States or from any interest in such property, 
including rentals or royalties for the use of or the privilege of using 
in the United States, patcnts, copyrights, secret processes and for- 
mulas, good will, trade-marks, trade brands, franchises, and other 
like property. The income arising from the rental of property, 
whether tangible or intangible, located within the 1'nited States, or 
from the use of property, whether tangible or intangible, within the 
United States, is from sources within the United States. 
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ART. 676. W e  of real property.-Groas income from sources within 
the United States includes-gain, computed under the provisions of 
sections 111-113, derived from the sale or other disposition of real 
property located in the United States. For the treatment of capital 
net gains and capital net losses, see section 101 and articles 801-503. 

ART: 677. Income from iouraea without the United Stater.Clrom 
income from sources without the United States includes: 

(1) Interest other than that specified in section 119 (a) (1) and 
article 672, as being derived from sources within the United States; . 

(2) Dividends other than those derived from sources within the 
United States as provided in section 119 (a) (2) and article 673; 
(3) Compensation for labor or personal services performed with- 

out the United States (for the treatment of compensation for labor 
or personal services performed partly within the United States and 
partly without the United States, see article 674) ; 

(4) Rentals or royalties derived from property without the United 
States or from any interest in such property, including rentals or 
royalties for the use of or for the privilege of using without the 
United States, patents, copyrights, secret processes and formulas, 
good will, trade-marks, trade brands, franchises, and other like 
property (see article 675) ; and 

(5) Gain derived from the sale of real property located without 
the United States (see sections 111-113). 

ART. 678. Sale of personal property.-Income derived from the pur- 
chase and sale of personal property shall be treated as  derived 
entirely from the country in which sold, except that income derived 
from the purchase of personal property within the United States 
and its sale within a possession of the United States or from the 
purchase of personal property within a possession of the United 
States and its sale within the United States shall be treated as derived 
pertly from sources within and partly from sources without the 
United States. The word ‘( sold ” includes “exchanged.” The 

country in which sold ” ordinarily means the place where the prop- 
erty is marketed. This article does not apply to income from the sale 
of personal property produced (in whole or in part) by the taxpayer 
within and sold without the United States or produced (in whole or 
in part) by the taxpayer without and sold within the United States. 
(See article 082.) 

ART. 679. Deduction8 in general.-The deductions provided for in 
Title I. shall be allowed to  nonresident nlien individuals, foreign cor- 
porations, nnd to citizens of the United States and domestic corpora 
tions entitled to the benefits of section 251, only if and to the extent 
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provided in sections 213, 215, 232, 233, and 251 and articles 68Cr684, 
1051,1071,1111, and 1133. 

ART. 680. Apportionment of deductions.-From the items specified in 
articles 671-670 as being derived specifically from sources within 
tho United Stdes there shall be deducted the expenses, l~sses, and 
oLher deductions properly apportioned or allocated thereto and a 
ratable part of any other expenses, losses, or deductions which can 
not definitely be allocated to some item or class of g r o ~  income. 
The remainder shall be included in full as net income from sour- 
within the United States. The ratable part is based upon the ratio of 
gross income from sources within the United States to the total 
gross income. 

ExampZe: A nonresident alien individual derived gross income 
from all sources for 1928 of $180,000. There was included therein: 
Interest on bonds of n clomestlc corporntlnn _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  $9,OOO 
Dividend8 on Rtwk oC a domwtlc corporation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  4, OOO 
Royalty !or the use of pntente within the Ihlted Stntes _________: _ _ _ _ _ _  12. OOO 
Gala from sale nf real property located wlthln the Unlted Stater----,-- 11, OOO 

Total---__--_------_----------___-_-__--------------~------_ 86, OOO 

- that is, one-fifth of the total gross income was from sourros within 
the United States. Tho rc*mninclrr of the gross income wns from 
sources without the IJnitetl States, determined under article 677. 

The expenses of the taxpayer for the year amounted to $78,000. 
Of these expenses the nmount of 88,000 is properly allocated to  
income from sources within the United States and the amount of 
$40.000 is properly allocated to income from sources without the 
United States. 

The remainder of the expenses, $30,000, can not be definitely 
allocated to any class of income. A ratable part thereof, based 
upon the relation of gross income from sources within the United 
States to the total gross income, shall be deducted in computing net 
income from sources within the United States. Thus, there is de- 
ducted from the $SS,OOO of gross income from source8 within the 
United States, expenses amounting to $14,000 (representing $8,000 
properly apportioned to the income from sources within the United 
States and $6,000, a ratable part (one-fifth) of the expenses which 
could not be allocated to any item or class of gross income). The 
remainder, $22,000, is the net income from ~ources within the United 
States. 

ART. 681. Other income from sources within the United States.-Item 
of gross income other than those specified in section 119 (a) and 
(c) and articles 672-678 shall be allocated or apportioned to sources 
within or without the United States, as provided in section 119 (e). 

Art. 681 8 119 
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The income derived from the ownership or operation of any farm, 
mine, oil or gas well, other natural deposit, or timber, located within 
the United States, and from the sale by the producer of the products 
thereof within or without the United States, shall ordinarily be in- 
cluded in p m  income from ~0ux-c- within the United States. I f ,  
however, i t  is shown to the satisfaction of the Commissioner that due 
to the peculiar conditions of production and sale in a specific case or 
for other reasons a11 of such gross income should not be allocated to 
Bources within the United States, an apportionment thereof to 
sources within the United States and to sources without the IJnited 
States shall be made as provided in article 682. 

Where items of p s s  income are separately allocated to sources 
within the United States, there shall be deducted therefrom, in com- 
puting net income, the expenses, losses, and other deductions prop- 
erly apportioned or allocated thereto and a ratable part of other 
expenses, losses, or other deductions which can not definitely be 
allocated to Bome item or class of gross income. 

ART. 682. Income from the ode of perronal property derived from 
oourcer partly within and partly without the United Stater.-Items of 
gross income not allocated by articles 671-678 or 681 to sources with- 
in or without the United States shall (unless unmistakably from a 
source within or a source without the United States) be treated as 
derived from sources partly within and partly without the United 
States. Such income derived from the sale of personal property may 
be divided into two c l m :  (A) income derived from sourma partly 
within the United States and partly within a foreign country, 
and (B) income derived from sources partly within the United States 
and partly within a possession of the United States. 

A. The portion of such income derived from sources partly within 
the United States ahd partly within a foreign country which is at- 
tributable to sources within the United States shall be determined 
according to the following rules and cases : 

Psraonal property prodwed and soZd.-GroKq income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpnyer within the TJnited Stntes and sold within a foreign country, 
or produced (in whole or in pnrt) by the tnrpayer within a foreign 
counlry and sold within tlie United Stntes shnll be trented as de- 
rived partly from s o ~ i r ~ v s  within the IJnited Statcs and partly from 
SOIJI’CCS within n foi-aign couiitry iinder one of tho cases nnmetl below. 
As used herein tho word “ produced ” includes created, fabricated, 
manuf:ictured, c!xtructcd, processed, cured, or aged 

Cnse 1 A. Where the mnnufiictiirer or producer regularly sells 
part of his oritput to wliolly independent distributors or other sellin’g 
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conmrni in such a way as to establish fairly an independent factory 
or production p r i c m r  shows to the satisfaction of the Commissioner 
that such an independent factory or production price has been other- 
wise established-unaffected by considerations of tax liability, and 
the selling or distributiilg branch or department of the business is 
located in a different country from that in which the factory is 
located or the production carried on, the net income attributable to 
sources within the United States shall be computed by an accounting 
which treats the products as sold by the factory or productive de- 
partment of the business to the distributing or selling, department 
a t  the independent factory price 80 established. I n  all such c a w  
the bepis of the accounting shall be fully explained in a statement 
attached to the return. 

Case 2A. Where an independent factory or production price han 
not been established as provided under case 1 A, the net income Rhall 
first be computed by deducting from the gross income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a foreign country 
or produced (in whole or in part) by the taxpayer within a foreign 
country and sold within the United States, the expenees, losses, or 
other deductions properly apportioned or allocated thereto and B 
ratable part of any expenses, losses, or other deductions which can 
not definitely be allocated to some item or class of gross income. Of 
the amount of net income so determined, one-half shall be appor- 
tioned in accordance with the value of the taxpayer’s property within 
the United States and within the foreign country, the portion at- 
tributable to sources within the United States being determined by 
multiplying such one-half by a fraction the numerator of which con- 
si& of the value of the taxpayer’s property within the United Stab, 
and the denominator of which consists of the value of the taxpayer’s 
property both within the 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 within the Unitsd 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 period 
within the United States, and the denominator of which consists of 
the taxpayer’s gross sales for the taxable year or period both within 
the United States and within the foreign country. The “gross sales 
of the taxpayer within the United States” means the gross sales 
made during the taxable year which were principally secured, nego- 
tiated, or effected by employees, agents, offices, or branches of the 
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taxpayer’s business resident or located in the United States. !She 
term “gross =lea” aa used in this paragraph refers only to the 
sales of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a foreign country 
or produced (in whole or in part) by the taxpayer within a foreign 
country and sold within the United States, and the term LL property ” 
includes only the property held or used to produce income which is 
derived from such sales. Such property should be taken at its actual 
value, which in the case of property valued or appraised for pur- 
poses of inventory, depreciation, depletion, or other purposes of 
taxation shall be the highest amount a t  which so valued or ap- 
praised, and which in other cases shall be deemed to be its book 
value in the absence of affirmative evidence showing such value to be 
greater or less than the actual value. The average value during the 
taxable year er period shall be employed. The average value of 
property as above preccribed a t  the beginning and end of the taxable 
year or period ordinarily may be used, unless by reason of material 
changes during the taxable year or period such average does not 
fairly represent the average for such year or period, in which event 
the average shall be determined upon a monthly or daily basis. Bills 
and accounts receivable shall (unless satisfactory reason for a differ- 
ent treatment is shown) be assigned or allocated to the United States 
when the debtor resides in the United States, unleaa the taxpayer 
has no office, branch, or agent in the United States. 

Csse 3 A. Application for permission to base the return upon the 
taxpayer’s books of account will be considered by tho Commissioner 
in the case of any taxpayer who, in good faith and unaffected by 
considerations of tax liability, regularly employs in his books of 
account a detailed allocation of receipts and expenditures which 
reflects more clearly than the processes or formulas herein prescribed, 
the income derived from sources within the United States. 

B. The portion of such income derived from sources partly within 
the United States and partly within a possessioa of the United States 
which is attributable to sources within the United States shall be 
determined according to the following rules and cases : 

Per80na.l property p d u &  and 8old.-Gross income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a possession of 
the United States, or produced (in whole or in part) by the taxpayer 
within’s possession of the United States and sold within the United 
States shall be treated as derived partly from sources within the 
United States and partly from sources within a possession of the 
United States under one of the cases named below. As used herein 
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the word LL produced ” includes created, fabricated, manufactured, 
extracted, processed, cured, or aged. 

Case 1 B. Same as  case 1 A. 
Case 2 B. Where an independent factory or production price haa 

not been established as provided under case 1 A, the net income shall 
first be computed by deducting from the gross income derived from 
the sale of personal property produced (in whole or in part) by the 
taxpayer within the United States and sold within a possession of 
the IJnited States, or produced (in whole or in part) by the taxpayer 
within a possession of the United States and sold within the United 
States, the expenses, losscs, or other doductions properly apportioned 
or allocated thereto ant1 a ratable part of any expenses, losses, or 
other deductions whivh can not definitely be allocated to some iteiii 
or class of gross income. Of the amount of net income so determined, 
one-half sliltll bo apportioiied in accordance with the value of the tax- 
payer’s property within the IJnited States and within the possession 
of the United States, the portion attributable to sources within the 
United States being determinod by multiplying such one-half by a 
fraction the numerator of which consists of the value of the tax- 
payer’s property within the IJnited States, and the denominator of 
which consists of the value of the taxpayer’s property both within 
the United States and within the possession of the United States. 
The remaining one-half of such net income shall be apportioned in 
avcordance with the total b~isinoss of the taxpayer within the United 
States and within the powwsion of the United States, the portion 
attributable to sources within the United States being determined 
by multiplying such one-half by a fraction the numerator of which 
consists of the amount of the taxpayer’s business for the taxable 
year or period within the United States, and the denominator of 
which consists of the aiiiount of the taxpayer’s business for the tax- 
able year or period both within the IJnited States and within the 
possossion of the United States. The bL business of the taxpayer ” 
as that term is used in this paragraph shall be measured by the 
amounts which the taxpayer paid out during the taxable year or 
period for wages, salaries, and other compensation of employees 
and for the purchase of goods, materials, and supplies consumed in 
the regular course of business, plus the amounts received during the 
taxable year or period from groSs)sales, such expenses, purchases, 
and gross sales being limited to those attributable to the production 
(in whole or in part) of personal property within the United States 
and its sale within a possession of the United States or to the pro- 
duction (in whole or in part) of personal property within a posses- 
sion of the United States and its sale within the United States. 

Art. 688 0 119 
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The term “property” aa used in this paragraph includes only the 
property held or used to produce income which is derived from such 
Sales. 

Case 8 B. Same as case 8 A. 
Pert?ona4.? property purohed eold.--(;)ross income derived 

from the purchase of personal property within the United States 
and its sale within a possession of the United States and from the 
purchase of personal property within a possession of the United 
States and its sale within the United States shall be treated 
derived partly from murces within the United States and partly from 
sources within a possession of the United States under one of the 
following mes: 

Case I B .  The net income shall first be computed by deducting 
from such gross inwme the expenses, losses, and other deductions 
properly apportioned or allocated thereto and a ratable part of any 
expenses, lossea, or other deductions which can not definitely be allo- 
cated to some item or class of gross income. The amount of net 
income so determined shall be apportioned in accordance with the 
total business of the taxpayer within the United States and within 
the possession of the United States, the portion attributable to 
sources within the United States being that percentage of such net 
income which the amount of the taxpayer’s businem for the taxable 
year or period within the United States bears to the amount of the 
taxpayer’s business for the taxable year or period both within the 
United States and within the possession of the United States. The 
“business of the taxpayer” as that term is used in this ‘paragraph 
shall be measured by the amounts which the taxpayer paid out 
during the taxable year or period for wages, salaries, and other com- 
pensation of employeea and for the purchase of goods, materials, 
and supplies sold or consumed in the regular course of business, 
plus the amount received during the taxable year or period from 
gross sales, such expenses, purchases, and gross sales being limited 
to those attributable to the purchase of personal property within 
the United States and its sale within a possession of the United 
States or to the purchase of personal property within a possession 
of the United States and its sale within the United States. 

CaseIIB. Sameascase3A. 
ART. 683. Tranrportation service.-A foreign corporation carrying 

on the business of transportation service between points in the 
UGited Statek and points outside the United States derives income 
partly from sources within and partly from BOURXS without the 
United States. 
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(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 the total gross revenues therefrom as (a) the sum of the 
costs or expenses of such transportation business carried on by the 
taxpayer within the United States and a reasonable return upon the 
property used in its transportation business while within the United 
States bears to (b) 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 transportation earvices (such 
as the sale of money orders) shall be apportioned on the same basis 
as direct revenues from transportation services. 

I n  allocating the total costs or expenses incurred in such transpor- 
tation business, costs or expenses incurred in connection with such 
part of the services as was wholly rendered in the United States 
should be assigned to the cost of transportation business within the 
United States. For example, expenses of loading and unloading in 
the United States, rentals, office expenses, salaries, and waps  wholly 
incurred for services rendered to the taxpayer in the United States 
belong to this class. Costs and expenses incurred in connection with 
services rendered partly within and partly without the United States 
may be prorated on a reasonable basis between such servicee. For 
example, ship wages, charter money, insurance, and supplieR charge- 
able to voyage expenses should ordinarily be prorated for each voyage 
on the basis of the proportion which the number of days the ship was 
within the territorial limits of the IJnited States bears to the total 
number of dnys on the voyage, and fuel consumed on each voyage 
may be prorated on the basis of the proportion which the number of 
miles sailed within the territorial limits of the United States bears 
to the, total number of miles sailed on the voyage. Income, war- 
profits, and excess-profits taxes should not be regarded as costs or ex- 
pensea for the purpose of determining the proportion of gross income 
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 reason that the return 
upon the property used measures the extent to which such borrowed 
capital is the source of the income. For other expenses entering into 
the cost of servicw, only such expenses as are allowable deductions 
under the Revenue Act of 1928 should be taken. 

The value of the property used should be determined upon the 
basis of cost lem depreciation. Eight per cent may ordinarily be 
taken as a reasonable rate of return to apply to such property. The 
property taken should be the average property employed in the 

, 
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transportation service between p i n &  in the United States and pointe 
outside the United States during the taxable year. Current asseta 
Fhould be decreased by current liabilities and allocated to services 
between the United States and foreign countries and to other serv- 
ices. The part allocated to services between the United S taks  and 
foreign countries should be based on the proportion which the gross 
receipts from such services bear to the gross receipts from all serv- 
ices. The amount so allocated to services between the United 
States and foreign countries should be further allocated to services 
rendered within the United States and to services rendered without 
the United States. The portion allocable to servicea rendered within 
the United States should be based on the proportion which the ex- 
pensea incurred within the territorial limits of the United States bear 
to the total expenses incurred in services between the United States 
and foreign countries. For ships the average should be determined 
upon a daily basis for each ship and the amount to be apportioned 
for each drip as assets employed within the United States should be 
computed upon the proportion which the number of days the rihip 
was within the territorial limits of the IJnited States bears to the 
total number of days the ship was in service during the taxable 
period. For other assets employed in the transportation business, the 
average of the assets a t  the beginning and end of the taxable period 
ordinarily may be taken, but if the average SO obtained does not, by 
reason of material changes during the taxnble year, fairly represent 
the average for such year either for the assets employed in the trans- 
portation business in the United States or in total, the average must 
be determined upon a monthly or daily basis. 

(2) I n  computing net income from sources within the United 
States there shall be allowed as deductions from the gross income as 
determined in accordance with paragraph ( l ) ,  (a), the expenses of 
the transportation business carried on within the United States a8 
determined under paragraph (1), and ( 6 )  the expenses determined in 
accordance with paragraphs (8) and (4). 

(a) Interest nnd income, war-profits, and excessprofits taxea 
should be excluded from the apportionment process, as explained in 
paragraph (1) ; but for the purpose of computing net income there 
may be deducted from the gross income from sourccs within tlle 
United States, after the nmount of such p o p s  income hns been deter- 
mined, a ratable part (a) of all interest (deductible under section 23 
(b?), and ( 6 )  of d l  income, war-profits, and excess-profits tnxes (de- 
ductible under section 23 (c) and (d) ) , paid or accrued in respect of 
the business of transportation service between points in the United 

* 
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States and points outside the United States. Such ratable part 
should ordinarily be based upon the ratio of gross income from 
sources within the United States to the total gross income from such 
tfansporhtion service. 
(4) If a foraign corporation subject to  this article is alRo engagod 

in a business other than that of providing transportation service be- 
tween points in the United States and points outside the IJnited 
States, the costs and expenses (including taxeg) properly nppor- 
tioned or allocated to such other business should be excluded both 
from the deductions and from the apportionment process prescribed 
in paragraph (1) ; but, for the purpose of determining net income, a 
ratable part of any general erpenw, losses, or deductions, which can 
not definitely be alloc.at,ed to some item or class of gross income, may 
bo doducted from the gross income from sources within the United 
States after t,he amount of such gross income has beem determined. 
Siich rat,at)lo part sliorrltl ordinarily be based upon the ratio of grms 
income from sources within the United States to the tota.1 gross 
income. 

( 5 )  Applicathn for perinksion to base the return upon the tax- 
payer’s hooks of accoilnt, will b, considered by the Cornmissioncr in 
the case of any t,nxpn.yer siitijcct to this article, who, in good Iuitli 
and unnffected by c:onsidei.at.ions of t,ax liability, regularly employs 
in his books of account a cletailrtl allocation of receipts and expendi- 
tures which reflec:t,s more clearly than the process prescribed in para- 
graphs (1)-(4), the incornt! derived from sources within the United 
States. 

ART. 684. Computation of income.-Where a taxpayer has gross 
income from 8ourws within or without the United States as defined 
by soction 119 (a) or (c) togother with gross income derived partly 
from ~ources within and partly from sourcos without the United 
States, the nmounts thcreof, t,oget,her with t.he expenws and invest- 
ment applicable thereto, shall be segregated, and the net incomo from 
sources within tho IJnitetl St,ntes stinll  1~ stprately rwnputod 
therefrom. 

BUPPLEMENTAL PROVISIONS 

SgC. 120. UNLIMITED DEDUCTION FOR CHARITABLE A N D  

In the rnse of nn Indlvldnal If tn the trxiible yrnr nnd In eavh of the 
ten prwrdlng fnxuhle yetirn t l e  nmount of the contrlbutlons or glfts de- 
scrlbecl In Rpctlon b ( n )  plus the amount of lnmme, war-proflts, or 
excess-proflts taxw paid during R U C ~  year in reapect of preceding tax- 
able years, exceeds 90 per centurn of the taxpayer’s net Inctm?e for each 
such year, ns computed wlthollt the beneflt of sectlon 23 ( n ) ,  then the 
16 per centum llmlt, lmpoeed by such Rectlon Rhall not be nppllcnble. 

OTHER CONTRIBUTIONS. 
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SUhPL.EYmT w m  AOAIAST TAX 

[Supplementary to Subtltla B. Part 1111 

SEC. 131. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 
OF UNITED STATES. 

(a) Allowance of credit.-The tax imposed by thls tltie shall be 

(1) CITIZEA AND DOYDBTIO c o ~ p o ~ h ~ ~ o ~ . - - I n  the cam of a citleen 
of the United S t a b  and of a domestlc corporation, the amount of 
any Income. war-proflte, and ex-proflta taxes pald or accrued 
durlng the taxable year to any foreign country or to any possession 
of the United States; and 

(2) R U 4 I D m T  OF UNITED STnTms.--In the case of a realdent of the 
United States, the amount of any such taxes paid or accrued durlng 
the taxable year to any posseeelon of t he  United Statee: and 

(3) ALIEN PIIBIDEAT OF UNITIID Smm.-In the case of an alien 
resident of the United States, the amount of any auch tax= pald 
or accrued during the tnxable year to any foreign country, If the 
foreign country of which such alien realdent Is a citizen or subject, 
In imposlng such taxes, allows a stmiiar credit to citizens of the 
United Staten reslding in such country; and 

(4) PABTN~RBHIPS AND mTAn.rze.-In the case of any such Indl- 
vldual who I s  a member of a partnerahip or a bemeflciary of a n  
eetate or trust. his proportionate share of such tax- of the partner  
shlp or the estate or truat paid or accrued during the taxable year 
to a foreign country or to any possession of the Unlted States, as 
the caae may be. 

(b) Limit on credit.-In no case shall the amount of credit taken 
under thls sectlon exceed the same proportion of the tax (computed on 
the basis nf the taxpayer’s net Income wlthout the deductloo of any 
Income, wnr-proflts, or excess-proflts tax any part of which may be 
allowed to hlm as a credit by this section), agalnst whlch such credlt 
la tnken, whlch the taxpayer’s net income (computed wlthout the 
deduction of any such income, war-profits, or excess-profits tax) from 
sources wlthout the United States bears to his entire net Income (com- 
puted without nuch deductlon) for the same taxable year. 

(c) Adjustmenti on payment of accrued taxei.-If accrued taxes when 
pnld differ from the amount8 claimed aa credltn by the taxpayer, or if 
any tnx pald in refunded In whole or In prirt. the taxpayer nhall notlfy 
the UomminsIoner, who &all redetermine the amount of the tax for the 
year or years affected, and the amount of tax due u w n  such redeter- 
mlnation, if any, shall LK? paid hy the taxpnyer upon notice and demand 
by the collector, or the amount of tax overpaid, if any, shall be credited 
or red’unded to the taxpayer In accerdance wlth the provlfdons of section 
822. In  the case of such a tax accrued but not paid, the Commis- 
sioner as a conditlon precedent to  the allowance of thls credit may 
require the taxpayer to give a bond with sureties eatbfadory to and 
to be apgroved by the Cammissloner in such sum as the Commiasloner 
may require, conditioned upon the payment by the taxpayer of any 

credlted with: 
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amount of tax found due upon any such redetermination; and the 
bond herein prerwrihed Rhnll contaln such further conditions a8 the 
Commimioner may requlre. 

(a) Year in which credit taken.-The credlb provided for in this 
sectlon may, nt  the option of the taxpayer and irrespective of the 
method of accounting employed In keeping hls books, be taken In the 
year In whlch the taxes of the forelgn country or the poaaession of the 
Unlted States gccrud, subJect, however, to the conditlons preacrlbed 
in nubsectlon ( c )  of this section. If the taxpayer elect8 to take such 
crrdits In the year In which the taxes of the foreign country or the ~ 0 % .  

seselon of the IJnited Btaten accrued, the credits for  all subsequent 
yearn shall he taken upon the aame basis. 

( 0 )  Proof of creditr.-l%ene credits shall be allowed only if the tnx- 
payer furnlnhes evidence satlafactory to  the Commisnioner showlng the 
amount of income dertved from Bournes wlthout the United Staten, and 
all other lnformatlon nerensary for the verification and computation 
of surh credite. 

( f )  Taxer of foreign rub8idiary.-For the purposes of thls section n 
domestic corporation whlch owns a majority of the voting stock of a 
forelgn corporation from which I t  receives dlvidends (not deductible 
under sectloii 27 (p )  ) in any taxable year shall be deemed to  have 
paid the Bnme proportion of any Income, war-proflts. or excess-proflts 
taxes paid by Ruch foreign corporation to  ariy foreign country or to  
any possession of the Urilted States, upon or with reRpect to the accu- 
mulated profitn of such foreign corporatlon from which auch dividends 
were paid, whlcli the amount of such dividends bears to the amount of 
such accumulated profib: Provided, That the credit allowed to any 
domestic corporatlon under thls RuhRectlon shall in no case exceed the 
Same proportlon of the tnxew ngalnst which I t  Is crmllted. which the 
amount of nuch dlvldends hearR to  the amount of the entire net Income 
of the domestlc corporation In which such divldends am included. The 
term ‘‘ arcumulatetl proflta ” when used In thls Hubnection in reference 
to a forrlgri ror~iorallon, meaua the amount of i ts  gains. profltn, or 
ihCOme in excem of the Iricomc, war-proflts, and exceacr-profltn taxes 
imposed upon or wlth reslmt to such profltn or income; and the Com- 
mlnllioner wlth the approval of the Secretary shall have full power to 
determlne from the ncvlumulatecl profltn of what year or years such 
divldends were pald ; treatlng clivldends paid in the flrne sixty days of 
any year an havlrig l m n  pald from the acrumuiated proflta of the 
preeedfng year or years (unless to  hie satlafaction shown otherwlse). 
and In other respects treatlng dlvldendn a s  bavlng been paid from the 
most recently accumulated gains, profita, or earnlngn. In the case of 
a,,foreign corporatlon, the Income, war-profits, and excess-proflta taxes 
of which are determined on the basin of a n  accountlug period of lens 
than one year, the word “ y e a r ”  as used In thls subsection shall be 
construed to mean nurh accounting perlod. 

(0) Corporation8 treated ar foreign.--For the purposes o f  this ~ e o  
tlon the following corporatlodn nhall be treated a s  foreign corporatlons : 

(1) A corporatlnn entitled to  the beneflta of section 251, hy 
ream of receiving a large percentage of i tn  gnms income from 
sources within a poswmion of the United Stntee; 
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(2) A carparatlon organized under the China Rade Act, lm 
and entitled to the credit provided for in section 281. 

Am. 691. Analyrir of ondit for taxer.-(l) In the case of a citizen 
of the United States, whether resident or nonresident, and in the 
case of a domestic corporation the basis of the credit for taxes is as 
follows: ( a )  The amount of any income, war-profib, and excess- 
profits taxes paid or accrued duting the taxable year to any foreign 
country or to any possession of hhe United States; and ( 5 )  M in- 
dividual’s proportionate share of any such taxes of a partnership of 
which he is a partner or of an estate or trust of which he is a bene- 
ficiary paid or accrued duting the taxable year to a foreign country 
or to any pwsession of the United States, as the case may be. 

(2) I n  the case of an alien resident of the United States the basis 
of the credit for taxes is as follows: (a) The amount of any such 
taxes paid or accrued during the taxable year to any possession of 
the United  state^; (6) the amount of any such tax- paid or 
accrued during the taxable year to any foreign country, if the for- 
eign country of which such alien resident is a citizen or subject, 
in imposing such taxes, allows a similar credit to citizens of the 
United States residing in such country; and ( a )  his proportionate 
bhare of any such taxes of a partnership of which he is a partner 
or of an estate or trust of which he is a beneficiary p%d or accrued 
during the taxable year t~ any foreign country, if the foreign coun- 
t y  of which such alien resident is a citizen or subject, in imposing 
such taxes, allows a similar credit to citizens of the United States 
residing in such country, or tc any possession of the Unibd Statea, 
as the c&88 may be. A citizen of the United State or a domestic cor- 
poration entitled to the benefits of section 251, or a China Trado Act 
corporation, is not allowed any of the credits provided by section 181. 

ART. 692. Yeaning of tsrmr.-The “amount of any income, war- 
profits, and excess-profita taxes paid or accrued during the taxnble 
year ” means taxes proper (no credit being given for amounts repre 
senting interest or penaltias) paid or accrued during the taxable 
year on behalf of the taxpayer claiming credit. ‘‘ Foreign country ” 
includes within its meaning any foreign sovereign state or self- 
governing colony (for example, the Dominion of Canada), but doea 
not include a foreign municipality (for example, Montreal) u n l w  
itself a sovereign state (for example, Hamburg). “Any possession 
of the United States” includes, among others, Porto Rico, the 
Philippines, and the Virgin Islands But see section 261 and article 
1182. As to the meaning of “sourw,” see section 110. (See also 
section 701.) 

. 
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ART. 698. Conditiom of allowanoa of oredit.-When credit is saught 
for income, war-profits, or excess-profits taxes paid other than to 
the United States, the income tax return must be accompaniad by 
Form 1116 in the cnae of an individual, and by Form 1118,in the 
case of a corporation. The form must be carefully firled in with 
all the information there called for and with the calculatians of’ 
credits there indicated, and must be duly signed and morn to or 
affirmed. When credit is sought for taxes already paid.the form 
must have attached to i t  the receipt for each such tax payment. When 
credit is sought for taxes accrued, the form must have attached to it 
the return on which each such accrued tax was based. This receipt 
or return so attached must be either the original, a duplicate 
original, a duly certified or authenticated copy, or a sworn copy. 
I n  cam only a sworn copy of a receipt or return is attached, there 
must be kept readily available for comparison on request the original, 
a duplicate original, or a duly certified or authenticated copy. Where 
the receipt or the return is in a foreign language, a’certified transla- 
tion thereof must be furnished by the taxpayer. 

I n  the case of a credit sought for a tax accrued but not paid, the 
Commissioner may require as b condition precedent to the allowance 
of credit a bond from the taxpnyer in addition to Form llls or 1118. 
If such’a bond is required, Form 1117 shall be used by an individual 
and Form 1119 by a corporation. It shall be in such sum as the 
Cornmissioner may prescribe, and shall be conditioned for the pay- 
ment by the taxpayer of any amount of tax found due upon any re- 
determination of the tax made necessary by such credit proving 
incorrect,. with such further conditions as the Commissioner may 
require. This bond shall be executed by the taxpayer, or the agent 
or representative of the taxpayer, as principal, and by sureties satis- 
factory to and approved by the Commissioner. (See also section 1126 
of the Revenue Act of 1926.) 

For credit where taxes are paid by a foreign corporation controlled 
by a domestic corporation, 8ee article 698. A claim for credit in 
such a case is also to be made on Form 1118. See article 697 with 
reference to the option granted by section 181 (a). 

ART. 694, Redetermination of tax when oredit proves inoorreat.-In 
case credit has been given for taxes accrued, or a proportionate share 
thereof, and the amount that is actually paid on account of such 
taxes, or a proportionate share thereof, is not the same as the amount 
of such credit, or in case any tax payment credited is refunded in 
whole or in part, the taxpayer shall immediately notify the Commis- 
sioner. The Commissioner will thereupon redetermine the amount 

. 
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of the income tax of such taxpayer for the year or years for which 
such incorrect credit was granted. The amount of tax, if any, due 
upon: such redetermination shall be paid by the taxpayer upon notica 
and demand by the collector. The amount of tax, if any, shown by 
such redetermination to have been overpaid shall be credited or re- 
funded to the taxpayer in accordance with the provisions of section 
322. (See articles 1251-1257.) 

ART. 696. Conntrier whioh do or do not satisfy the similar oredit re- 
quirement.-((a) The following is an incomplete list of the countries 
which satisfy the similar credit requirement of section 181 (a) (8) of 
the Revenue Act of 1928, either by allowing to citizens of the United 
States residing in such countries a credit for the amount of income 
taxes paid to the United. States, or, in imposing such taxes, by 
exempting from taxation the incomes received from sources within 
the United States by citizens of the United States residing in such 
countries : Australia, Austria, Bulgaria, Canada, Italy, Netherlands, 
Newfoundland, Salvador. 

(b)  The following is an incomplete list of the countries which 
do not satisfy the similar credit requirement of sectiort 131 (a) (3) 
of the Revenue Act of 1928, either because such countries do not 
allow any credit to citizens of the United Statee residing in such 
countries for the amount of income taxes paid to the United States, 
or because such countries do not impose any income taxes: Argen- 
tina, Bahama, Belgium, Bermuda, Bolivia, Bosnia, Brazil, Chile, 
China, Costa Rica, Czechoslovakia, Dutch Guiana, Ecuador, Egypt, 
Finland, France, Germany, Great Britain and Northern Ireland, 
Guatemala, Herzegovina, India, Irish Free State, Jamaica, Japan, 
Montenegro, Morocco, New Zealand, Nicaragua, Panama, Paraguay, 
Persia, Peru, Portugal, Rumania, Santo Domingo, Serbia, Siam, 
Straits Sottlements, Sweden, Switzerland, Venezuela. 

The former names of certain of these territories are here used for 
wnvenien,ce in spite of the actual or possible change in the name 
or sovereignty. A resident of the United States who is a citizen 
or subject.of any country in  the first list is entitled, for the purpoee 
of the total tax. due the United States for 1998 and Bubsequent 
years, to a credit for the amount of any inwme, war-profits, and 
excess-profits taxes paid or accrued during the taxable year to any 
foreign country. If he is a citizen or subject of any country in 
the second list, he is not entitled to such credit.. I f  he is a citizen 
or subject of a country which is in neither list, then to secure the 
desired credit he must prove to the satisfaction of the Commissioner 
that his country satiefiea the eimiler credit requirement of the Act, 
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Am. 696. Limitation of oredit for taxer.-The amount allowable as 
a credit against the income tax under Title I is limited by section 
181 (b) to a sum not in exceas of the same proportion of the tax 
(computed upon the basis of the taxpayer’s net income without 
deducting any income or profits taxes, any part of which may be 
allowed as a credit under section 131) against which the credit is’ 
taken, which the taxpayer’s net income (computed without deduc- 
tion for such income and profits taxes) from sources without the 
United States bears to the taxpayer’s entire net income (computed 
without such deduction) for the same taxable year. The operation 
of this limitation in the case of a citizen of the United States having 
$20,000 earned net income from sources within the United States 
within the meaning of section 31 and entitled to an exemption of 
$1,500 is illustrated as  follows: 

$50, OOO. 00 Income from sources wlthln the Unlted States ____-______________ 
Income from sources wlthout the Unlted States __________________ 25, OOO. 00 

Total net Income (wlthout deduction of Income and profits 
taxes pald or amrued to forelgn conntrles or posaesslons 

75, 000. 00 of the Unlted States)_----_____-----_-_--_-___--__-______ 
Unlted States Income tax on $76,000 ______________________________ 10,183.76 
Forelgn Income and profit8 taxer, upon $Za.OOO . . . . . . . . . . . . . . . . . . . .  5,000.00 
Amount whlch may be credfted agalnst the United States tax . 

-of $lOp183.76 ---- ----------_------_ __-__ --- __--_-________ !Boon 
76000 8,894.68 

ART. 697. When oredit for taxes may be taken.-The credit for tax- 
provided by section 131 (a) may ordinarily be taken either in  the 
return for the year in which the taxes accrued or in which the taxes 
were paid, dependent upon whether the accounts of the taxpayer are 
kept and his returns filed upon the accrual basis or upon the cash re- 
ceipts and disbursements basis. Section 181 (d) allows the taxpayer, 
a t  his option and irrespective of the method of accounting employed 
in keeping his bookR, to take such credit for taxes as may be allowable 
in the return for the year in which the taxes accrued. An election 
thus made under this section or under section 222 (c) or 238 (c) of 
the Revenue Act of 1924 or 1926 must be followed in returns for a11 
subsequent years. 

ART. 098.’ Domestio corporation owning a majority of the stoak of for- 
eign oorporation.-A doiiiestic corporation which owns a majurity of 
the voting stock of n foreign corporntion from which it receives 
dividends (not deductible under section 23 (p)) in any taxable year, 
shall be entitled to credit against the amount of its income tax, tho 
sanie proportion of the sum of R I ~ Y  incwne, war-profits, or excess- 
profits taxes pnid or rccrrred by such foreign corporation to any 

‘See T. D. 4823, p 881. 
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foreign country or to any possession of the United States, upon or 
with respect to $he wmmiilated profits of such corporation from 
which such dividends ~ e ~ r o  paid, which the amount of any such divi- 
dends received bears& the amount of such accumulated profits. But 
in no cam shall such credit exceed the same proportion of the taxes 
againat which it is credited, which the amount of such dividends 
bears to the amount of the entire net income of the domestic.corpo- 
ration in which such dividends are included. A domestic corpora- 
tion seeking such credit must comply with the provisions of article 
693 applicable to credits for taxes already paid, except that the form 
to be used is Form 1118 instead of Form 1116. 

SEC. 132. PAYMENTS UNDER 1926 ACT. 

Any amount paid before or after the ennctment of thls Act on account 
of the tax imposed f o r  a fiscal year beginning In 1927 and endlng in 
1925 by Tltle I1 of the Revenue Act of 1928 shall be credited toward 
the payment of the tax imposed for such fiscal year by this Act, and 
if the amount so paid exceeds the amount of such tax imposed by this 
Act, the excess shall be credited or reiunded in accordance with the pro- 
vleions of eectlon 322. 

B W m Y E N T  D---BFFURNS AND PAYYRlNT OF TAX 

[Aupplnmentary to Suhtltle B. Part VI 

SEC. 141. CONSOLIDATED RETURNS OF CORPORATIONS-1929 
AND SUBSEQUENT TAXABLE YEARS. 

(a) Privilege to flle consolidated returns.-An afRHated group of cor- 
porations shall. subject to the provisions of thie swtlon, have the prlvi- 
lege of making a consolidnted return for the taxable year 1929 or any 
subsequent taxable year, In lleu of separate returns. The maklng of 
a consolidated return shall be upon the contlltiorl thnt all the corpora- 
tions whlch have been members of the affiliated group at any tlme 
during the taxable year for which the retrlrll Is mnde consent to all 
the regulations under subwctlon (b)  prescribed prior to the mnklng of 
ench return; and the making of a consolidated return shall be consid- 
ered as such consent. In the case of a corporatlon whlch 1s a member 
of the afaliated group for a frnctional part nf the year the consolidated 
return shell Include the Income of such corporatlon for such pnrt of 
the year as It 1s a meml)@r nf the affiliated grollp. 

(b) Regulationr.-The Commis~inner, with the approval of the Sec- 
retary, shall prescribe such regulations ns he may deem necessary In 
order that  the tax liability of an nlfiliated group of corI)Oratlons mHking 
a consolidated return and of each crvrporation in the group, both (luring 
aud after the period of afftliatlon, nilty he determined. compated. 
~ s ~ e p ~ e c t ,  collected, and adjusted in such manner as clenrly to reflect the 
income and to prevent avoldance of tax Ilahlllty. 

(c) Computation and payment of tax.-In nny cnse in whlch a con. 
mlidated return is made tlre tax shall be determined, computed, 
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asseesed, collect+, and ndjusted in accordance wlth the regulations 
under eubsectlon (b)  presrrihed prior to the date  on whlch such 
return 1s made. Only one s1~~1flc credlt, computed as provided iu 
sectloo 26 (b),  shall he allowed In computing the tax. 

(d) DefMtton of “afaliated group.”-As used in this section an  
“afaliated group“ mmns one or more chalne of corporatlone connected 
through stock ownerahip wlth a Common parent corporatlon if- 

(1) At least 95 per centum of the stock of each of the corpora- 
tlons (except the common parent corporation) Is owned directly by 
one or more of the other corporatlons; and 

(2) The common parent corporation own8 dlrectly at least 96 
per cwtum of the Rtock of a t  least one of the other corporations. 

As used in this submytion the term “stork” does not Include non- 
voting s t w k  whlch is llmlted and preferred as to dividends. 

(e) A consnlldnted return shnll be made only for  the domeatlc cor- 
p’oratlons wlthln the affliiated group. An insurance com,lany subjert 
to the tnx Imposed hy section 201 or 204 ehall not be included in 
the Rame consolidnted return with a corporation subject to the tax 
imposed by scctlon 18. 

(f) China Trade Act corporations.-A rnrporntlon organized under 
the C h h a  Trade Art, 1922, slinil not he rlwmcul to he affllinted with 
any other corporntlon within the meaning of this eectlon. 

(g) Oorporations deriving income from poiseision8 of United Staten.- 
For the purposes oP this tiectlon a corporntlon entltled tn the bene  
flts of sectlon 251, by reason of receiving R large percentage of I t s  
income from possessions of the United Stntes, shall be treated as a 
foreign corporatlon. 

(h) Sabiidiary formed to comply with foreign law.-In the case of 
a domestic corporntlou ownlng or coiitrolilng, dirertly or indlrectly, 
100 per centum of the rapltnl stock (exclusive of directors’ quallfyiug 
shares) of n corporntlon orpnnizpd under the laws of a contlguous 
forelm country and malntnined ~olely for the purpose of complying 
with the laws of s i i ~ l i  conntry as to tltle nncl op ra t lon  of property. 
such forelmi corporntlon mny, nt the optlon of the domwtlc corpora- 
tion, he t r e n t d  for the purpose of thls tltle as n domestic corporatlon. 

(i) sirpension of running of t tatnte of limitationr.-If a notice under 
&Ion 272 (a) in respect of a deflciericy for nny taxable year is mnlled 
to a corporntlon, the suspcrlnion of  (he runnlng of the statute of limi- 
tations, provldcd in sectlnn 277, shall nppiy in the case of corporntions 
wlth whlch such corporaIion rnnde n consoildated return f o r  such 
taxnble year. 

(J) Allocation of income and deductions.-For nllwntion of incolue 
nnd deductions of rvlnted trndes or businesses, Me section 45. 

ART. 711. Consolidated retiirns of afiliated corporations for 1029 and 
inbsequent taxable pears.--The rey la t  ions prescribed under section 
141 (b), and applicttble to the malting of consolidated returns by 
affiliated corporations for the tnxrhlr year 1929 and subsequent tax- 
able years, and to tho (let erminntion, coniputation, assessment, collcc- 
tion, arld adjustment of tax liabilities ander consolidated returns for 
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such years, have been promulgated as Regulations 75. For con- 
venience, Regulations 76 are reprinted in the appendix to these regu- 
lations. 
ART. 712. Formation of and ahangei in dlliated group.-An sffiliated 

group of corporations, within the meaning of section 141, is formed 
at  the time that the common parent corporation becomes the owner 
directly of a t  least 95 per cent of the  stock (as defined by section 141 
(d) ) of another corporation. A corporation becomes a member of an 
affiliated group a t  the time that one or more members of the group 
become the owners directly of at  least 95 per cent of its stock. A 
corporation ceases t r  be a member oi an affiliated group a t  the time 
that hhe aggregate of its stock owned directly by the members of the 
group becomes less than 95 per cent. 

ART. 713. Corporations to  be inalnded in aonsolidated return8 for 1828 
and rnbllequent taxable years.-A consolidated return must include 
every domestic corporation which is a member of the affiliated 
group; but shall not include a foreign corporation (except pro- 
vided in section 141 (h) and article 714) ; a corporation organized 
under the China Trade Act, 1922; a corporation entitled to the 
benefits of section 261; or an insurance company subject to the 
tax imposed by section 201 or 204, in the case of a consolidated return 
for corporations subject to the tax imposed by section 13; or a 
corporation subject to  the tax imposed by section 13, in the case 
of a consolidated return for insurance companies subject to the tax 
imposed by section 201 or 204. 

ART. 714. Foreign aorporationi whiah may be treated M domestia aor- 
porations.-In the case of a domestic corporation owning or con- 
trolling, directly or indirectly, 100 per cent of the capital stock 
(exclusive of directors’ qualifying shares) of a corporation organ- 
ized under the laws of Canada or of Mexico and maintained solely 
for the purpose of complying with the laws of such country as to 
title and operation of property, such foreign corporation may, at  
the option of the domestic corporation, be treated for income tax pur- 
poses for 1928 and subsequent taxable years as a domestic corpora- 
tion. The option to treat such foreign corporation as a domestic 
corporation so that it may be inrluded in a consolidated return must 
be exercised a t  the time of making the consolidated return. 

ART. 715. Allowance of speaifio a red i t .4n ly  one specific credit of 
$8,ooO (see section 26 (b) and article 301) shall be allowed against 
the consolidated net income of an affiliated group which makes a con- 
solidated return, and this only in case the consolidated net income 
of the group does not exceed $25,000. I f  the consolidated net income 
of the group is more than $25,000, the tax imposed by section 18, 

For definition of taxable year, see section 48. 
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201, or 204 shall not exceed the tax which would be payable if the 
$3,W credit were allowed, plus the amount of the net income 
in excesa of $25,000. I n  cases where a consolidated return is made 
by an affiliated group for a fractional part of a year, the provisions 
of section 47 and article 871 are applicable. I f  the separate return 
of a corporation becoming a member or ceasing to be a member of 
an affiliated group making a consolidated return is made for a period 
of leas than 12 months, such return is for a fractional part of a 
year within the meaning of section 47 (e), and the specific credit 
of $3,O00, if allowable, shall be reduced as therein provided. (See 
article 371.) 

BUPPLEMENTAL PROVLSIONB 

SEC. 142. CONSOLIDATED RETURNS OF CORPORATIONS-TAX- 
ABLE YEAR wza. 

(a) Consolidated returns permltted.-Corporations which are afeli- 
a t 4  wlthln thd meaning of thls sectlon mny, for  the taxnble year 
1828, make separate returns or, under regulatlons pmyxrlbed by the 
Commissloner with the approval of the Secretary. make’ a consolidated 
return of net Income for the purpose of thls title, in which cam the 
taxes thereunder shall be computed and determlned upon the basls of 
such return. If return for  the taxable year 1927 was made upon 
elther of such bews. return for the taxable year 1928 shall be upon 
the same basis unlese permission to change the bar& is granted by 
the Oommlsdoner. 

(b) Computation and payment of tax.-In any case in whIch a tar 
Is amssed  upon the basls of a consolidated return, the total tax shall 
be computed In the flrst Instance as a unIt and shall then be assessed 
upon the respective afflllated corporations In such proportlone as may 
be agreed upon among them, or, in the absence of any  such agreement, 
then on the bash of the net Income properly assignable to each. Them 
shall be allowed In computing the Income tax only one apeclflc credlt 
computed a8 provided In sectlon 28 (b).  

( 0 )  Deinition of amliatlon.-For the purpose of thls sectlon two or 
more domestic corporatione shall be deemed to be afeliated (1) If one 
corporatlon owns at least 96 per centum of the stock of the other or 
others, or (2) if at least 95 per centum of the stock of two or  more 
corporations Is owned by the snme interests As used in thls sub- 
section the term “stock” does not include nonvoting stock which Is 
llmited and preferred as to dlvldends. 

(d) China Trade Act corporat1ona.-A corporatlon organlmd under 
the QhIna Trade Act, 1922, shall nnt be deemed to be afeliated with 
any other corporation wlthln the meanlng of thie sectlon. 

(e) Corporations deriving income from poasessions of United Staten.- 
For the purposes of thls section a corporatlod entitled to the beneflts 
of section 261, by reason of recelvlng a large percentage of Its Income 
from possessions of the Unltea States, shnll be treated as a foreign 
corpora tlon. 

( f )  Bunpension of running of rtatnte of limitations.-If a notlce 
under aectlon 272 (a) in respect of a deflciency for the taxable year 
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1928 !s mailed to a corporation, the suspenslon of the runnlng of the 
statute of limltations. provided In section 277, shall apply in the case 
of corporations with whlch such corporation made (1 consolidated 
return for such taxable gear. 

(9) Allocation of income and deductioni.-For allocation of income 
and deductions of related trades or businesse4, see eection 45. 

Am. 781. Consolidated returns of aillliated aorporations for 1028.- 
Affiliated corporations as defined in section 142 (c) may for the 
taxable year 1028 make separate returns or make a consolidated 
return in which will be reported the consolidated net income of the 
affiliated corporations, except that if a return for the taxable year 1927 
was properly made upon either If these bases, the return for the tax- 
able year 1928 must be made u r m  the same basis unless permission to 
change is granted by the Coinmissioner. In  applying for permission 
to change from one basis to the other there should be submitted a 
statement in the form of an affidavit executed by the persons qualified 
to sign the returns setting forth completely the reasons for making 
the request. If a consolidated return including all of the affili- 
ated corporations is made, the tax shall be a.ssessed upon the basis 
of such return, the total tax being computed in the first instance as 
a unit and assessed against the respective affiliated corporations in 
such proportions as may be agreed among them, or, in the absence 
of any such agreement, on the basis of the net income properly 
assignable to each. If a notice in respect of a deficiency in tax for 
the taxable year 1928 is mailed to any of the affiliated corporations 
which made a consolidated return for such taxable year, the running 
of the statute of limitations on assessment and collection shall be 
suspended in the case of all of such corporations. (See sections 272 
(a) and 277 and articles 1171, 1201, and 1202.) 

The consolidated I !turn shall be filed on Form 1120 in the office of 
the collector of the district in which one of the affiliated corporations 
has its principal offiw, except, if the affiliated group of corporations 
has a parent corporation, the consolidated return shall be filed in 
the office of the collector of the district in which the parent corpora- 
tion has its principal office, Each of the other affiliated corporations 
shall cause to be filed in the office of the collector of its district a 
statement to the effect that its net income has been reported in the 
consolidated return, which’ statement shall designate the district in 
which the consolidated return is filed. Tlie consolidated return shall 
be executed by one of the affiliated corporations (in case the affiliated 
group of corporiition~ has a parent cmporation by the parent corpo- 
ration) on behalf of all the affiliated corporations. Jt sliirll l)e sworn 
to by the president, vice president, or other prinvipctl officer und the 

Art. 731 8 142 

225 

treasurer or assistant treasurer of such corporation. The consoli- 
dated return shall include therein a statement setting forth- 

SUPPLEMENTAL PROVISIONS 

(a) The name and address of each of the affiliated corporations; 
(3) The number of shares and the par value of each class of out- 

standing capital stock of each such corporation at the beginning of 
the taxable year, together with a detailed description of the rights 
attaching to each class of stock; 

( c )  The number of shares and the par value of each class of such 
capital stock owned by the corporation which OWLB a t  least 95 per 
cent of the stock of another corporation or other corporations or by 
the same interests during the taxable year 1928; 

( d )  I n  the case of affiliated corporations, the stock of which is 
owned by the same interests, a list of shareholders of each of such 
affiliated corporations, with the percentage of each class of the total 
outstanding stock of each affiliated corporation owned by each of 
such shareholders during all or any part of the taxable year 1328; 
and 

(e) I n  the event the affiliated corporations agree as to the propor- 
tion of the total tax to be assessed upon each affiliated corporation, an 
agreement in writing showing such apportionment. Unless such 
agreement accompanies the return, the tax shall be assessed and col- 
lected on the basis of the net income properly assignable to each 
affiliated corporation. 

I f  there are any changes of ownership during the taxable year 1928, 
the information required under paragraphs (6) and (c) of this 
article, should show the conditions existing immediately subsequent 
to such changes. 

Foreign corporations, corporations entitled to the benefita of section 
281, and corporations organized under the China Trade Act, 1922, 
may not make consolidated returns. It is not permissible to  include 
the net income of any such corporation in a consolidated return. 
But see section 141 (h) and article 714 as to when a foreign corpora- 
tion may be treated as a domestic corporation for the purpose of m&- 
ing a consolidated return. See section 45 regarding the allocation of 
income and deductions of related trades or businesses owned or con- 
trolled by the same interests. See section 131 ( f )  and article 698 
regarding credit for taxes on account of ownership of stocks of 
foreign corporations and of corporations entitled to the benefit: of 
section 251 or 261. 

ARP. 732. When aorporations are affiliated for 1028.-For the taxable 
year 1028 two or iiiore tlornestic corporutions will bu deemed to be 
affiliated if ono corporation owns st letist 95 per cent of all tho stock 
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of the other or othars, exclusive of nonvoting stock which is limited 
and preferred as to dividends, or if a t  least 95 per cent of the stock 

and preferred as to dividends, is owned by the same interests. 
ART. 733. Change in atook ownerrhip during taxable year where oon- 

lolidated return in made.-(a) Where corporations are affiliated a t  the 
.beginning of a taxable year but due to a change in stock ownership 
during the gear the affiliated status is terminated, or (b)  where corpo- 
rations are not a5liated at  the beginning of the taxable year but 
through change of stock ownership during the year become affiliated, 
a full disclosure of the circumstances of such changes of stock owner- 
ship shall be submitted to the Commissioner. 

Ordinarily in such casee, where only two corporations are involved, 
the corporations, under the conditions described in ( a )  of the preced- 
ing paragraph, should make a consolidated return including the 
income of both corporations to the date of the change of stock owner- 
ship, and each should make a separate return from the date of such 
c h a n e  in stock ownership to the end of the taxable period, and, 
under the conditions described in (b)  of the preceding paragraph, 
each corporation should make a separate return from the beginning 
of the taxable period to the date of the change in stock ownership, 
and a consolidated return should be made by the corporations from 
the date of change of stock ownership to the end of the taxable year, 
including therein the income of both corporations for such period. 

Where there are more than two corporations affiliated at  the begin- 
ning of the taxable year, and due to a change in stock ownership 
the affiliated status of one or more is terminated, but there remain 
a t  least two corporations affiliated during the entire year, the cor- 
porations should make a consolidated return for the entire year, 
excluding from the return the income of the corporations whose 
affiliated status is terminated, from the date of the change in stock 
ownership; or where two or more corporations are affiliated at  the 
beginning of the taxable year, and through change in stock owner- 
ship additional corporations become affiliated, the corporations 
should make a condlidated return including the income of the ad- 
ditional corporations from the date of change of stock ownership. 
I n  either case, the corporations whose status is changed during the 
taxable year should make Reparate returns for that part of the tax- 
able year during which they were not affiliated. 

Where, in accordance with the procedure set forth in the preceding 
paragraphs, a return is made by a corporation for a period of less 
than a year, the tax shall be computed in accordance with section 47 
and article 871. Where corporations become a5liated during the tax- 

of two or more oorporations, exclueive of nonvoting stock limited I 
! 
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able year, the separate returns of the corporations for the portion of 
the taxable year during which they were not'affiliated will not be due 
until the fifteenth day of the third month following tho close of the 
taxable year. For example, if two corporations become affiliated on 
July 1, 1928, and make a consolidated return for the period from 
July 1 to December 31,1928, the separate returns of the corporations 
covering the period from January 1 to  June 30, 1928, will be due 
on March 15, 1929. I n  any case in which the change of affiliated 
status is for a period so short as to be negligible, a consolidated re- 
turn or separate returns for the entire period, as the caw may be, 
may be made; in such cases, however, there should accompany the 
return a complete statement setting forth the changes in the affiliated 
status occurring during the taxable year. 

AKZ. 734. Conclolidated net inoome of ateliated aorporatiom folr W 8 . -  
Subject to the provisions covering the determination of taxable net 
income of separate corporations, and subject further to the elimina- 
tion of intercompany transactions (whether or not resulting in any 
profit or loss to the separate corporations), the consolidated taxable 
net income shall be the combined net income of the several affiliated 
corporations. Only one speciflc credit of $3,OOO (see section 26 (p) 
and article 301) shall be allowed against the consolidated net income 
of the affiliated corporations, and this only in case the consolidated 
net income does not exceed $25,000; but if such net income is more 
than $25,000, the tax imposed by section 13, 201, or 204 shall not 
exceed the tax which would be payable if the $3,000 credit were al- 
lowed, plus the amount of the net income b excess of $25,000. In 
respect of the statement of gross income and deductions and the 
several schedules required in connection with a consolidated income 
tax return, the corporations making such return are r equhd  to pre- 
pare and file such statement and schedules in columnar form to the 
end that the details of the items of gross income and deductions for 
each corporation included in the consolidation may be readily audited. 

ART. 735. Taxable year of aftiliated aorporationcl making oonaolidated 
retarn.-In the case of a consolidated return of affiliated corporations, 
the consolidated npt income must be computed on the basis of the 
taxable year (calendar year or fiscal year) of any one of the affiliated 
corporations, except, if the affiliated group of corporations has a 
parent corporation, the consolidated net income must be computed 
upon the basis of the taxable year of the parent corporation. ZIow- 
ever, if the corporations properly made a consolidated return for 
Lhe taxnble year 1927, the consolidated net income for the taxable 
year 1928 must be computed on the -basis of the same taxable year 
upon which the 1927 return was made, unless permission to change is 
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grnnted by the Commissioner. If pursuant to this article the taxable 
year of a group of corporations affiliated under the provisions of 
section 142 (c) (2) would be a fiscal fear beginning in-1928, a: con- 
solidated return for a fractional part of a year may k filed by such 
affiliated corporations for the period between the close of the previous 
flscal year of the group and December 31, 1928. I n  such cases the 
period beginning January 1, 1929, shall be included in the return or 
returns for the taxable year 1929. 

SEC. 143. FIDUCIARY RETURNS. 

(a) Bequirement of return.-Every flduciary (except a receiver ap- 
pointed by authority of law in pussession of pert only of the prop- 
erty of an  individual) shall make under oath a return for any of the 
following indlvidunls. estates, or trusts for which he acts, stating 
apedflcally the items of gross income thereof and the deductions and 
credits allowed under this tltl- 

(1) Every individual having a net income for the taxable year of 
$1.60 or over, if single, or if married and not living with husband 
or wife : 

(2) Every individual having a net income for the taxable yenr of 
$3,600 or over, if married and living with husband or wife; 

(3) Every individual having a gross income for the taxable year 
of $5.OOO or over, regardless of the amount of hig net income; 

( 4 )  Every wtate or trust the net income of which for the taxable 
year is $1,500 or over; 

(5) Every estate or trust the gross income of which for the 
taxable year is  $5,000 or over, regardless of tile amount of the net 
lnmme: nnd 

(0)  Every estate or trust of which arty beneflciary is  a nonreai- 
dent alien. 

(b) Joint flduciarie8.-Under such regulations as the Commfssloner 
wlth (he approval of the Secretary may prescribe a return made by 
one cf two or more joint flduciaries and flled In the ofice of the col- 
lector of the district where such flduciary resides shall be sufBcient 
compliance with the above requirement. Such fiduciary shall make 
orith (1) that  he has sufecient knowledge of the aflaire of the indi- 
vIdu:il, estate or trust for which the return is made, to ennble him 
to make the return, and (2) that  the return is, to the best of his 
knowledge and belief, true and correct. 

(c) Law applioable to  fiduciaries.-Any flduc-inry rc~quiretl to make 
ti return undrr this t i t k  shall be subject to all the provisionn of low 
which upply to individuals. 

ART. 741. Fiduciary retups.-Every fiduciary, or at least one of 
joint fiduciaries, must make a return of income- 
(a) For the individunl whose income is in his charge, if the gross 

income of such individual is $5.000 or over, or if the net income of 
such individud is $1,500 or over if single or if married and ro t  
living with husband or wife, or if such individual is married and 
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was living with husband or wife for the entire taxable year and 
the aggregate gross iiicome of both husband and wife is $S,OOO or 
over, or the aggregate net income of both husband and wife is $3,500 
or over, or if such individual is mhried and was living with hus- 
band or wife for a period less than the entire taxable year and the 
ag,pgate gross income of both husband and wife is $5,000 or over, 
or the agopegate net income of both husband and wife is equal to, 
or in excess of, the credit allowed them by section 25 (e) (I), or 

(6) For the estate or trust for which he acts if the net income of 
mch estate or trust is $1,500 or over, or if the gross income of the 
estate or trust is $5,000 or over, regardless of the amount of the net 
income, or if any beneficiary of such estate or trust is a nonresident 
alien. 

The return in case (a) shall be on Form 1040 or 1040 A. I n  case 
(6) a return is required on Form 1040 with respect to any taxable net 
income of the estate or trust computed in accordance with section 
162 and E return on Form 1041 with respect to any income deducted 
under section 162 (b) or (c). I f  a portion of the income of the 
estate or trust is retained by the fiduciary and the remainder is 
distributable or distributed to beneficiaries, both Forms 1040 and 
1041 will be required. See article 745 for returns 
in cases where any beneficiary is a nonresident alien. I f  the net 
income of a decedent from the beginning of the taxable year to the 
date of his death was $1,500 or  more if unmarried, or $3,500 or 
more if married, or if his p o s s  income for the same period was 
$5,000 or over, the executor or administrator shall make a return for 
such decedent. (See article 295.) 

As to duties and liabilities of fiduciaries, see further section 812 
and article 1241. 

ART. 742. Return by guardian or committee.-A fiduciary acting as 
the guardian of a minor having a net income of $1,500 or more, or 
$3,500 or more, according to the marital status of such person, or 
having a gross income of $5,000 or over, must make a return for such 
minor on Form 1040 or 1040 A and pay the tax, unless such minor 
himself makes a return or causes i t  to be made. A fiduciary acting 
as a guardian or the committee of Rn insane person having an in- 
come of $1,500 or more, or $3,500 or more, according to the marital 
status of such person, or having a gross income of $5,000 or over, 
must make a return for such incompetent on Form 1040 or  1040 A 
and pay the tax. 

For the purpose of detarmining the liahility of a fiduciary to 
render a return under tho provisions of the preceding paragraph in 
caws where the minor or the incompetent is married and wm living 
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with huebend or wife during the entire taxable year, the aggregate 
gross income or the aggregate net income of both husband and wife 
must be taken into consideration. If the indi- 
vidual for whom the fiduciary is acting as guardian marries during 
the taxable year, a return must be made if the aggregate gross in- 
come of both husband and wife is $6,OOO or over, or if the aggregate 
net income of both husband and wife is equal to, or in exceaa of, the 
credit nllowed by section 25 (e) (2). 
Am. 743. Beturna where two tnub.-In the c ~ ~ 8 8  of two or more 

trusts the income of which is taxable to the beneficiaries, which were 
created by the same person and are in charge of the same trustee, 
the trustee shall make a single return on Form 1041 for all such 
trusts, notwithstanding that they may arise from different instru- 
ments. When, however, a trustee holds trusts created by different 
persons for the benefit of the same beneficiary, he shall make a return 
on Form 1041 for each trust separately. 
Am. 74%. Beturn by receiver.-A receiver who stands in the stead 

of an individual or corporation must render a return of income and 
pay the tax for his trust, but a receiver of only part of the property 
of an individual or corporation need not. I f  the receiver acts for an 
individual the return shall be on Form 1040 or 1040A. When 
acting for a corporation a receiver is not treated as a fiduciary, 
and in such a cam the return shall be made as if by the corporation 
itself. A receiver in 
charge of the business c+f a partnership shall render a return on Form 
1065. A receiver of the rents and profits appointed to hold and 
operate a mortgaged parcel of real estate, but not in control of all 
the property or business of the mortgagor, and a receiver in partition 
proceedings, are not required to render roturns of income. In  general, 
statutory receivers and common law receivers of all the property or 
business of an individual or corporation must make returns. (See 
also mctions 148 and 149 (a) and articlea 811-831.) 

Am. 746. Seturn for nonrerident alien benefloiary.-Where a citizen 
or resident fiduciary has the distribution of the income of a trust any 
beneficiary of which is a nonresident alien, the fiduciary shall make 
a return on Form 1040 B for such nonresident alien and pay any tax 
shown thereon to be due. Unless such return is a true and accurate 
return of the nonresident alien beneficiary's income from all sources 
within the United States, the benefits of the credits and deductions 
to which the benefieiary is entitled can not be obbined in the 
return filed by the fiduciary. If the 
beneficiary appoint8 a person in the United States to act as his 
agent for the purpose of rendering income tax returns, the fiduci- 
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ary shall be relieved from the necessity of filing Form 1040 B in 
behalf of the beneficiary and from paying the tax. In such a case 
the fiduciary shall make a return on Form 1041 and attach thereto 
a copy of the notice of appointment. I f  the sole beneficiary of an 
estate or trust is a nonresident alien and Form 1040 B is f led by 
the.fiduciary, the filing of Form 1041 will .not be required. I f  there 
are two or more nonresident alien beneficiaries, the fiduciary shall 
render a return on Form 1041 and also a return on Form 1040 B for 
each nonresident alien beneficiary. 
ART. 746. Time for filing return upon death, or termination of trart,- 

After his appointment and qualification, an executor or adminis. 
trator may immediately file a return for the decedent without wait. 
ing for ,the close of the taxable year. Upon the completion of the 
administration of an estate and final accounting, an executor or 
administrator may immediately file a return of income of the estste 
for the taxable year in which the administration was closed. 
Similarly, upon the ,termination of a trust, the trustee may immedi- 
ately make a return without waiting for the close of the taxable year. 
Any income return required to be filed for a decedent, or for the year 
in which an estate is closed or a trust terminated, is due on the 
fifteenth day of the third month following the close of the taxable 
year during which the decedent dies, the estate ie closed, or the 
trust is terminated, which data shall also be the due date for payment 
of the tax or the first installmexu thereof if payment is made under 
the provisions of section 66 (b). The payment of the tax before the 
end of the taxable year in such circumstances does not relieve the 
taxpayer from liability for any additional tax found to be due'upon 
income of the taxable year. 

The domiciliary reprerlentative is required to include in the return 
rendered by him as tmh domiciliary representative the entire income 
of the estrqte. Consequently the only return required to be filed 
by the ancillary representative is on Form 1041, which shd l  be 
filed with the collector for his district and shall show the name 
and addreas of the domiciliary representative, the amount of gross 
income received by the ancillary representative, and the deductions 
to be daimed against such income, including any amount of income 
properly paid or credited by the ancillary representative to any 
legatee, heir, or other beneficiary. If the ancillary representative 
for the estate of a nonresideQt alien is a citizen or resident of the 
United States, and the domiciliary representative is a nonresident 
alien, such ancillary representative is required to render the return 
otherwise required of the domiciliary represenhative. 

(See further article 1081.) 

(See sections 67 and 272.) 
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SEC. 144. WITHHOLDING OF TAX AT SOURCE. 

(a) Tax-free covenant bonds.- 
(1) WWIRUMEnT OF WITEROlDIRo.-~n any cam where bond& 

mortgagee, or deeds of trust, or other slmllar obligations of a cop 
poration contaln a contract or provision by whlch the obllgor a m  
to pay any portion of the tax imposed by this title upon the obligee, 
or to reimbume the obllgee for any portlon of the tax, or to pay the 
intereat wlthout deductloo for any tax whlch the obllgor may be 
required or permitted to pay thereon, or to retain therefrom under 
any law of the United States. the obllgor shall deduct and wlthhold 
a tax equal to 2 per centum of the Interest upon such bonds, mort- 
gages, deeds of trust, or other obllgations, whether such Intereat 1s 
payable annually or at shorter or longer perlods, If payable to M 

indlvldnal, a partnershlp, or a foreign corporation not engaged In 
trade or buslneea within the Unlted States and not having any oface 
or place of buslnees therf-In : Prvvided, That If the liability assumed 
by the obllgor does not exceed 2 per centum of the interest, then the 
deduction and wlthholdlng ahall, after the date of the enactment of 
thls Act, be at the followlng rates: ( A )  6 per centum In the case 
of a nonresldent allen Indivldual, or of any pr tnershlp not engaged 
in trade or bneineas withln the U n i M  Statea nnd not havlng any 
oface or place of business thereln and composed In whole or in part 
of nonresident aliens. (B)  12 per centum In the case of such a 
forelgn corporation, and (0) 2 per centum In the  case of other 
lndlvlduals and partnerehipe: Prodded fdher ,  That if the owners 
of such obllgatlons are not known to the withholding agent the 
Cbmmhloner may authorlze such deduction and wlthholdlng to be 
at the rate of 2 per centum. or, If the llablllty aasumed by the 
obligor does not exceed 2 per centum of the Interest. then at the 
rate of 6 per centum. 

and withholding shall not be requlred in the case of a clttzen or 
resldent entltled to receive such interest, If he flles wlth the wlth- 
holdlng agent on or before February 1 a slgned notlce In wrltlng 
clalmlng the beneflt of the credits provided In section 26 (c)  and 
( d )  : nor In the case of a nonresldent allen lndivldual If 80 provlded 
for In regulatlons prescrlbed by the Commissioner under section 2l5. 

ing shall be at the rate of 1% per centum Instead of at the rate of 
2 per centum Lo the case of a cltlmn or restdent entltled to recelve 
such Intereet U he flles wlth the wlthholdlng agent on or before 
February 1 a slgned notlce In writing that hls net Income In excess 
of the rredlte agalnst net luconre provlded In section 25 doea not 
exceed $4,OOO. 
(4) Ilpoo~m or OBLXOOB AND m a m - T h e  obligor shall not be 

allowed a deductlon for the payment of the tax Impoeed by this 
tltle, or any other tax pald pursuant to the tar-free covenant rlnutw, 
nor shall such tax be Included 111 the gross Income of the obllnee. 

(b) Ilonresldent alienn.-All persons, In whatever capacity actlug, 
including lessees or mortgagors of real or personal property, 5duclarlee, 

(2) BeAmT OF CB5XTB AQAINST N m  INmMn-sUCh d e d u c t h  

( 8 )  WITHHOLDINO A T  II)- Ram-such deduction and withhold- 
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employers, and all otllrm nnd emliloyees of the United States, havlng 
the control. recrlpt. (-uRtody, diclpcml. or payment of Interest (except 
Interest on deposits wlth Ieraons carrylng on the banklng business 
pald to persons not ellgaged in buslnese in the United Statee and not 
having an oface OF place of business thereln), rent, aalarlea, wages, 
premlums, annuitles. compensatlons, retnuneratlons, emoluments, or 
other flxed or determlriable iinnual or periodical galns, proflts, and 
Income, of any nonresldent alien Indivldual, or of any partnership 
not engaged in trade or busineee within the United States and not 
havfng any oface or place of buslness thereln and composed in whole 
or In part of nonresldent aliens, (other than Income received as divi- 
dends of the clam allowed a s  a credlt by section 26 ( a ) )  shall (except 
in the cases provided for In subsection ( a )  of this section and except 
as otherwlrm provldd In regulation8 prescribed by the Commlsaioner 
under Rection Zl6) deduct and wlthhold from such annual or periodical 
gains, profits, and Income a tax equal to 6 per centum thereof: 
B-otdded, That the Commlssloner may authorlee such t ax  to be 
deducted and wlthheld from , the Interest upon any securltles the 
owners of whlch are  not known to the wlthholding agent. 

( 0 )  Beturn and pryment.-Rvery person rqulred to deduct and 
wlthhold any t a r  under thle m t i o n  shnll make return thereof on or 
before March 16 of each year and shall on or before June  15, In lleu 
of the tlme prescribed In section 6fJ, pny the tax to the ofedal of the 
Unlted States Government authorized to recelve It. Elvery such pereon 
ia hereby made llable for such tax and I s  hereby Indemnl5ed agalnet 
the clalms and demands of any person for the amount of nny payments 
made In accordarm with the provlslons of this eectlon 

(d) Income of recipient.--Incume upon whlch any tax Is requlred to  
be wlthheld at  the ~~ource  under this Rectlon shall be Included In the 
return of the redpient of such income, but any amount of tax so 
wlthheld shall be credited agalnst the amount of Income tax as com- 
puted In much return. 

(e) Tax paid by recipient.-If any tax requlred under this sectlon 
to be deducted and wlthheld is paid by the recipient of the income, 
it shall not be re-collcwted from the wlthholdlng agent: nor In cases 
in whlch the tax 1s so puid shall any penalty be imposed upon or col- 
lected from the reclpient of the Income or the withholding agent for 
failure to return or pay the same, unless such failure was frabdulent 
and for the purpose of evadlnn payment. 

( f )  Befunds and oredits.-Where there has been an overpayment of 
tax under this section any refund or credit made nnder the provlslons 
of sectlon 822 shall be made to the wlthholdlng agent unless the nmount 
of such tax was actually withheld by the withholding agent. 

ART. 761. Withholding tax at source.-Withholding of a tax of 5 
per cant is required in the case of fixed or determinable annual or 
periodical income paid to a nonresident alien or to a nonresident 
partnership (see article 1319) composed in whole or in part of non- 
resident alien individuals, except (1) income from sources without 
the United States, including interest on deposits with persons carry- 
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ing on the banking business paid to peraons not engaged in business 
in the United States and not having any office or place of business 
therein, (2) dividends of a clam allowed as a credit by section 25(a), 
and (3) interest upon bonds or other obligations of a corporation 
containing a tax-free covenant. A tax of 5 per cent must be with- 
held from interest on bonds or securities not containing a tax-free 
covenant where the owner is unknown to the withholding agent, 
except where such interest represents income from sources without 
the United States. For withholding purposes the benefit of the 
reduced rates of normal tax imposed by section 211 (b) upon the com- 
pensation of nonresident aliens who are residents of Canada or 
Mexico may be procured only by filing claim therefor on Form 1115 
as provided in article 1072. (See sections 119, 148, 212, 215, 231, 
233,251 (f), and 701 (a) (6) and articles 671-684,811-818,1041,1042, 
1071,1072,1101,1102, and 1134.) 

A tax of 12 per cent is required to be withheld in the case of fixed 
or determinable annual or periodical income (with the exceptions 
stated in the first paragraph of this article) paid after 8 a. m., eastern 
standard time, May 29, 1928, to a nonresident foreign corporation 
(see article 1319). (See also section 145 and article 781.) 

Withholding of a tax of 2 per cent is required in the caae of inter- 
mt paid to an individual or a partnership, whether resident or non- 
resident (see article 1319), or to a nonresident foreign corporation 
upon bonds or other Obligations of domestic corporations or resident 
foreign corporations (see article 1319) containing a tax-free covenant, 
except that if the liability assumed by the obligor in connection with 
such a covenant does not exceed 2 per cent of the interest, withholding 
is required a t  the rate of 5 per cent in the case of a nonresident alien 
or a nonresident partnership composed in whole or in part of non- 
resident alien individuals, and a t  the rate of 12 per cent in the case of 
a nonresident foreign corporation. However, withholding is not 
required in the case of interest paymenta on such bonds or obligations 
of a domestic or resident foreign corporation qualifying under &ion 
119 (a) (1) (B), if made to a nonresident alien, to a partnership 
composed in whole of nonresident aliens, or to a nonresident foreign 
wrporation. A nonresident foreign corporation having a fiscal or 
paying agent in the United States is required to  withhold a tax of 2 
per cent upon the interest on its tax-free covenant bonds paid to a 
citizen or resident of the United Statea or a partnership any member 
of which is a citizen or resident. A tax of only 1% per cent instead 
of 2 per cent is required to be withheld from interest on tax-free 
covenant. bonds in the case of a citizen or resident if he fiIes with the 
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withholding agent on or before February 1 a signed notice in writ- 
ing that his net income in excess of the credits to which he is entitled 
under section 25 and articles 291-295 does not exceed $4,OOO. Such 
notice shall be made on Form 1000. If the owner of bonds or other 
obligations of a corporation containing a tax-free cvvenant is un- 
known to the withholding agent a tax of 2 per cent must be withheld 
from interest thereon unless the liability assumed by the obligor 
does not exceed 2 per cent of the intarest, in which case withholding 
must be a t  the rate of 5 per cent. 

Bonds issued under a trust deed containing a tax-free covenant 
are treated as if they contained such a covenant. Where neither the 
bonds nor the trust  deeds given by the obligor to secure them contain 
a tax-tree covenant, supplemental agreements executed by the obligor 
corporation and the trustee containing a tax-free covenant which 
modify the original trust deeds to that extent are of the same effect 
from the date of their proper execution as if they had been part of 
the original deeds of trust, and the bonds from such date are subject 
to the provisions of section 144 (a), provided appropriate authority 
exists for the modification of the trust deeds in this manner. The 
authority must be contained in the original trust deeds or actually 
secured from the bondholders. 

A debtor corporation having an issue of bonds or other similar 
obligations which appoints a duly authorized agent to act in its 
behalf under the withholding provisions of the Act, is required to 
file notice of such appointment with the Commissioner of Internal 
Revenue, Sorting Section, Washington, D. C., giving the name and 
address of the agent. 

Where in connection with the sale of its property, payment of the 
bonds or other obligetions of a wrporation is assumed by the assignee, 
such assignee, whether an individual, partnership, or corporation, 
must deduct and withhold such taxes as would be required to be 
withheld by the assignor had no such sale or transfer been made. 

A fiduciary is not required to withhold tax and render a with- 
holding return with respect to income of. a nonresident alien bene- 
ficiary, as a complete return thereof will be included in Form 1040 B. 
(See articles 745 and 768.) 

In  the case of corporate bonds or ather obligations containing a 
tax-free covenant, the corporation paying a Federal tax, or any 
part of it, for some one else pursuant to its agreement is not entitled 
to deduct such payment from gross income on any ground, nor shall 
the tax 80 paid be included in the gross income of the bondholder. 
The amount of the tax may nevertheless be claimed by the bond- 
holder as a credit against the total amount of tax due in accordance 
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with section 144 (d). I n  the case, however, of corporate bonde or 
obligations containing an appropriate tax-free covenant, the cor- 
poration paying for some one else, pursuant to its agreement, a State 
tax or any tax other than a Federal tax may deduct such payment 
as interest paid on indebtedness. 

Am. 762. Fixed or determinable annual or periodical boome.-Only 
fixed or determinable annual or periodical income is subject to 
wit,hholding. The Act specifically includes in such income, interest, 
rent, salaries, wages, premiums, annuities, compensations, remunera- 
tions, and emoluments. But other kinds of income may be included, 
as for instance, royalties. 

Income is fixed when i t  is to be paid in amounts definitely pre- 
determined. Income is determinable whenever there is a basis of 
calculation by which the amount to be paid may be ascertained. The 
income need not be paid annually if i t  is paid periodically; that is to 
say, from time to time, whether or not a t  regular intervals. That 
the length of time during which the payments are to be made may 
be increased or diminished in accordance with some one's will or 
with the happening of an event does not make the payments any the 
less determinable or periodical. A salesman working by the month 
for a commission on sales which is paid or credited monthly receives 
determinable periodical income. The income derived from the sale 
in the United States of property, whether real or personal, is not 
fixed or determinable annual or periodical income. 

ART. 763. Exemption from withholding.-Withholding from inter- 
est on corporate bonds or other obligations containing a tax-free 
covenant shall not be required in the case of a citizen or resident if 
he files with the withholding agent when presenting interest coupons 
for payment, or not later than February 1 following the taxable year, 
an ownership certificate on Form loo0 stating that his net income 
does not exceed his personal exemption and other credits allowed by 
section 25. (See articles 291-295.) To avoid inconvenience a resi- 
dent alien should file a certificate of residence on Form 1078 with 
withholding agents, who shall forward s3ch certificates to the Com- 
missioner with a letter of transmittal. (See article 1026.) The 
income of domestic corporations and of resident foreign corporations 
is free from withholding. No withholding from corporate dividends 
is required unless the dividends are treated as income fro sources 
within the United States under section 119 and are distrib g: ted by a 
corporbtion organized under the China Trade Act, 1922, to- 
(a) A nonresident alien individual other than a resident of China 

at  the time of such distribution; 
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( 6 )  A nonresident partuership composed in whole or in part of 
nonresident aliens (other than a partnership resident in China) ; or 

( c )  A nonresident foreign corporation (other than a corporation 
resident in China). 

I n  the case of (a )  and ( 1 ) )  the rate of withholding applicable is 6 
per cent and in the case of (c) 12 per cent. (See further scctions 
116 ( f )  and 261.) 

ART. 764. Exemption certificates of nonresident aliens.-When the 
gross income of a nonresident alien, which is derived from sources 
within the United Stktm, does not, exceed $10,000 and, exclusive of 
dividends, is not in excess of the personal exemption of $1,500 (and 
the credit for dependents in the case of a resident of Canada or 
Mexico), an exemption certificate, Form 1002, may be executed and 
filed with the withholding agent, if any part of such gross income is 
derived from interest upon bands or similar obligations of a corpo- 
ration, whether or not such bonds or obligations contain a tax-free 
covenen t. 

Tile withholding agent, upon receipt of the exemption certificates, 
Form 1002, should make proper record thereof on the retained copies 
of Form 1012 (see article 768) nnd forward the exemption certificates 
with a letter of transmittal to the Commissioner of Inlernal Revenue, 
Sorting Section, Washington, D. C., where they will be examined. In  
those cases in which the total income of the bondholder from sources 
within the United States is found to exceed $10,000, or, exclusive of 
dividends, to be in excess of the personal exemption (and the credit 
for dependents in the case of residents of Canada and Mexico), the 
claim on Form 1002 for the benefit of the personal exemption and 
such credit will be disallowed. A letter containing a list of the 
exemption certificates covering the claims disallowed and stating 
the reason for 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 lwsis of the annual re'eLurn 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 forwarded to the collector of internal reve- 
nue as the basis for the acceptance of an amount of tax less than that 
assessed. No portion of t,he tax 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 Form 1013 less the 
amount of tax to be abated as shown by the letter to the withholding 
agent must be paid to the collector on or before June 15. Where 
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F o m  1002 are received after the tax has been paid, the tax shown to 
have been overpaid Rhall be credited or refunded aa provided iu sec- 
tjons 144 ( f )  and 322. 

The exemption certificate, Form 1002, properly executed, should be 
filed with the withholding agent a t  any time after the close of the 
calendar year, but not later than May 1 of the succeeding year. Not- 
withstanding the fact that Form 1002 is filed, ownership certificates 
must be filed as provided in articles 765 and 767. 
ART. ‘765. Ownerahip certiflcatea for bond intereet.-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 having a fiscal agent or a paying agent in the United 
States, when presenting interest coupons for payment shall file an 
ownership certificate for each issue of bonds, showing the name and 
address of the debtor corporation, the name and address of the owner 
of the bonds, a description of the obligations, the amount of interest 
and its due date, the rate a t  which tax 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 composed in whole of nonresident aliens, or a non- 
resident foreign corporation in connection with interest payments 
on such bonds or similar obligations of a domestic or resident 
foreign corporation qualifying under section 119 (a) (1) (B) or of 
a nonresident foreign corporation. In  case of interest on corporate 
bonds or similar obligations not containing a tax-free covenant, 
issued by a domestic or resident foreign corporation, other than a 
corporation qualifying under section 119 (a) (1) (B), ownership cer- 
tificates are required if the owner of such bonds is a nonresident 
alien, a nonresident partnership composed in whole or in part of 
nonresident aliens, or a nonresident foreign corporation. Ownership 
certificates are required in the case of such bonds, whether or not 
containing a tax-free covenant, if the owner is unknown to the with- 
holding agent. Ownership certificates need not be filed in the cam 
of interest paynients on bonds or similar obligations of a State, 
Territory, or any political subdivision thereof, or the District of 
Columbia; or securities issued under the provisions of the Federal 
Farm Loan Act, or under the prorisions of such Act as amended; 
or the obligations of the United States or its possessions. (See sec- 
tion 22 (b) (4) and articles 84-88.) Ownership certificates are not 
required to be filed in connection with interest payments on bonds 
or similar obligations issued by an individual or a partnership, 
whethex or not such obligations contain a tax-free covenant. 
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When intereat coupons detached from corporate bonds are received 

unaccompanied by ownership certificates, unleea the owner of the 
bonds is known to the first bank to which the coupons are presented 
for payment, and the bank is satisfied that the owner is a person who 
is not required to file an ownership certificate, the bank shall require 
of the payea a statement Bhowing the name and address of the person 
from whom the coupons were received by the payee, and alleging 
that the owner of the bonds is unknown to the payee. Such state- 
ment shall be forwarded to the Commissioner with the monthly 
return on Form 1012. The bank shall also require the payee to 
prepare a certificate on Form 1001 crossing out “ owner ” and insert- 
ing “ payee ” and entering the amount of the interest on line 3, and 
shall stamp or write across the face of the certificate “Statement 
furnished,” adding the name of the bank. 

Ownership certificates are required in connection with interest pay- 
ments on registered bonds as in the case of coupon bonds, except that 
if ownership certificates are not furnished by the owner of such 
bonds, ownership certificates must be prepared by the withholding 
agent. 

ART. 766. Form of oertifioate for oitirenr or reridents.-For the purpose 
of article 765, Form 1000 shall be used by citizens or residenb of the 
United States (individual or fiduciary), resident partnerships, and 
nonresident partnerships all of the members of which are citizens or 
residents, in connection with interest payments received on bonds con- 
taining a tax-free covenant. If such bonds am issued by a nonresi- 
dent foreign corporation having a fiscal or paying agent in the United 
States, Form lo00 should be modified to show the name and addresEl 
of the fiscal agent or the paying agent in addition to the name and 
address of the debtor corporation. The amount of interest received 
on such bonds shall be entered on line 3 of Form 1000, except that in 
the case of a citizen or resident the interest should be entered on line 2 
if the tax to be withheld is a t  the rate of 1% per cent as provided in 
article 761, or on line 1 if the net income does not exceed the pemnal  
exemption and other credib allowed by section 25. (See article 768.) 

ART. 767. Form of oertifloate for nonresident alienr, nonresident foreign 
oorporatiom, and unknown ownem-For the purpose of article 765, 
Form 1001 shall be used in connection with interwt payments on 
bonds, regardless of whether or not such bonds contain a tax-free 
covenant, ( a )  by nonresident aliens (individual or fiduciary), ( b )  by 
nonresident partnerships composed in whole or in part of nonresident 
aliens, (a )  by nonresident foreign corporations, and (d) where the 
owner is unknown. 
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Am. 768. Beturn and payment of tax withheld-Every withholding 
agent shall make on or before March 15 an annual return on Form 
1018 of the tax withheld from interest on corporate bonds or other 
obligations. This return should be filed with the collector for the 
district in which the withholding agent is located. The withholding 
agent shall also make a monthly return on Form 1012 on or before the 
20th day of the month following that for which the return is made. 
The ownership certificates, Forms 1000 and 1001, must be forwarded 
to the Commissioner with the monthly return. Such of the forms 
as report interest from which the tax is to be withheld should be listed 
on the monthly return. While the forms reporting interest from 
which no tax is to be withheld need not be listed on the return, the 
number of such forms submitted should be entered in the space 
provided. Where Form 1000 is modified to show the name and 
address of a Ascal or paying agent in the United States (sea article 
766), Forms 1012 and 1018 should be likewise modified. 

Every person required to deduct and withhold any tax from income 
other than such bond interest shall make an annual retuni thereof to 
the collector on or before March 15 on Form 1042, showing the amount 
of tax required to be withheld for each nonresident alien (in ividual 

of nonresident aliens, or nonresident foreign corporation to' which 
income other than bond interest was paid during the previous taxable 
year. Form 1042 should be filed with the collector for the district 
in which the withholding agent is located. I n  every case of both 
classes the tax withlield must be paid on or before June 15 of each 
year to the collector. For penalties and additions to the tax attaching 
upon failure to make smh returns or such payment, see sections 146 
and 291 and articles 791 and 1211. 

ART. 769. Ownership certiflcates in the case of fiduciaries and joint 
owners.-When fiduciaries have the control and custody of more than 
one estate or trust, and such estates and trusts have as assets bonds of 
corporations and other securities, a certificate of ownership shall be 
executed for each estate or tmst, regardless of the fact that the 
bonds are of the same issue. When bonds are owned jointly by two 
or more persons, a separate ownership certificate must be executed 
in behalf of each of the owners. 
ART. 770. Return of income from which tax was withheld.-The entire 

amount of the income from which the tax was withheld shall be in- 
cluded in gross income without deduction for such payment of the 
tax. But any tax so withheld shall be credited against the 
total tax as computed in the taxpayer's return. If the tax is paid 
by the recipient of the income or by the withholding agent i t  shall 
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not be recollected from the other, regardless of the original liability 
therefor, and in such event no penalty will be asserted against either 
person for failure to return or pay the tax where no fraud or purpose 
to evade payment is involved. 

SEC. 145. P A Y M E N T  OF CORPORATION I N C O M E  TAX AT 

In the case of foretgn corporations subject to taxation under thIs 
title not engaged in trude or business wlthln the United Btatee and not 
having any oftlce or plnce of busiiiess therefn, there shall be deducted 
and wlthheld at  the Rource In the Rnme manner and upon the aame 
item8 of Income no IR provltled in section 144 a tax equal to 13% per 
centum thereof In resrwt of nll paymeuta of income made before the 
enactment of th1s Act, and equal to 12 per centum thereof in respect of 
all payments of i~it~oinc inude after the enactment of this Act, and such 
tax 8hall kw rc4uriwcl and paIt1 I n  the wine manlier and subject to the 
sanoe condltlools 11% provltlctl 111 tlirlt sectioli : ProvicEcd, That In the cam 
of interest dmcrilbed iu sul~sevtlon ( a )  of that section (relatlng to tax- 
free covenant tmtid.;) the tleilurllon niicl withholding shall be at the rnte 
Rpecifled In such subsection. 

SOURCE. 

ART. 781. Withholding in the case of nonresident foreign corporations.- 
I n  general, with respwt to pnynients to nonresident foreign corpora- 
tions (see article 1319) witliliolding is required of a tax of 2 per cent 
in the case of interest representing income from sources within the 
United States paid upon corporate bonds or other obligations contain- 
ing a tax-free covnnnnt except, that soch withholding is required at  
the rato of 12 per vent if tlie liability assumed by the obligor does not 
exceed 2 per vent of tlie interest. Withholding of a tax of 12 per 
cent  is also rc.qiiired ir1 the case of payments of other fixed or de- 
terminable nnntial or periodical income from sources within the 
United States mrtde after the enactment of the Revenue Act of 1928 
to nonresident fortsign corporations, except (*orprate dividends other 
than dividends distributed by a corporation organized under the 
China Trade Act, 1922, to a nonresident foreign corporation which is 
not a resident of China.. (Sea also section 144 and articles 761-770.) 

As no withholding of tax on bond interest or other income is 
required in the case of a resident foreign corporation (sea article 
1319) the person paying such income should be notified by a letter 
from the corporation that i t  is not subject to the withholding pro- 
visions of the Act. The letter from the corporation shall contain 
the address of its office or place of business in the United States, and 
be signed by an officer of the corporation giving his official title. 
Such lettew of notification shall be immediately forwarded by the 
recipients to the Comrniwioner of Internal Bevenue, Sorting Section, 
Washington, D. C., to be exaiuitied. 
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SEC. 148. PENALTIES. 

(a) Any person required under this title to pay any tax, or rn 
qnired by law or regulations made under authorlty thereof to make a 
return. keep any reeordn, or supply any Information, for the purpoeee 
of the computation, assessment, or collection of any tax Imposed by 
this title. who willfully falls to pay such tax, make such return, keep 
such records, or supply such information, at the tlme or tlmea required 
by law or reguiatlons, shall, In additlon to  other penalties provided 
by law. be gnllty of a misdemeanor and, upon conviction thereof, be 
h e d  not more than $lO.ooO, or lmprlsoned for not more than one year, 
or both, together with the mts of prosecutton. 

’ 
(b)  Any pereon required under this title to collect, account for, and 

pay over any tax imposed by thls title, who wliifuily fails to collect 
or truthfully account for and pny over such tax, and any pereon who 
Willfully attempt8 in any manner to evade or defeat any tax lmpoeed 
by thin title or the payment thereof, shall, In addition to other penalties 
provided by law, be guilty of a felony and, upon conviction thereof, be 
flned not more than $lO,ooO, or imprisoned for not mom than flve years, 
or both, together with the costs of prosecution. 

(c) The term “person” as used in thls section includes M ofecer 
or employee of a corporation or a member or employee of a partnership, 
who as such o53rer. employee. or member Is under a duty to perform 
the act In respect of which the violation occum. 

ART. 791. Penaltier.-The penalties provided for in section 146 
can not be assessed but are enforceable only by suit or prosecution. 
For limitations on prosecutions, Bee the Act of July 5, 1884, 88 

emended by the Revenue Act of 1924 and reenacted without change 
by section 1110 of the Revenue Act of 1926. 

SEC. 147. CLOSING BY COMMISSIONER OF TAXABLE YEAR. 

(a) T u  in jeopardy.-If the Commissioner finds that a trxpager 
deeigne quickly to depart frem the Unlted States or to remov0 his 
property therefrom, or to conceal himeelf or his property therein, 
or to do any other act tendlng to prejudice or to render wholly or 
partly ineffectual proceedings to collect the tax for the taxable year 
then last past or the taxable year then current unleee mch  pm 
ceedings be brought without delay, the Commissioner ahall declare 
the taxable period for such taxpayer immedlntely terminated and 
ahall cause notlce of such finding and declaration to be e v e n  the 
tnxpnyer, together with a demand for immediate payment of the tax 
for the taxable period 80 declared terminated and of the tax for the 
preceding taxable year or 80 much of such tax as is unpaid, whether 
or not the tlme otherwlse allowed by law for  filing return and paying 
the tax has expired; and such taxes shall thereupon become imme- 
diately due and payable. In  any proceeding in court brought to enforce 
payment of tax- made due nnd payable by virtue of the provisions 
of this eectlon the 5ndlng of the Commissioner, made as herein pro- 
vided, whether made after notlce to the taxpayer or not, ahal1,be for 
all purpoaes presumptive evidence of the taxpayer’s deelgn. 
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(b) Beourity for payment.-A taxpayer who ie not in default In 
maklng any return or paying income, war-proflts, or exceepmfl ts  tax 
under any Act of Congrew may furnish to the United States. under 
regulatlons to be prescribed by the Commissioner. with the approval of 
the Secretary, m u r i t y  nppmved by the Commissioner that he d l l  duly 
mnke the return next thereafter required to be filed and pay the t ax  
next thereafter required to be paid. The Cornmissloner may approve 
and accept in llke manner aecurlty for return and payment of taxes 
mnde due and payable by virtue of the provisions of this section, pro- 
vided the taxpayer has paid in full all other Income. war-proflta, or 
excess-proflts taxes due from him under any Act of Congress. 

(a) 8amoexemption from reot1on.-If security is approved and 
accepted pursuant to  the provision8 of this &Ion and such further 
or other sfcurity with respect to the tax or taxes covered thereby 
Is given ae the Commissioner shall from time to  tlme And neceseary 
and require, payment of such taxes shall not be enforced by any 
proceedings under the provielone of this &ion prlar to the explration 
of the tlme otherwise allowed for paying such reepectlve taxee. 

(d) Citircni.--In the case of a citizen of the Unlted States or of a 
posseselon of the Unlted States about to depart from the United States 
the Commlesioner may, at his discretion, waive any or all of the re- 
quirements placed on the taxpayer by this section. 

(e) Departure of alien.-No allen shall depart from the United States 
unless he drat procurw from the collector or agent I n  charge a certifl- 
cnte that he has compiled with all the obligations imposed upon him 
by the Income, war-profits. and excescl-profits tnx laws. 

( f )  Addition to tax.-If n taxpnyer vlolatea or attempt8 to violate 
this Rectlon there #hall, in addition to  ail other penalties, be added a8 
part of the tax 25 per centum of the totnl amount of the t ax  or defi- 
ciency In the tax, together with Interest a t  the rate of 1 per centum a 
month from the t h e  the tax becnme due. 

ART. 801. Termination of the taxable period by Commissioner.--Sec- 
tion 147 provides that in the case of a tnxpayer who designs by 
inimediate departure from the country or otherwise to avoid the pay- 
ment of the tax for the preceding or current taxable year, the Com- 
missioner may, upon evidence satisfactory to him, declare the taxable 
period for such taxpayer immediately terminated and cause h e  
service upon him of a notice and demand for immediate payment of 
the tax for the taxtible period declared terminated, and of tho tax for 
the preceding taxable year, or so much of such tax as is unpaid. I n  
such a case the taxpayer is entitled to the personal exemption and 
credit for dependents, if otherwise allowable under sections 25, 214, 
and 251 (see articles 291-295 and 1061), but such personal exemption 
and credit for dependents shall be reduced proportionately to the 
length of the period for which the return is made. (See section 47 
and article 871.) If suit is necessary to collect a tax made due and 
payable by the provisions of section 147, the Commissioner’s finding 

Art. 801 8 147 
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States having information as to such payments and required to make 
returns In regard thereto by the regulations hereinafter provided for, 
shall render a true and accurate return to the Commissioner, under 
such regulations and in such form and manner and to such extent aa 
may be prewribed by him with the approval of the Secretary, setting 
forth the amount nf such galns, profltv, and Income, and the name and 
address of the recipient of such payment. 

(b) Retarnr regardless of amount of payment.-Such returns may 
be required, regardless of nniouiitq (1) in the case of payments of 
interest upon bonds, mortgages. deeds of trust, or other simllar obli- 
gations of corporations, and (2) In the case of collections of items 
(not payable I n  the llnltecl States) of interest upon the bonds of 
foreign countrlw and intorest upon the honds of and dividends from 
foreign col’porntlons by prnons undertaking a6 a matter of bustnew 
or for profit the collectlon of foreign payment8 of mch Interest or 
dlvldends by means of coupons, checks, or bills of exchange. 

(0) Recipient to furnish name and address.-When necessary to 
make effective the provlslons of this wctlon the name and address 
of the recipient of Income shall be furnished upon demand of the 
person paying the income. 

(a) Obligations of United Etates.-The provisions of this section 
ahall not apply to the payment of Interest on obligations of the Unlted 
States. 

ART. 811.1 Return of information an to  payments of $1,500.-All per- 
sons making pnymcmt tr) anothw person of fixed or determinable 
income of $1,500 or more in any calendar year must render a return 
thereof to the Commissioner for such year on or before March 15 
of the following year, except ns specified in articles 81.3-815. The 
return shall bo made in  each case on Form 1099, accompanied by 
transmittal Form 1096 showing the number of returns filed. The 
street and number where the recipient of the payment lives should 
bo stated, if possible. Where no present address is available, the last 
known post-ofice address must be given. Although to make necessary 
a return of information the income must be fixed or determinable, i t  
need not be annual or periodical. 

ART. 812.’ Return of information an to  payment8 to employees.-The 
names of all employees to whom payments of $1,500 or over a year 
are made, whether such total sum is made up of wages, salaries, com- 
missions, or compensation in any other form, must be reported. (But 
see article 813.) Heads of branch offices and subcontractors employ- 
ing labor, who keep the only complete record of payments therefor, 
Bhould file returns of information in regard to such payments directly 
with the Commissioner. When both main office and branch office 
have adequate records, the return should be filed by the main office. 
(See article 53.) 

(See  article 762.) 

is presumptS* evidence of the taxpayer’s design. A taxpayer who 
is not in default in making the returns or in paying other taxes may 
procure the postponement until the usual time of the payment of 
taxes which are or may be due pursuant to this article by depositing 
with the Commissioner United States bonds of a principal amount 
double the estimated amount of taxes due for the taxable period, or 
by furnishing such other securities as may be approved by the Com- 
missioner. (See section 1126 of the Revenue Act of 1926.) 

Aliens departing from the United States will be required to file 
returns of income on Form 1040 C and to obtain certificates of com- 
pliance with income tax obligations from the collector or revenue 
agent in charge. A certificate of compliance is attached to and made 
a part of Form 1040 C. Aliens, whether resident or nonresident, who 
intend to depart from this country should appear before the collector 
or revenue agent in charge for the district in which they reside and 
satisfy all income tax obligations with respect to income received up 
to and including the calendar month next preceding that of their 
intended departure. Upon payment of such obligations, or upon sat- 
isfactory evidence that no tax is due and payable, the collector or 
revenue agent in charge will issue a certificate of compliance.to the 
applicant. A properly executed certificate of compliance issued, by 
the collector or revenue agent in charge must be presented at the pier. 
Aliens presenting themselves at  the point of departure without such 
certificates of compliance will be examined by internal revenue officers 
a t  that point, and such taxos aa appear to be due and owing will be 
collected. Citizens of the United States or of possessions of the 
United States departing from the United States will not be required 
to procure certificates of compliance or to present any other evidence 
of compliance with income tax obligations. 

I f  a taxpayer violates or attempts to violate the provisions of sec- 
tion 147, there shall, in addition to all other penalties, be added as a 
part of the tax 25 per cent of the tax or deficiency in the tax, together 
with interest a t  the rate of 1 per cent a month from the time the tax 
became due. 

SEC. 148. INFORMATION AT SOURCE. 
(a) Payments of )l,SOO or  more.-All persons, in whatever capacity 

actlng. including lessees or mortgngors of real or personal property, 
flduciuries, and employers, making payment to another pemon, of inter- 
est, rent., salaries, wages, premlunis, annuilieH, compensations, remu- 
nerations, emolumenb, or other Axed or determlnable gains, proflts, and 
income (other than payments described In section 149 ( a )  or l W ) ,  of 
$1,600 or more in any taxable year, or, in the cnse of such payments 
made by the United States, the officer8 or employees of the United 

Art. 801 148 
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ART. 813. CMCO where no return of information required.-Payments 
of the following character, although over $1,500, need not be reported 
in returns of information on Form 1099: 

( a )  Payments of interest on obligations of the United States; 
( b )  Payments by a broker to his customers; 
( c )  Payments of any type made to corporations: 
( d )  Bills paid for merchandise, telegrams, telephone, freight, 

storage, professional services, and similar charges ; 
(e) Payments of rent made to real estate agents (but the agent 

must report payments to tho landlord if the amount paid during the 
year was $1,500 or more to a single person, a partnership, or a 
fiduciary, or $3,500 or more to a married person) ; 

( f )  Payments made by branches of business houses located in 
foreign countries to alien employees scrving in foreign countries; 
(9) Payments made by the United States Government to sailors 

and soldiers and to its civilian employees; 
(h)  Salaries and profits paid or distributed by a partnership to 

the individual partners; and 
(i) Payments of salaries, rents, royalties, interest (except bond 

interest required to be reported on ownership certificates), and 
other fixed or determinable income aggregating less than $3,500 
made to a married individual. 

If the marital status of the payee is unknown to the payor, or if 
the marital status of the payee changed during the taxable year 
(see article 295), the payee will be considered a single person for 
the purpose of filing a return of information on Form low. 

ART. 814. &turn of information an to interest on corporate bonds.- 
I n  the case of payments of interest, regardless af amount, upon 
bonds and similar obligations of corporations, the ownership certifi- 
cates, when duly filed, shall constitute and be treated as returns of 
information. 

ART. 815. &tarn of information M to paymenta to  other than citicenr 
or reridento.-In the case of payments of fired or determinable annual 
or periodical income to nonresident aliens (individual or fiduciary), 
to nonresident partnerships composed in whole or in part of non- 
resident aliens, or to nonresident foreign corporations (see article 
1519). the returns filed by withholding agents on Form 1042 shall 
constitute and be treated as returns of information. (See sections 
144 and 145 and articles 761-770 and 781.) 

ART. 818. Foreign items.-The term “ foreign item,” as used in these 
regulations, means any item of interest upon the bonds of a fmeign 
country or of a nonresident foreign corporation not having a fiscal or 

~ 
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paying agent in the United States, or any item of dividends upon the 
stock of such corporation. 

ART. 817.‘ Return of information M to foreign items.-In the case of 
foreign items, an information return on Form 1099 is required to 
be filed by the bank or collecting agent accepting the items for col- 
lection, if the foreign item is paid to a citizen or resident of the 
United States (individual or fiduciary), or a partnership any mem- 
ber of which is a citizen or resident, and if the amount of the foreign 
items paid in any taxable year to a single person, a partnership, or 
a fiduciary is $1,500 or more, or to a married person is $3,500 or 
more. Such forms accompanied by Form 1096 should be forwarded 
to the Commissioner of Internal Revenue, Sorting Section, Wash- 
ington, D. C., on or before March 15 of each year. (See article 811.) 

ART. 818. Information (UI to actual owner.-When the person re- 
ceiving a payment falling within the provisions of the Act for 
information a t  the source is not the actual owner of the income re- 
ceived, the name and address of the actual owner shall be furnished 
upon demand of the individual, corporation, or partnership paying 
the income, and in default of a compliance with such demand the 
payee becomes liable to the penaltiea provided1 (See section 146.) 
Dividends on stock are prima facie the income of the record owner 
of the stock. Upon receipt of dividends by a record owner, he should 
immediately execute Form 1087 to disclose the name and address of 
the actual owner. Form 1087 should be filed with the Commissioner 
of Internal Revenue, Sorting Section, Washington, D. C. Unlem 
such a disclosure is made, the record owner will be held liable for any 
tax based upon such dividends. 

The filing of Form 1087 is not required (a) where stocks are 
registered in the name of a nominee for a fiduciary required to file 
a return on Form 1041 in which the dividends from such stocks are 
reported, and (6) where they are owned by a nonresident alien and 
are registered in the name of a nominee designated by a bank or trust 
company which is required to file returns of income for such non- 
resident alieh. 

(See article 831.) 

SRC. 149. INFORMATION B Y  CORPORATIONS. 

(a) Dividend paymenti.-Every vorporntlon subject to the tax im- 
posed by this title ehall, when reyulred by the Commissioner, render 
a correct return, duly verltled under oath, of its payments of divldends, 
stntlng the name and address of each shareholder, the number of shares 
owned by him. and the amount of dlvidends pnid to him. 

(b) Prodti of taxable year deolared a i  dividend#.-There shall be 
Included In the return or appended thereto a statement of such facts as 
wlll enable the Commlmioner to determine the portion of the earnlnga 

Art. 818 9 149 
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or profits of the corporation (including gains, profits and Income not 
taxed) accumulated during the taxable yenr for which the return is 
made, which have been distributed or ordered to be distributed. 
respectively, to i ts  shareholders during such year. 

( 0 )  Accumulated gains and profits.-When requested by the Commis- 
sioner, or any collector, every corporation shall forward to him a 
correct statement of accumulated gains and proflts and the names and 
addresses of the Individuals or shareholders who would be entitled to 
the same if divided or dlatributed, and of the amounts that  would be , 

payable to each. 

ART. 831.1Eetllrn of information as to payments of dividends.- 
When directed by the Commissioner, either specially or by general 
regulation, every domestic or resident foreign corporation and every 
nonresident foreign corporation (see article 1319) having a fiscal 
or paying agent in the United States shall render returns on Forms 
1096 and 1099 of its paymenta of dividends and distributions to 
shareholders for such period as may be specified, stating the name 
and address of each shareholder, the number and class of sharer, 
owned by him, the date and amount of each dividend paid him, and 
when the surplus out of which it was paid was accumulated. Returns 
of information (Forms 1096 and 1099) should be forwarded to, 
the Commissioner of Internal Revenue, Sorting Section, Washing- 
ton, D. C. 

SEC. 150. RETURNS OF BROKERS. 
Every penron doing b w h w  as  a broker shall, when required by 

the CommiRsloner, render n correct return duly verified under onth, 
under such rules m d  regulations as the UommissImer, with .the a p  
provni of the Becretarg, may prescribe, showing the names of customers 
for whom RUCh person hns transacted a n y  business, with such details 
a s  tQ the profits, loeses, or other information whfch the Commlsaioner 
may require, 8s to each of such customers, ns wtll enable the Cam- 
missloner to determlne whether all income tax ilnp on profits or gnins 
of such cnstomerH has heen paid. 

ART. 841. Return of information by brokcre.-When directed by the 
Commissioner, either specially or by general regulation, every person 
doing business as a broker shall ivnder a return on Form 1100, show- 
ing the names and addresses of customers to whom payments were 
made or for whom business was transacted during the cakndar gear 
or other specified period next preceding, and giving the other 
information called for by the form. 

SEC. 151. COLLECTION OF FOREIGN ITEMS. 
All persons undertaking aR n matter of business or for profit the 

collection of foreign pnymenta of interest or dividends by means of 
coupons. checks, or  hills of exchange ahall obtain a license from the 
Cemrniesloner and shall be subject to such regulations enabling the 

1 ~ e e  T. 1)s. 4277 and 1306. pp. 663-384. 
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Government to obtain the information required under this title as the 
Uommissioner, with the approval of the Secretary, shall prescribe; and 
'whoever knowingly undertakes to collect such payments without 
having obtalned a license therefor, or without complying with such 
regulations, shall be guilty of a misdemeanor and shall be fined not 
more than $6,000 or imprisoned for not more than one year, or both. 

h. 851. License to collect foreign items.-Banks or agents collect- 
ing foreign items, as defined in article 816, and required by article 
817 to make returns of informatibn with respect thereto; must ob- 
tain a license from the Commissioner to engam in such business. 
Application Form 1017 for such license may bc procured from col- 
lectors. Any 
person holding a license under the Revenue Act of 1920 or any prior 
Act will not be required to renew such license. 

The license is issued without cost on Form 1010. 

SUPPIEMENT IIF--ESTATEB AND TBUSTS 

SEC. 161. IMPOSITION OF TAX. 
(a) Application of tax.-The taxes Imposed hy thls W l e  upon indi- 

viduals shnil apply to the income of estates or of any kind of property 
held in trust, iiiciuding- 

(1) Income uccumulated in trust for the benefit of unborn or un- 
ascertained persons or persons with contingent interests, and 
income accumulated or held for future distribution under the terms 
of the will or trust;  

(2) Income which I s  to be dlstrlbuted currently by the fiduciary 
to the beneficiaries, and income collected by a guardian of an 
Infant which is to be held or distributed a s  the court may dlrect ; 
(3) Income received by estates of deceased persons during the 

period of administrntlon or settlement of the estate: and 
( 4 )  Income which, In the disrretlon of the flcluciary, mny he 

either distributed to the beneficiaries or accumulated. 
(b) Computation and payment.-The tnx shnll be computed upon the 

net income of the estate or trust, and shall be mid by the fiduciary, 
except an provlded In ~ectlon 106 (reinting to revocubie trusts) and 
sectlon 107 (relating to income for benefit of the grantor). For return 
made by beneficiary, see section 143. 

SEC. 162. NET INCOME. 
The net Income of the estate or trust shall be computed in the 

eame mnnner nnd on the wme hnsh n8 in the cnw of an  individual, 
except that- 

( a )  Thcre shall be allowed ne a deducllon (In lieu of the deduction 
for charitable, etc., contributiona nuthorfzed by section 23 ( n ) )  nny 
part of the gross income, without limitation, which pursuant to the 
terms of the will or deed crenting the trust, 1s durlng the taxnble 
gear pald or permanently set nside for the purpmea and in the 
mnnner apwlfiwl in section 2.3 (n ) .  or is l o  be used ercluslvely for 
religious, charitable, sc*leiitific, Ilternry, or pdricatlonal puqmes, or 
for the prevention of crueky to chlldren or nnimals, or for the estab 

Art. 861 
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Ushmenf acquisltion, maintenance or operation of a public cemetery 
not operated for profit: 

(b) There shall be allowed as an additional deduction In computing 
the net Inrome of the &ate or trust the amount of the income of the 
estate or trust for ita taxable year wblch ie to be dtetrlbuted currently 
by the flduclary to the benefldaries, and the amount of the Income 
collected by a guardlan of an hfant which is to be held or distributed 
n8 the court may direct, but the amount 80 allowed as a deductfon shall 
be Included In computing the net income of the beneflciariee whether 
distributed to them or not. Any amount allowed a8 a deduction under 
this paragraph ahall not be allowed a8 a deductlon under subsection 
(c) of thie &ion in the same or any succeeding taxable year: 

( c )  In the case of income received by estates of deceaeed persona 
dnrlng the perlod of adminlstmtlon or settlement of the &ate, and 
In the m e  of lncnnm whlch, In the discretion of the fldudary, may 
be &her dletrlbuted to the heneflciary or accumulated, there shall 
be allowed as an addltional deductlon in computing the net income of 
the estate or trust the amount of the fncome of the eatate or trust ion 
it8 taxable year which is properly paid or credltcd durlng such year 
to nny legatee, helr, or beneficiary, but the amount so allowed a# a 
deduction shall he Included in c-mputing the net income of the legatee. 
helr, or beneficiary. 

ART. 861. Estates and tmsts.-In general, the income of a trust for 
the taxable year which is to be distributed to the beneficiaries must 
be retufned by and will be taxed to the respective beneficiaries, but 
the income of a trust which is to be accunlulated or held for future 
distribution, whether consisting of ordinary inco e or gain from 

turned by and will be taxed to the trustee. The exception to this 
general rule is with respect to the income of a trust revocable by the 
grantor, and the income of a trust which may be distributed to the 
grantor or used to pay the premiums upon policies of insurance on 
his life, which income, whether or not distributed, must be retuned 
by and will be taxed to the grantor of the trust. (See section 167 
and article 881.) 

See section 143 and articles 741-746 with reference to fiduciary 
returns, and section 24 and articles 281-284 with reference to items 
not deductible. 

ART. 862. Method of oompntation of net inoome and tax.--The Act 
provides thnt the tax computed upon the net income of the estate or 
trust shall be paid by the fiduciary, except as provided in sections 
166 and 167. However, in computing the net 
income of the estate or trust, the following deductions will be allowed. 
either in addition to, or in lieu of (as the case muy be), those specified 
in sections 23,119,213, and 281 in the case of individuals : 

the sale of awets included in the corpus of the t ‘x, S$, must be re- 

(See also article 154.) 

(See article 881.) 

Art.. 862 8 162 
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(1) I f  the terms of the will or of the deed creating the trust direct 

that any part of the gross income of the estate or trust (a) be paid 
or permanently set aside for charitable or other purposes, as specified 
in section 23 (n) , or (b)  be used exclusively for religious, charitable, 
scientific, literary, or educational purposes, or for the prevention 
of cruelty to children or animals, or for the establishment, acquisi- 
tion, maintenance, or operation of a public cemetery not operated 
for profit, such gross income so paid or set aside during the taxable 
year shall be allowed as a deduction in lieu of the deduction author- 
ized by section 23 (n). 

(2) The amount of the income of the estate or trust for its taxable 
year which is to be distributed currently by the fiduciary to the 
beneficiaries, and the nmount of the income collected by a guardian 
of an infant which is to be held or distributed as the court may 
direct, shall be allowed as an additional deduction in computing 
the net income of the estate or trust. The amount 80 allowed as a 
deduction must be included by the beneficiaries in. computing their 
net income, whether distributed to them or not. If the taxable year 
of the beneficiary differs froin that of the estate or trust, the amount 
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 taxable year. The amounts which are allowed 
a~ a deduction under this paragraph shall not be allowed as a de- 
duction under paragraph (3) of this article in any taxable year. 

(3) Income received by the estate of a deceased person during the 
period of administration or settlement 08 the estate, and income of a 
trust which may in the discretion of the fiduciary be either dis- 
tributed to the beneficiary or accumulated, is allowable as an addi- 
tional deduction in computing the net income of the estate or trust 
for its taxoble year to the amount thereof properly paid or credited 
during such year to any legatee, heir, or beneficiary. Any amount 
so allowed as a deduction shall be included by a legatee, heir, or 
beneficiary in compiiting his net income. 

ART. 863. Deoedent’s estate during administration.-The 6L period of 
administration or settlement of tho estate ” is the period required by 
the executor or administrator to perform the ordinary duties per- 
taining to administration, in particular the collection of assets and 
the payment of debts and legacies. It is the time actually required 
for this purpose, whether longer or shorter than the period specified 
in the local statute for the settlement of estates. Where an executor, 
who is also named as trustee, fails to obtain his discharge as executor, 
the period of administration continues up to the time when the duties 
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of adniinistration are complete and he actually assumes his duties as 
trustee, whether pursuant to an order of the court or not. No tax- 
able income is realized from the passage of property to the executor 
or administrator on the death of the decedent, even though it may 
have appreciated in value since the decedent acquired it. But see 
section 44 (d) and article 855. I n  the event of delivery of property 
in kind to a legatee or distributee, no income is realized. Where, 
however, the executor sells property of the estate for mom than its 
value at the death of the decedent, the excess is income, or may be 
capital gain, taxable to the estate. (See article 596.) An allowance 
paid a widow out of the corpus of the estate is not deductible from 
grow income. Where real estate is sold by the devisee or heir thereof, 
whether before or after settlement of the estate, he is taxable indi- 
vidually on any profit derived. 

ART. 864. Inoidenoe of tax on erhte or trurt.-Liability for payment 
of the tax attaches to the person of an executor or administrator up 
to and after his discharge, where prior to distribution and discharge 
he had notice of his tax obligations or failed to exercise due diligence 
in determining whether or not such obligations existed. Tiability for 
the tax also follows the estate itself, and when the estate htw been 
distributed, the heirs, devisees, legatees, and distribubes may be 
required to diecharm the amount of the tax due and unpaid, to the 
extent of eny share received. (See section 811 and article l!Nl.) 
The same considerations apply to other t r u d .  Where the tax has 
been paid on the net income of an estate or trust by the fiduciary, the 
net income on which the tax is paid is free from tax when distributed 
to the beneficiaries. 

SEC. 163. CREDITS AGAINST NET INCOME. 
(a) Credit1 of estate or trust.-For the purpoee of the normal tax 

the estate or truat ahall he allowed the same pemna l  exemptlon an la 
allowed to a slngle person under sectfon !26 (c), and, If no part  of the 
Income of the estate or tNRt Ie included In computing the net I n m e  of 
any legatee. heir, or henefldary, then ln addltlon the mme credits 
agalnHt net, income for dlvldends and Interest 88 are allowed by sectloo 
!25 (a) nnd (h) .  

(b) Credit1 of bcnedclary.--If any part  of the income of nn estate 
or trust is Included In mmputlng the net lncome of any legatee, helr, or 
beneficiary, such legatee, helr, or beneflclary shall, for the purpme of 
the normal tax, be allowed as credlts agalnet net lncome, In addltlnn to 
the meclltR allowed to hlm under sectlon 26. hle proportlonnte share of 
such amount8 of dlvldends and intmwt speclfled In section 26 (a) and 
(h )  as am, under thls Supplement, required to he Included ln’cnmput- 
ing hls net income. b y  remalnlng partlon of such amounts speclfled 
In w t l o n  25 (a)  and (b) &all, for the purpoee of the normal tax, 
he allowed as credlte to the estate or trust. 

Art. 864 
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ART. 8’71. Credits to eatate, h a t ,  or benefioiary.-((a) An eatate or a 
trust is allowed the same credits against net income as are single 
persons, including a personal exemption of $1,600 but no credit for 
dependents. 

(6) If no part of the income of thn  estate or trust is included in 
computing tlie net incmmo of any legatee, heir, or beneficiary, the 
estate or tNst shall IN allowed the credits provided in section 25 
(a) and (b), in respect of certain dividends, and of interest upon 
certain obligations of tho IJnited States. 

(c) If any pnrk of the income of the estate or trust is included 
in computing the net income of any legatee, heir, or beneficiary, he is 
allowed for the purpose of the normal tax, in addition to his in- 
dividual credits, the pn)portionate share of such dividends specifled 
in section 25 (a) and article 291 and of such 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 and interest will be allowbd as a credit for 
the purpose of the normal tax to the estate or truRt. Where the 
amount of tho diviclcnds and interest specified in section 26 (a) and 
(b) is in ex- of the net income of the a t e  or trust, the propor- 
tionato share of such dividendR and interest which each beneficiary 
is required to include in computing his net income and for which he 
is allowed a credit for normal h x  purposes is an amount equal to his 
distributive share of tho net income of the estate or trust. Each 
beneficiary is entitled t n  but. one personal exemption, no matter from 
how many trusts he may receive income. (See section $26 and articles 
2Ql-295.) 

SEC. 164. DIFFERENT TAXABLE YEARS. 
If  the trxrble year of n hencflclnr,v IH dlfferent from that of the 

eetote or trwt, the amount which he Is requlwd, under section 182 (b) ,  
to Include In computing Iiie net income, shall be based upon the In- 
come of the entnte or trunl for any taxable pear of the estate or trust 
ending within hiw taxable yenr. 

SEC. 165. EMPLOYEES TRUSTS. 
A trust crented by nn emplo,ver a8 a part of a stock bonus, penelon, 

or profltshttrinl! plan for the excllislve benefit of some or all of hle 
employees, to whlch contrlbotlons nre made by such employer, or em- 
ployees, or both. for the iiurpnne of dlRtrIhutlng to such employees the 
enmlncu and prlndpal of the fund nmunulated by the trust In accord- 
nnCe wlth such plna, rrhnll not be taxable nnder section 161, but the 
amnunt contributed to ruch fund by the employer and all enrnlngs nf 
eiirh fund rhnJ1 I& taxed to the dl8trihatt.e In the year In whlch dla- 
trlbuted or mnde avallnble to hlm. But-h dletributeee shall for the 
purpose of the normal tax be allowed as credlte againat net income such 
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plrt of the amount so distributed or made available as repreaentn the 
items of dfvldenda and interest specifled in section 25 (a)  and (b). 

SEC. 166. REVOCABLE TRUSTS. 
m e r e  the grantor of a trust has, at nny time durlng the taxable 

year, either alone or in conjunction wlth any person not a beneflciary 
of the tnst, the power to revest in himself title to any part of the 
corpus of the truRt, then the income of such pnrt of the trust for such 
tariihle r e a r  shall be Included in computlng the net income of the 
grantor. 
SEC. 167. INCOME FOR BENEFIT OF GRANTOR. 

Where any part  of the income of n trust  may, in the discretlon of the 
grantor of the truRt, either alone or In conjunction with any person 
not a beneflciary of the trust, be distributed to tbe grnntor or be held 
or arcumulated for future dlstribution to hIm, or where any part of 
the income of a trust is or may be applied to the pnyment of Iiremluma 
upon polfries of insurance on the life of the mantor (exrept pollcles of 
Insurance irrevocably payable for the purposes nnd in the manner sped- 
fled In section 23 ( n ) ,  relatlrlg to the so-called “charltnble contrlbu- 
tion ” deduction), such part of the Income of the trust shall be included 
in computing the net income of the grantor 

Am. 881. Inaome of trusts taxable to  grantor.--In the case of certain 
trusts which are in whole or in part subject to revocation by the 
grantor, or which are for the benefit of the grantor, the income of 
the trust is to be included in computing the net income of the grantor. 
The income of such trusts must be so included, whether or not the 
trust was created before the enactment of the Revenue Act of 1928. 
The cases in which the income of the trust is to be included, in whole 
or in part, in computing the net inwme of the grantor are as followR: 

(1) Where the grantor of the trust has, a t  any time during the 
taxable year, either alone or in conjunction with a person not a 
beneficiary of the trust, the power to revest in himsclf title to any 
part of the corpus of the trust, the income of such part of t,he trust 
for that taxable year shall be included in computing the net income 
of the grantor. The grantor shall include in his income the entire 
grow income of such part of the trust, and shall be entitled to  suah 
deductions with reference to such income as he would have been en- 
titled to if the trust had not been created. Where the grantor re- 
linquishes during the taxable year his power to revest in himself 
title to the corpus of the trust, the income of the trust shall be taxable 
to the grantor only for the period during which he had such power. 

(2) Where any part of the income of the trust may, in the discre- 
tion of the grantor of the trust, either alone or in conjunction with 
any person not a beneficiary of the trust, be distributed to the grantor 
or be held or accumulated for future distribution to him; and 
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(8) Where any part, of the income of the trust is or may be ap- 

plied to the payment of premiums upon policies of insurance on the 
life of the grantor, other than policies irrevocably payable for the 
purposes and in the manner specified in section 23 (n), such part of 
the income of the trust shall be included in computing the net income 
of the grantor. 

The term “beneficiary ” as used in this article includes any person 
entitled to an interest in the income or the principal of a trust, but 
does not include one having merely a nominal interest in the income 
or principal. 

SUPPLEMENTAL PROVISIONS 

SEC. 168. CAPITAL NET GAINS AND LOSSES. 
I n  the case of a n  e s t n b  or trust, or of a benefldary of an estate or 

trust, the proper wrt of each &are of the net income which con- 
slats, respectively, of ordlriary net income. capital net gain, or capital 
net loss, shnll be determined under rules and regulations to  be pre- 
scribed by the Commfssloner with the approval of the Secretary, and 
shall be separately shown in the return of the estate or trust, and 
shall be taxed to the heneflrlary or to the estate or trbst as provided 
In this Supplement, but at the rates and in the manner provided In 
section 101 (a) and (b) ,  Felatlng to capitill net galns nnd losses. 

ART. 891. Capital net gains and losses in the amc of estates ma 
trustr.-Estates or trusts, or the beneficiaries thereof, may elect to be 
taxed as provided in section 101 with respect to any capital net 
gain. Where the net income of an estate or trust consists in whole 
or in part of capital net gain, there shall be attached to the return 
(upon the request of any beneficiary, or without such request, a t  the 
election of the fiduciary of an estate) a statement showing- 

(1) All items of capital gain, capital loss, and capital deductions, 
as nrovided in article 502, and 

( 2 )  The names of the beneficiaries and the amounts of their 
respective shares in such capital net gain or capital net loss. 

SEC. 169. NET LOSSES. 
The beneflt of the ~ l n l  dedumlon for net losses allowed hy section 

117 shall be allowcid to n n estrite or truvt undw rep;ulntions prescribed 
by the Commissioner with the npprovtll of the Srcretnry. 

SEC. 170. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of income, war-proflifi. nnd excess-proflts taxes Impofled 
by foreign countries or possexsionx of the United States fihall be 
allowed as credit against the tax of the benefldary of an estate or 
trust  to the extent provided in section 131. 

OF UNITED STATES. 

BUI’I’I.EMENT F---PAILI”ERRHIPS 

SEC. 181. PARTNERSHIP NOT TAXABLE. 

income tax only in their indtvidunl capacity. 
Individuals cnrrylng on buslncsu in pnrtnership shall be liable for 
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SEC. 182. T A X  OF PARTNERS.  

(a) General rule.-There shall be included in computing the net ln- 
come of each pcrrtner his distributive share, whether distributed or not, 
of the net income of the partnrrship for the taxa1)le yenr. If the tax- 
able year of a partner Is different from tha t  of the partnerRhip, the 
amount RO Included Rhnll he hased upon the income of the pnrtiiership 
fo r  any taxable year of the pnrlnership endiirg wilhln his taxnbie year. 

(a) Partnerahip year embracing calendar yearn with different 1awa.- 
If a tlsral year of a pnrtnernhiir begins in  one calendar year antl ends 
in another calendnr year, and the law applicahle to the second calendnr 
year is different from the law applictihle to the  flrqt cnleiidar yenr, then 

(1) the rnte8 for the calendar yenr during which sutn fiscal 
yenr begins shall apply to  an  amount of each paTtner's share of 
nuch partnership net income (determined under the law applicable 
to such calendnr year) equal to the proportloll wiikb the part of 
Rurh fiwnl yenr falling within such calendar year bears to the 
full fiscal yenr, and 

(2) the rate8 for the calendar year during which such fl~ml 
year ends shall apply to an  amount of earh partner's Rhnw of 
such partnership net' income (cletermlned under the law nppli- 
crtl)le to  HUch calendar year) equal to the propnrtlon which the 
part of such ASCHI yenr Calling wlthlii Ruch ralendar year hears 
to the Cull flscal year. 

In  such cam the pnrt of Ruch income euhject to the rntes in effect for 
the mcist r w w t  aileilclar yritr shall be nt1tlt.d to the  ether Income of the 
tarpltycr RubJect to such rnlex antl the nxlultirig ninount Rhall be plnc'ed 
in the 1owc.r hrnckets of the ratp schedule npplic.ahle to  Hut.li yenr. 
and the pnrt of such Inrome suhiect to the raten in effect for the next 
p r w l l n g  mlentlar yfwr shall he placed I n  the next higher brackets Of 
the  ra te  schedule applictihle to such ymr. 

SEC. 183. C O M P U T A T I O N  OF P A R T N E R S H I P  INCOME.  

The net income of the p i r t ~ ~ e m h i p  #hall he computed in the Rame 
mnnnw and on the Rame basis n s  in the CRM of an  individual, except 
that  the so-rallcd '' chnrltahie cnntrihutlon " dedurtlon Iwovided in 
section !23 ( n )  shrill not be tilloned. 

ART. 901. Partnerships.-Partnerships as such are not subject to 
taxation under the Act, but are required to make returns of income. 
(See section 189 and articles 941 and 942.) Individuals carrying 
on business in partnership are, however, taxable upon their dis- 
trihutive shares of the net income of such partnership, whether 
distributed or not, and are required to include such distributive 
phares in their returns. The net income of the partnership shall be 
computkd in the same manner and on the mme basis as the net 
income of an inctiviclual, except that the deduction of contributions 
or gifts ifi not permitted, as these are allowuble deductions, subject 
to the limitntions provided by section 28 (n),  to the respectrive part- 
ners in their individual returns. (See sections 22-24 and 4 1 4 7  and 
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the articles thereunder.) I n  the case of a partnership closely related 
to other trades or businemes, see section 45. 
ART. 902. Diitribntive shares of partners.-The distributive share 

of the net income of the partnership which a partner is required to 
include in his return is his pfoportionate share of the net income of 
the partnership, either- 

(a) For the taxable year upon the basis of which the partner's 
net income is computed, or 

(b)  If the ptirtner's net income is computed upon the basis of a 
taxablo year different from that upon the basis of which the net 
income of the partnership is computed, for the taxable year of the 
partnership ending within the taxable year upon the basis of which 
the partner's net income is computed. 

Amounts earned and distributed to a pa&ner by a partnership 
after the end of its taxable year and before the end of his corre- 
sponding taxublc year should bo accounted for both by the partner- 
ship and by the partner in their returns .for their next succeeding 
tuxable years. Whero the result of pnrtnership operation is a net 
loss, the loss will be divisible by the partners in the same proportion 
as net income would have been divisible (or, if the partnership 
agreement provides for the division of a loss in a manner different 
from the division of a gain, in the manner so provided), and may 
be taken by the individurtl partners in their returns of income. 
ART. 903. Taxation of partners in partnership with isoal year ending 

in 1928.--If the fiscal yeiir of II partnersliip began in the calendar 
year 1927 and ended in the calendar year 1928, tho method of com- 
puting the taxes of the partners is as follows: 

( a )  The amount of each partner's distributive share of the net in- 
come of the partnership for such fiscal year attributable to the 
calendar year 1927 is foiind by determining the net income of the 
partnership for its entire fiscal year in aceordance with the law appli- 
cable to the calendar year 1927 (Title I1 of the Revenue Act of 
1926) und the distributive share thereof of each partner, and then 
taking such proporthn of that distributive share as the part of the 
tiixuble period falling within the calendar year 1927 bears to the 
entire taxable period. 
(6) The amount of each partner's distributive share of tho net 

income of the partnership for such fiscal year attribut,able to tho 
calendar year 192R is foiind by determining the net incoms of the 
partnership for its entire fiscal year in accordance with the law 
applicable to the calmdar year 1928 and the distributivo share 
thereof of each partner, and then taking swh  proportion of that 
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distributive share as the part of the taxable period fallicg within the 
calendar year 1928 bears to the entire taxable period. 

The tax upon the amount of each partner’s distributive share at- 
tributable to the calendar year 1927 shall be determined at  the rates 
applicable to that year under the Revenue Act of 1926, and the tax 
upon such share attributable to the calendar year 1928 shall be deter- 
mined a t  the rates prescribed in the Revenue Act of 1928. The 
distributive share of the partner which is subject to the rates in 
effect for 1928 shall be added to the partner’s other income which is 
subject to such rates, and the resulting amount shall be placeB in the 
lower brackets of the rate schedule applicable to 1928. The ,dis- 
tributive share of the partner subject to the rates in effect in 1927 
ehall be placed in the next higher brackets of the rate schedule 
applicable to 1927. 

SEC. 184. C R E D I T S  AGAINST N E T  INCOME. 

The partner .%hall, for the purpose of the normnl tax, be allowed 9s 
a credit against his net income, In addition to the credits allowed to 
him under section !26, hlR proportionate share of such amounts of divi- 
dends and Inter& speclfled In section 25 ( a )  and ( b )  as nre received 
by the partnershlp. 

ART. 911. Credits allowed partners.-In addition to the credits ordi- 
narily allowed to an individual, a partner is entitled to a credit 
against net income for the purpose of the normal tax only of a pro- 
portionate share of such dividends specified in section 25 (a) and 
article 291 and of such inkrest not entirely exempt from tax upon 
obligations of the United States as are received by the partnership. 
There shall be included in the return of the partnership a statement 
of the amounts of such dividends and interest and the proportionate 
share thereof of each partner. 

SEC. 185. E A R N E D  INCOME.  

In the cam of the members of a partnership the proper part of each 
share of the net Income which eonslsts of earned Income shall be deter- 
mined under rules and regulations to be prescribed by the Commla- 
sioner with the approval of the Secretary and shall be separntely 
shown in the return of the partnership and shall be taxed to the 
member a s  provided In thls Supplement. 

ART. 921. Earned inaome aredit of partners.-The earned income credit 
will be allowed to the members of a partnership with respect to ths 
&hare of the net income belonging to each which consists of ewned 
income, subject however to the limitation provided by section 31 (b). 
There must be included in the return of the partnorship a statement 
showing- 
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(1) The amount of earned income as defined in section 81 and 

article 312, and 
(2) The names of the members and the amounts of their respective 

shares of earned income. (See article 942.) 
SEC. 186. CAPITAL N E T  GAINS AND LOSSES. 

In  the caw of the members of a partnership the proper part of 
each shnre of the riet Inc-om? which consists. respectively, of ordinary 
net Income, capital net gain, or capital net low, shall be determined 
under rules and regulntiona to be prescribed by the Commiwioner 
with the approval of the Secretary, nud shall be separatvly shown 
in the return of the plrtnernhip nnd shall be taxed to the member a8 
provlded in thle Supplement, but at the ratea and in the manner pro- 
vided In aectloir 101 (a )  nnd (b ) ,  relating to capltal net gains and 
losses. 

SUPPLEMENTAL PROVISIONS 

ART. 931. Capital net gains and losses in the an= of partnerships.- 
Members of a partnership may, with respect to any capital net gain, 
elect to be taxed as provided in section 101 (a). Where the net 
income of a partnership consists in whole or in part of capital net 
gain, there shall be attached to the return (upon the request of any 
member) a statement showing- 

(1) All items of capital gain, capital loss, and capital deductions, 
as provided in article 502, and 

(2) The names of the nwmbers and the amounts of their rajpective 
shares in such capital net gain or  capital net loss. 

SEC. 187. N E T  LOSSES. 

The benrflt of the qwcial deduction for net losees allowed by w- 
tlon 117 shall be allowed to the membera of a partnership undvr 
regulatione prernrlbed by the Commissioner wlth the approval of the 
Secretary. 

SEC. 188. T A X E S  OF FOREIGN C O U N T R I E S  A N D  POSSESSIONS 

The nmount of Income. war-profits, rnd  excess-proflta tares ImpoRed 
by foreign countries or poRsesalona of the Unlted States shnll Le 
allowed nR a credit against the tn r  of the member of a portnership to 
the extent provided In section 131. 

O F  U N I T E D  STATES. 

SEC. 189. P A R T N E R S H I P  RETURNS. 

Every partnership ~l inl l  innkr n return for ench taxable year, stating 
apclficfl11y the items nf i t R  gross iiicomcl nnd the deductions allowed by 
t h h  title, and shrill Include in the return the iinmes and addresks of 
the lndivlduals who woulcl be entitlwl to shnre in the net Income if 
distributed aild the rmount of the distributlve shflre of each Individual. 
The return shall he sworn to by any one of the partnem. 

Art. 931 , Q 189 
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Am. 941. Partnership return.-Every partnership must make a 
return of income, regardless of the amount of its net income. The 
return shall be on Form 1065 and shsll be sworn to by one of the 
partners. Such return shall be made for the taxable year of the 
partnership, that is, for its annual accounting period (fiscal year or 
calendar year, as the case may be), irrespective of the taxable years 
of the partners. (See sections 182 and 183 and articles 901-903.) If 
the partnership makes any change in its accounting period, i t  shall 
make its return in accordance with the provisions of section 47 and 
article 371. 

ART. 942. Content8 of partneraEp retum.--THe return of a partner- 
ship shall state specifically- 

(a )  The items of its gross income enumerated in Flection 22; 
( 6 )  The deductions enumerated in sections 23 and 213, other than 

the deduction provided in sections 23 (n) and 213 (c) ; 
(c) The amounts specified in section 25 (a) and (b) received by 

the partnership ; 
(d) The amount of any income, war-profits, and excess-profits 

taxes of the partnership paid during the taxable year to a foreign 
country or to any possession of the United States, and the atnount of 
any such taxes accrued but not paid during the taxable year; 

(e) The names and addresses of the individuals who would be 
entitled to share in the net income of the partnership if distributed; 

( f )  The amount of the distributive share of such net income of 
each such individual; 

@) The part of such share of the net income which consists of 
earned income; and 

(h) Such other facts as are required by Form 1065. 

(See also article 744.) 

SIJPPLBMWYT O-INSURARCBl C O Y Y A N m  

SEC. 201. TAX ON LIFE INSURANCE COMPANIES. 

(a) Definition.-When used in thls title the term ‘‘ life insurance com- 
pany ” means an insurance company engaged In (he business of Issuing 
life insurance and annulty contracts (Including contrncta of combhed 
life, health, and accldent insurance), the reserve fundo of whlch he:d 
for the fulfillment of such contracts comprlse more than 50 per wntum 
of its t o h l  reserve funda. 

(b) Bate of tax.-In lieu of the tax imposed by section 13, there shall 
be levled, collected. and pald for each taxable year upon the net income 
d every life insurance company a t a r  as follows : 

(1) I n  the case of a domestic life insurance company, 12 per 

(2) In the case of a foreign llfe Insurance company, 12 per 
centum of its net income; 

centum of I t s  net Income from sources within the United States. 

~ r t .  9451 g a01 

ART. 951. W e  inanranoe companies.-Life insurance companies, as 
defined in section 201 (a), are subject to the tax imposed by section 
201 (b), in lieu of the tax imposed by section 13. The rate for 1928 
and for subsequent years is 12 per cent, and the net income upon 
which the tax is imposed differs from the net income of other corpo- 
rations. Insurance companies are entitled to the benefit of section 
117 (net losses) but not of section 101 (capital gains and losses). 
All provisions of the Act and of these regulations not inconsistent 
with the specific provisions of sections 201-203 are applicable to the 
assessment and collection of this tax, and life insurance companies 
are subject to the same penalties as are provided in the case of 
returns and payment of income tax by other corporations. I n  de- 
termining whether an insurance company is a “ life insurance com- 
pany ” as defined in section 201, no reserve shall be regarded as held 
for the fulfillment of life insurance and annuity contracts unless the 
company is entitled to (t deduction from gross income on account 
thereof under the provisions of section 203 (a) (2) and article 971. 
As to foreign companies, see section 203 (c) and article 977. 

SEC. 202. GROSS INCOME OF LIFE INSURANCE COMPANIES. 

( a )  In the case of a life insurance company the term “grosi in- 
come ” menns the gross amount of lncome received during the taxable 
year from interest, dividends, and rents. 

(b) The term ‘‘ rwerve funds requlred by law ” includen, in the cam 
of assessment Insurance, sums actunlly deposited by any company or 
aPsocirtion with State or Terrltorial omcers pursunnt to law as  guar- 
anty or reserve funds, nnd any funds maintained under the charter 
or articles of Incorporation of the company or aesociation excluslvely 
for the pnyment of cialms arlslnp under certiflcntes of memhership 
or  pollcles Issued upon the assessment plan and not subject to any 
other we. 

ART. 961. Gross income of life inanrance companie8.-Gross income in 
the case of life insurance companies means the gross amount of 
income received from intorest, dividends, and rentti, and comprises 
items 25-34 of the income page of the annual statement for life insur- 
ance companies (edition of 1920) adopted by the National Convention 
of Insurance Commissioners and items 23-30 of the income pago of 
the annual statement for miscellaneous stock companies if any other 
branches of the insurance business are conducted by the company: 
except that the rental value of the space occupied by the company 
in its own building or buildings if included in gross income shall be 
determined according to the provisions of section 203 (b) and 
article 976. As to “ reserve funds required by law,” see article 971. 

Art. 961 Q 202 
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SEC. 203. NET INCOME OF LIFE INSURANCE COMPANIES. 

(a) General rule.-In the case of a Hie Insurance company the term 

(1) TAX-FBEm InmrsT.-The amount of Interest recelved dur- 
lng the taxable year which under sectlon 22 (h) la exempt from 
taxatlon nnder thIs tltle; 

(2) RBSEUVM maos.-An amount equal to the excess. If any, over 
the deductlon speclfled In paragraph (1) of thls subsectlon, of 4 
per centum of the mean of the reserve funds requtred by law and 
held at the begfnnlng and end of the taxable year, plus (In case of 
llfe Insurance companles Issulng pollcles coverlng Ilfe. health, and 
accldent Imurance comblned In one policy issued on the weekly 
premlum payment plan, continuing for life and not subject to 
cancellation) 4 per centum of the meen of such reserve funds (not 
xvqulred by law) held at the beginning and end of the taxable 
year, a8 the Commlssloner flnda to be neceeeary for the protec- 
tlon of the holders of such policles only; 

(3) Dmwnne.-The amount received as dividends (A) &om a 
domestic corporetlon other than a corporatfon entitled to the bene- 
fits of eectlon 251, and other than a corporatlon organized nnder the 
Chlna Trade Act, 1922, or (B)  from any forelgn corporation when 
It is shown to the eatlsfaction of the CommIssloner that more than 
50 per centum of the grosR Income of such forelgn corporatlon for 
the three-year perlod endlng With the close of its taxable year 
precedlng the declaratlon of such dIvIdends (or for  such pert of 
such perlod aR the forelgn corporatlon hnR been In existence) was 
derlved from sources wlthln the UnIted States as determined under 
sectlon 119; 
(4) Rmmm mu DIvIDWDS-An amount equal to 2 per centum 

of any sums held at the end of the taxable year as a reserve 
for dividends (other than dlvidends payable during the year fol- 
lowing the taxable year) the payment of whlch Is deferred for a 
period of not leas than flve geare from the date of the policy 
contract; 
(6) I ~ V T S T M ~ T  n~msgs.--Investment expensee pald durlng 

the taxable year: Provided, That  if  any general expensea are In 
part aecllgned to or Inclnded In the Investment expenses, the total 
deductlon under thls paragraph shall not exceed one-fourth of 
1 per centum of the book value of the mean of the mvested aasete 
held at the beglnnlng and end of the taxable year ; 

(6) RML mmm IcIpmsm.-Taxes and other expenses paId 
dQrIng the taxable year exclusively upon or wIth respect to the 
real estate owned by the company, not Including taxes assesRed 
agalnst local beneflts of a klnd tending to Increase the value of 
the property assessed, nnd not Including any amount pald out for 
new buildlngs, or for permanent improvements or betterments 
made to incream the value of any property. The deductton allowed 
by thIs paragraph ahall be allowed in the rase of taxes Imposed 
upon a shareholder of a company upon hIe Interest as shareholder, 
which are pald by the company without reimbursement from the 

net income '' means the gross income l&s- 
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shareholder, but in mch crms no deductlon shall be allowed the 
shareholder for the amount of such taxes; 

(7) DIDPEECIATION.--A rcaaonable nllownnce for the exhaustion, 
wear and tenr of properly, Illcludlng n reasonable nllownnce for 
obsolescence ; 

(8) INTERF~T.-AI~ interest p l d  or accrued wlthln the taxable 
year on Its Indebtedness, except on Indebtednem Incurred or 
continned to purchase or carry obllgatIolls or securllies (other 
than obllgntlons OP the Unlted States Issued after September 24, 
1917. and originally subscribed for by the taxpnyer) the interest 
upon which is wholly exempt from taxatlon under thIs title; and 

(9) S~mrmo EnnnmoN.-In the case of a domestlc life Insur- 
ance company, the net Income of whlch (computed without the 
benefit of thls parngraph) is $25,000 or less, the sum of $3,ooO; 
hut If the net Income Is more than $2G,OOO the tax imposed by 
sectlon 201 Rlrall not exceed the tax which would be payable t i  
the $3,OOO credit were allowed, plus the amount of tho net Incnme 
In excess of $25,000. 

(a) Eental value of real estate.-No deduction shnll be made under 
subswtlon ( a )  (6) and (7 )  of thIs section on account of any real 
estate owned and occupled In whole or In part by a life Insurance 
company unless there Iw Included In the return of gross Income the 
rentnl value of the space so occupied. Siieh rentnl value shall be not 
lrws than 11 sum whlch I n  nddltlon to any rents recelved from other 
tenants shall provide a net income (after deducting taxes. depredation. 
and all other erpenseH) at  the rate of 4 per centum per annum of the 
book value u t  the tmd of the trrxnble year of the real estate so owiied 
or occupled. 

( a )  Borelgn life lnraranoe aompantea.-In the came of n foreign Hie 
Insurance compnny the amount of Its net Income for any taxable year 
from sources wlthlu the United StnteR shnll be the same proportlon of 
I t s  net lncume for the taxuble year from sources wlthln and wlthout 
the United States, which the i-serve funds required by law and held 
by I t  at the end of the taxable year upon business transacted wltbln 
the United States Is of the reserve funds held by it at the end of the 
taxable year upon all buslness trnnsacted. 

ART. 971. Tax-exempt interest and reserve fonds.-Under paragraphs 
(1) and (2) of section 203 (a) ,  life insurance companies are entitled 
to deduct from gross income : 

(1) Interest which is exempted in the case of other taxpayers 
by section 22 (b) (4) and articles 84-88; and 

(2) Four per cent of the mean of the reserve funds held a t  the 
boginning and end of the taxable year, without any abatement on 
account of tax-exempt interest. (See decision of United States Su- 
preme Court in the case of National Life Insurance Co. v. IJnited 
Shtes  (277 1J. S., 608).) The reserve deduction is  based upon the 
reserves required by cxpiws strtiitoi-y provisions or by the rules and 
regnhtions of the State insurance departments when promulgicted in 
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the exercise of a power conferred by statute; but such reserves do 
not include assets required to be lield for the ordinary running ex- 
penses of the business nor do they include the-reserve or net value of 
risks reinsured in other solvent companies to the extent of the 
reinsurance. 

I n  the case of life insurance companies issuing policies covering 
life, health, and accident insurapce combined in one policy issued 
on the weekly premium payment plan, continuing for life and not 
subject to cancellation, it is required that reserves thereon be based 
upon recognized tables of experience covering disability benefita of 
the kind contained in policies issued by this particular class of com- 
panies. Reserves maintained to provide for the ordinary running 
expenses of a business, definite in amount, and which must be cur- 
rently paid by every compnny from its income if its business is to 
continue, such as taxes, salaries, reinsurance, and unpaid brokerage 
will not be considered. A company is permitted to make use of the 
highest aggregate reserve called for by any State in which it trans- 
acts business, but the reserve must have been actually held as shown 
by the annual statement. Generally speaking, the following will be 
considered reserves as contemplated by the law: Items 7-11 of 
the liability page of the annual statement for life insurance com- 
panies, and items 16-19 and 26 of the liability page of the annual 
statement for miscellaneous stock companies, if a life insurance com- 
pany is also transacting other kinds of insurance business. If other 
reserves are claimed, sufficient information must be filed with the 
return to enable the Commissioner to determine the validity of the 
claim. Reference should be made to the item in which the reserve 
appears in the annual statement and to the State statute or insurance 
department ruling requiring that such reserves be held. Only reserves 
which are so required, which are peculiar to insurance companies, and 
which are dependent upon interest earnings for their maintenance 
will be considered. 

ART. 972. Re8erve for deferred dividends.--The deduction for deferred 
dividends under section 203 (a) (4) will be based upon item 37 of 
the liability page of the annual statemcnt for life insurance companies 
but shall not include any dividend payable during the year imme- 
diately following the taxable year. 

ART. 973. Investment expensea.-If any general expenses are in part 
assigned to or included in the investment expen.ses, .the total invest- 
ment expenses (other than taxes and expenses with respect to real 
estate) allowable as a deduction shall not exceed one-quarter of 1 
Der cant of the mean of the book value of ,the invested assets held a t  
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the beginning and end of the taxable year. I f  there be no allocation 
of general expenses to investment expenses, the deduction may consist 
of investment expenses actually paid during the taxable year, in 
which caw an itemized schedule of such expenses must be appended 
to the return. The invested nssets are i t em 1-6, item 9, and items 
10 and 11 (if interest-bearing assets) of the asset page of the annual 
statement for life insurance companies, and items 14, item 7, and 
items 27-30 (if interest-bearing assets) of the asset page of the annual 
statement for miscellaneous stock companies. If the method used 
by any conipany in ascertaining the investment expenseg where there 
is any allocation of general expenses shall be changed so that a 
greater deduction is claimed, the company shall file with its return 
information sufficient to enable the Commissioner to determine the 
validity of the claim. The maximum allowance of one-quarter. of 1 
per cent will not be granted unless i t  is shown to the satisfaction of 
the Commissioner that such allowance i.s justified. 

ART. 974. Taxes and expenses with rcspeot to real estate.-The de- 
duction for taxes and expenses under section 203 (a)  (6) comprises 
items 31 and 32 of the disbursement page of the annual statement 
for life insurance companies and items 34 and 35 of the disbursement 
page of the annual statement for miscellaneous stock companies, 
except as noted below, and any sum included in any other item repre- 
senting taxes imposed upon a shareholder of the company upon his 
interest as shareholder which is paid by the company without reini- 
bursement from the shareholder. No deduction shall be allowed, how- 
ever, for taxes and expenses (and depreciation) upon any real estate 
owned and occupied in whole or in part by the company except as 
provided in article 976. Taxes shall not include assessments against 
local benefits of a kind tending to increase the value of the property 
assessed, and expenses shall not include any amount paid out for 
buildings or for permanent improvements and betterments made 
to increase the value of any property owned by the c'ompany. 
ART. 975. Other deduotion~~,-( 1) The dedliction allowed by section 

208 (a) (3) for dividends received from other corporations is 
identical with the deduotion allowed other corporations by section 

(2) The deduction allowed by wt ion  203 (a) (7) for deprecia- 
tion is identical with that allowed other corporations by section 23 
(k). (See articles 201-210.) 
(3) The deduction allowed by section 203 (a) (8) for interest on 

indebtedness is the same as that allowed other corporations by section 
23 (b) (see article 141), but this deduction includes item 18 of 

23 (PI. 

Art. 978 , 
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the disbursement page of the annual statement of life insurance com- 
panies to the extent that interest on dividends held on deposit and 
surrendered during the taxable year is included therein. Dividends 
left with the company to accnmulata a t  interest are a debt. and not 
a reserve liability. 

(4) The deduction of $3,000 allowed domestic life insurance com- 
panies with net income of $25,000 or less by section 203 (a) (9) is 
identical with the specific credit allowed other corporations by section 
26, and there is the same equalizing provision in the case of incomes 
slightly in excess of $25,000. (See article 801.) 
ART. 976. Home omce properties.-No deduction shall be made for 

any taxes, expenses, or depreciation on account of any real estate 
owned and occupied in whole or in part by a life insurance company 
unless there is included in the return of gross income the rental 
value of the space so occupied. Such rental value shall not be less 
than a sum which in addition to any rents received from other tenants 
shall provide a net income (after deducting taxes, depreciation, and 
other expenses) a t  the rate of 4 per cent per annum of the book 
value at  the end of the taxable year of the real estate so owned and 
occupied. For example, if the book value of a parcel of real estate 
owned and occupied in whole or in part by the company is $ l , O O O , O ~ ,  
the rents received from other tenants $W,OOO, taxes and expensea 
!§4O,OOO, and depreciation $20,000, the company would have to include 
in its gross income a sum not less than $70,000 ($4O,OOO taxes and 
expenses, plus $20,000 depreciation, minus $30,000 rents from tenants, 
plus 4 per cent of $l,O00,OOO) as the rental value of the space m u -  
pied by i t  in order to avail itself of the deductions of $40,000 and 
$20,000. In  any case the rents received from other tanants must be 
included in gross income. 
ART. 977. Foreign life insurance companies.-Foreign life insurance 

companies holding reserve funds upon business transacted within the 
United States are taxed under section 201 (b) (2) upon their net 
income from sources within the United States. All business trans- 
acted by a United States branch or agency of a foreign life insurance 
company, for which a reserve fund is required by the laws of any 
State or Territory of the United States or of the Dist,rict of Columbia, 
will be regarded as business transacted yithin the United States. 
-4 foreign life insurance company not doing an insurance business 
within the United States and holding no reserve funds upon business 
transacted within the United States, but which derives income from 
Rources within the United States as defined in section 119 (see articles 
671-684) is subject to the tax imposed by section la, upon income 
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(See sections 231- derived from sources within the United States. 
288 and articlea 1101-1121.) 

SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR 
MUTUAL. 

(a) ImpoiItIon of tax.-In lieu of the tnx Imposed by section 13 of 
thIs title, there shall be levied, collwted, and paid for each taxable year 
upon the net income of every insurance company (other than a life or 
mutual Insurance company) a tax a s  follows: 

(1) In the case of such n domestic Insurance company, 12 per 
centum of Its net income; 

(2) In the case of such a forelgn insurance company, 12 per 
Centum of its net income from source8 wIthIn the UiiIted States. 

(b) Definition of inoome, eto.-In the cnse of an insurnnce company 

(1) GROSS mCnME.-" 0 6 8  inrome" means the sum of ( A )  the 
comhlned gross amount earned durlng the taxable year, from in- 
vestment income and from underwriting Income as  provided In 
this suhsertlon, computed on the basts of the undt-rwritlnp; and 
investment rxiilbit of the annunl statement approved by the Na- 
tional Conventlon of Insurance Commtssioners, and (B) gain 
durlng the taxable year from the sale or other disposltlon of 
property ; 

(2) Ner INCOMEI-"N~~ Income" means the gross lacome as d e  
flned In paragraph (1) of this subed lon  lese the deductions allowed 
by subsertlon (c) of this section; 
(3) INVE~TMCNT I N O O Y ~ - - "  Investment Inmme" means the gross 

amount of income earned during the taxable year from interest, 
dividends, and rents, computed as follows : 

To all inter&, dividends and rents m i v e d  durlng the taxable 
year, add interest, dlvldends and rents due nnd accrued at the end 
of the taxable year, and dedurt all Interest. dividends and rents due 
and accrued at the end of the preceding tnxable year;  

(4 )  UNDGRWRIRN~ X N ~ M ~ + - ' '  Underwdtlnp: Income" means the 
premium8 earned on Insuunnc- contracts durlng the taxable year 
les8 losse8 Incurred and expenses Incurred; 
(6) P a ~ v r u r r s  ~ ~ ~ ~ ~ ~ . - " P r e m i u m e  earned 011 insurance con- 

tracts during the tnxahie year'' means an amount cmplted as 

From the amount of grow premiums wrItten on Insurance con- 
tra& durfng the taxable year, deduct return premiums end pre- 
miums paId for reinsurance. To the result 80 obtained add un- 
earned premiums on outstanding business at the end of the preced- 
ing taxable year and deduct unearned premiums ou outstanding 
bueinetm a t  the end of the taxable year: 
(6) Loesn, ~~(ouaan~.-" Lotmu incurred" meens loesee incurred 

during the taxable year 011 Iiimmnce contracts, computed as 

To losses paid during the ttlxnble year, add salvage and reinsur- 
ance recoverable outstanding at the end of the preetrdhg taxable 

subject to the tax imposed by this section- 

m o w s  : 

m o w s  : 
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yenr, and deduct selvage and relnsurance recoverable outstanding 
at  the end of the taxable year. To the m u l t  80 obtalned add all 
unpald losses outstanding at the end of the taxable year and d- 
duct unpaid losses outstanding at the end of the preceding taxable 
year ; 

(7) EXPENS&% r N ~ ~ - " E x p e n s e r s  inrurred" means all ex- 
penww diown on the aiinual Rtatement approved hy t h c -  Natlonal 
Convention vf Insurance Oommltwioners, and Rhnll he computed as 

To all expenses paid during the tnxnble year add expenees un- 
pnld nt the end of the taxable yenr and deduct expenses nn- 
pald a t  the end of the prewdlng taxnhle ymr. For the purpose 
of romputlng t h e  net income Rubject to the tax l m ~ ~ m e d  by thls 
section there shall be deduvtd from expensea Incurred ns de6ned 
in thin p r n m p h  all e x p e n m  Incurred whlch a m  not allowed an 
deductlons by suhfiection (c) of thls sectlon. 

( a )  Deduc)ions allowed.-In computing the net income of an lnsur- 
ance cornpiny subject to the tax Imposed by thls sectlon there shall be 
allowed as deductions : 

(1) All ordlnnry and nwessaw expenses Incurred, as provided 
In sectlon 23 (a )  ; 

(2 )  All interest a8 provlded In section 23 ( b )  ; 
(3) Taxes as provided In section 23 (c) ; 
(4 )  Losaes incurred no cleflned In nubsection ( b )  ( 8 )  of thls 

sectlon ; 
(5) Lo~aes sustained during the taxn1)le year from the  sale or 

other dlaposltlon of property ; 
(6) Bad debts In the  nature of agency hnlnnces nnd hllle re- 

wlvnhle awertalned to be Worthless and rharged o@ wlthln the 
taxable year ; 

(7)  The amount recelved as dividends from corporations ns pro- 
vided In nec.tloll 28 (p) ; 

( 8 )  The amount of Interest eataed duriiig the tnxnble gear 
which under &Ion 22 (b) (4) Is exempt from taxation under thls 
title, and the amount Oi luterest allowed a s  a credit under 
sectlon 28; 

(9) A reasonable allowance for the exhaustion, wear and tear of 
property, as provided I n  section 28 (k) ; 
(10) In the case of such n domcstlc lnsurnnce company, the net 

Income of which (computed wlthout the benefit of thls paragraph) 
is $!?5,OOO or leas, the sum of $3,OOO; but If the net Income Is more 
than $25,000 the tax Imposed by this section shall not exceed the 
tax which would be payable If the $3,000 credit were allowed, plus 
the amount of the net income In e x e m  of $25,000. 

(d) Deductions of foreign oorporationr.-In the cnae of n forelgn cor- 
poration the deductions allowed in thls section shall be allowed to the 
extent provided In Supplement I. 

(e) Doable dednotionr.-Nothlng in this section shnll be conatruM 
to permit the same Item to be twice deducted. 

follows : 
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Am. 991. Tax on insurance companies other than life or mutual,-For 
the calendar year 1928 and subsequent years all insurance companies 
(other than life or miitual companies) are subject to the tax imposed 
by section 204. Mntnnl insurance companies (other than life) remain 
subject to the tax imposcd by .section 18. The term " insurance com- 
panies '' as used in this nrticls rtnd in articles 992 and 993 means only 
those companies sul)jact to the tax imposed by section 204. The rate 
of the tax impmed by section 204 is 12 per cent, and the net income 
upon which the tax is imposed, as defined in section 204, differs from 
the net income of other wrporations. Insurance companies are en- 
titled to the benefit of swtion 117 (net losses) but not of section 101 
(capital gains and losses). All provisions of the Act and of these 
regulations not inconsistent with the specific provisions of section 204 
are applicable to the amessment rtnd cdlection of this tax, and in- 
surance companies are subject to the same penalties as provided in 
the case of returns and payment of income tax by other corporations. 
Since section 204 provides that the underwriting and investment 
exhibit of the annual statement approved by the National Conven- 
tion of Insurance Commissioners shall be the basis for computing 
gross income and since the annual statement is rendered on the calen- 
dar year basis, the first returns untlw section 204 will be for the 
taxable year ending December 81, 1928. 

ART. 992. Qrors income of insurance companiei other than life or 
mutual.-Gross incwnie RR clcfitietl in section 204 (b) means the gross 
amount of income earned (luring the taxalde year from interest, divi- 
dends, rents, and premium income, computed on the basis of the 
underwriting and investment exhibit of the annual statement ap- 
proved by the National Convention of Insurance Commiasioners, 
as well as the gain derived from sale or other disposition of prop- 
erty. It does not include increase in liabilities during the year on 
account of reinsurance treatie.., remittances from the home oflice of a 
foreign insurance conipany to the IJnited States branch, borrowed 
money, grow increase due to adjustments in book value of capital 
assets, and preniiiim on capital stock sold. The underwriting and 
investment exhibit is presumed clearly to reflect the true net in- 
come of the company, and in so far as i t  is not inconsistent with 
the provisions of the Act will be recognized and used as a basis 
for that purpose. All items of the exhibit, however, do not re- 
flect an insiirance vampany's income as defined in the Act. By 
reason of the definition of investment income, miscellaneous items 
which are intended to reflect surplus but do not properly enter into 
the computation of income, such as dividends declared, home office 
remittances and receipts, and special deposits, ar0 ignored. Gain or 
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loss from agency balances and bills receivable not admitted as assets 
on the underwriting and investment exhibit will be ignored, except- 
ing only such agency balances and bills receivable as have been 
charged off the books of the company as bad debt8 or, having been 
previously charpd off, are recovered during the taxable year. 

ART. 993. Deductions allowed insurance companies other than life or 
mutual.-The deductions allowable are specified in section 204, and 
include losses sustained from the sale or other disposition of prop- 
erty. The deduction of @,0oO allowed domestic companies with 
net income not exceeding $25,000 is identical with the specific credit 
allowed other corporations by section 26, and there is the same 
equalizing provision in the case of incomes slightly in excess of 
$25,000. (See article 801.) A domestic insurance company is also 
entitled to the credit for income, war-profits, and excess-profits 
taxes paid or *accrued during the taxable year to any foreign (wun- 
try or to any possession of the United States which is allowed other 
domestic corporations by section 181. (See section 206.) Among 
the items which may not be deducted-are income taxes, paid or 
accrued, imposed by the United States and 60 much of the income and 
profits taxes imposed by any foreign country or possession of the 
United States as is allowed as R credit under section 206, taxes 
assessed against local benefits, donations, decrease during the year 
due to adjustments in the book value of capital awts,  decrease in lia- 
bilities during the year on account of reinsurance treaties, dividends 
paid to shareholders, rcmittances to the home office of a foreign 
insurance company by the United States brmich, and borrowed 
money repaid. 

8EC. 205. NET LOSSES.' 
The beneflt of t h e  special deduction for net losses allowed by am- 

tlon 117 shall be allowed to Insurance compnnies subject to the tax 
Imposed by m t l o n  201 or 204, under regulations prescribed by t h e  
Commissioner with the approval of the Secretary. 
SEC. 206. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS 

The amount of income, war-profits, and excess-groflts taxes imposed 
by foreign countrlea or polurwsions of the United States alinll be 
allowed as a credit agalnst the tax of a domestic insurnnce company 
subject to the tax Imposed by section 201 or 204, to the extent provided 
in the case of R domestic corporntion I n  sectlon 181, and In such 
cmeN " net Income " an iisetl In that  section means the net Income a s  
defined i n  this Supplement. 
SEC. 207. COMPUTATION OF GROSS INCOME. 

The g m  income of insurance companies subject to the t a r  im1iosc-d 
Iiy section 201 or 204 RIiall not be determined in the manlier pro1 i t ~ o c ~  
in section 110. 

OF UNITED STATES. 

__. -- 
'Sea T. D. 43W, p. 864. 
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SEC. 208. MUTUAL INSURANCE COMPANIES OTHER THAN LIFE. 
(a) Applioation of title.-Mutual inscwmce companies, other t h n  life 

insurance companies, shall he taxahlr In the Rame manner a8 other 
corporations, except a s  hereinafter provided in this section. 

(b) Ororr income.-Mutual iniirlne insurance companies shall include 
111 gross Income the grow prPmlum8 collected and recelved by them less 
amounts paid for reinsurance. 

ART. 1001. Gross inoome of mutual insurance oompanies other than 
life.-The gross income of mutual insurance companies (other than 
life) consists of their total revenue from the operation of the business 
and of their income from all other sources within the taxable year, 
except as otherwise provided by the Act. Gross income includes 
net premiums (that is, gross premiums less returned premiums on 
policies canceled and premiums on policies not taken), investment 
income, profits from the sale of assets, and all gains, profits, and 
income reported to the State insurance departments, except income 
specifically exempt froiii tax. Premiums received by mutual marine 
insurance companies which are paid out for reinsurance should be 
eliminated from gross income and the payments for reinsurance from 
disbursements. Deposit premiums on perpetual risks received and 
roturned by mutual fire insurance companies should be treated in the 
same manner, as no reserve will be recognized covering liability for 
such deposits. The earnings on such deposits, including such portion, 
if any, of the deposits as is not returned to the policyholders upon 
cancellation of the policies, must be included in the gross income. A 
net decrease in rewrve funds required by law within the taxable year 
must be included in the gross income to the extent that such funds 
are released to the general uses of the company and increase its free 
assets. Any net decrease in reserves shall be added to the gross 
income, unless the company shall show that such decrease resulted 
from the application of re,s~rves to the purposes for which they were 
established. .See articles 1011-1014.) 

(SEC. 208. MUTUAL INSURANCE COMPANIES OTHER THAN 

( 0 )  Dedaotionr.-In addltion to the deductions allowed to corpora- 
tions by Rectlwi 23 thr  followlng deductions to insurance cvmpaniw 
shall also be allowed, unless otherwine allowed- 

LIFE.] 

(1) MUTUAL INSURANCL! COMPANIEB OTHER THAN LIFE INRUB- 

ANCIIG-III the caw of mutual Insurance cwmpnlw other than life 
insurllnce compniw- 

(A) the net addition required by law to be made within the 
tumble year to reserve funds (Including in the case of assess- 
ment insurance cnmparlles the actual depodt of sums with 
State or Terrltorial otacers pursuant to law as additions to 
guarantee or reeerve funds) ; and 
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(n)  the sums other than dividends paid within the taxable 

(2) MnmAr. MARINPI INSURANO~ COMPANIER.-IU the case of 
muturil marine Insurance companlw, In additlon to the deductions 
allowed In paragraph (1) of this subsectitill, unless otherwiw 
niiosed, aniountn repaid to pollcyholderrr 011 nccount of premiums 
previoudy pnltl by them, and interest paid upm such nmouuts 
betwten the ascertainment and the payment thereof ; 

umNm-In the case of mutual insurance romphies (iiicludl~~g 
interinsurers and reciprocal underwriters, but not including mutual 
life or mutual marine insurance companies) requiring their inera- 
bL.m to make premium deposits to provide for lus~ea and e x p c n ~ ~ ,  
the amount of premium deposits returned to thelr policyholders 
and the amount of preniliim depmlts retnincd for the paymmt 
of losses. expenses, and reinsurance reaerves. 

year on policy and annuity contracts. 

(3) MUTUAL INSUBANCll OOMPANIE8 OTHER THAN L I W  AND 

ART. 1011. Deductioncr allowed mutual insurance companies other than 
life imurance companies.-Mutual insurance companies (other than 
life insurance companies) are entitled to the same deductions from 
gross income as other corporations, and also to the deduction of the 
net addition required by law to be made within the taxable year to 
reserve funds and of the sums other than dividends paid within the 
taxable year on policy and annuity contractq. As to life insurance 
companies, see sections 201-203 and articles 951-977. Insurance 
companies, other than mutual and life companies, are entitled 
only to the deductions allowed by section 204 (c) . (See article 993.) 
Mutual insurance companies are not entitled to the deductions 
allowed by section 204 (c), but (except in the case of life insurance 
companies) are entitled to the deductions allowed by mction 23. 
(See articles 1012-1014.) Paid ” includes accrued ” or (‘ incurred ” 
(construed according to the method of accounting upon the basis 
of which the net income is computed) during the taxable yew, but 
does not include any estimate for losses incurred but not reported 
during the taxable year. 
ART. 1012. Required addition to reserve funds of mutual insurance 

companies.-Mutual insurance companies, other than life insurance 
companies, may deduct from gross income the net nddition reqiiired 
by law to be made within the taxable year to reserve funds, including 
in the case of assessment insurance companies the actual deposit of 
sums with State or Territorial officers pursuant to law as additions 
to guarantee or reserve funds. Reserve funds required by law ” 
include not only reserves requircd by express statutory provisions 
but also reserves rcquired by the rules and regulations of S t a h  in- 
surance departments when promulgated in the excrtise of an appro- 
priate power conferred by statute, but do not include assets required 
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to be held for the ordinary running expenses of the business, such as 
taxes, salarie-9, reinsurance, and unpaid brokerage. Only rmervee 
commonly recognized as reserve funds in insurance accounting are 
to be taken into consideration in computing the net addition to re- 
serve funds reqilired by law. In  the case of a fire insurance com- 
pany the only reserve fund c-ornmonly rempized is the “unearned- 
premium ” fund. Cnsiialty companies may deduct losses incurred 
within the taxable year; but unless the net addition to the unpaid 
loss reserve required by law exceeds such losses incurred, no deduc- 
tion for the net addition 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. Mutual hail and mutual cyclone insurance companies 
are entitled to deduct from gross income the net addition which they 
are required to nialte to tlie “ ginrantee siirplus ” fund or similar 
fund. 

ART. 1018. Special deductions allowed mutual marine insurance com- 
panies.-Mutual marine insurance ronipnnies slioitld indilde in gross 
income the gross premiiims collectccl and received by them less 
amounts paid for reinsiiraiice. (See sertion 208 (b) and article 1001.) 
They may deduct fi-oni grosFl income amounts repirid to  policy- 
holders on account of premiums previously paid by them, together 
with the interest actually paid upon such amoiints between the date 
of ascertainment and the date of payment thereof. The remainder 
of the premiums accordingly forms part of the net income of the 
Company, except to the cxtcmt that it is subject to the deductions 
alJowed such insurance coinpanies and other corporations. 

ART. 1014. Special dedactionr allowed mutual insurance companies.- 
Mutual insurance companies (including interinsurers and reciprocal 
underwriters, but not including mutual life and mutual marine in- 
surance companies), which require their members to make premium 
deposits to provide fur losses and expenses, are allowed to deduct 
from gross income the aggregate amount of premium deposits 
returned to their policyholders or retained for the payment of losses, 
expenses, and reinsurance reservea I n  determining the amount of 
premium deposits retained by a mutual fire or mutual casualty 
insurQLnca company for the payment of losses, expenses, and rein- 
surance reserves; i t  will be presumed that losses and expenses have 
been paid out of earnings and profits other than premiums to the 
extent of such earnings and profits. Tf, however, any portion of such 
amount is applied during the taxable year to the payment of losses, 
expenses, or relnsurance reserves, for which a separate allowance is 
taken, then such portion is not deductible; and if any portion of such 
amount for which an ttllowance js taken is subsequently applied to 
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the payment of expenses, losses, or reinsurance reserves, then such 
payment can not be separately deducted. The amount of premium 
deposits retsined for the payment of expenses and losses, and the 
amount of such expenses and losses, may not both he deducted. A 
company which invests part of the premium deposits so retained by 
i t  in interest-bearing securities may nevertheless deduct such part, 
but not the interest received on such securities. A mutual fire insur- 
anw company which has a guaranty capital is taxed jike other mutual 
fire insurance companies. A stock fire insurance company, operated 
on the mutual plan to the extent of paying dividends to certain 
clesses of policyholders, may make a return on the same basis as a 
mutual fire insurance company with respect to its business conducted 
on the mutual plan. 

ART. 1016. Returns of insurance oompanie8.-Insurance companies 
transacting business in the IJnited States or deriving any income 
from sources therein are required to file returns of income. The 
return shnll be on Form 1120, except that  life insurance companies 
shall make return on Form 1120L. As an aid in auditing the 
returns, wherever possible a copy of the report to the State insur- 
ance department should be submitted with the return. Otherwise a 
ropy of Schedule D, part.. 1,3, and 4, of the report should be attached 
to the return, showing the Federal, State, and municipal obligations 
from which the interest omitted from gross income was derived, and 
a copy of the complete report should be furnished as soon as ready 
for filing. 

BUPPLEMENT H-NONRBBIDWT ALIEN INDIVIDUALS 

SEC. 211. NORMAL TAX. 
(a) Oeneral rule.-In the caw of a nonresldent allen lndlvldunl who 

Is not a resident of a contlguous country, the normal tax shall be 6 p r  
centum of the amount of the net Income in excess of the credlts 
ap lns t  net income allowed to such indlvidual. 

(b) Allen: resident in oontlpaour ooantrie:.-In the case'of nu alien 
lndlvldunl resident In a contiguous country, the normal tax shall be 
an amount equal to the sum of the following: 

(1)  1% per centum of the amount by whlcli the part of the 
net inmme attrihutnl)le to wngea salaries, profeRslonal fees, or 
other amounts received a8 compensation for personal servlces 
actually performed In the United Stake, exceeds the personal 
exemption and Credit for dependents; but the aniouut taxable at  
euch 1% per rentum rate shall not exceed $4,000; 

(2) 3 per rehtum of the amount by whlch such part of the net 
Inconre exceeds the sum of ( A )  the personal exemptlon and credlt 
for dependents, plus ( R )  $4,0o0; but the amount taxable at RUCh 
8 per centurn mite shall not exceed $4,OOO; and 
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(8) 5 per centum of the amount of the net Income in excess of 

the sum of ( A )  the amount taxed under paragraphs (1)  and (2) 
of thls twlifwtlorr ~ I U R  (B) the total credlts agnlnst net Income 
allowed to such lncllvidual. 

(a) In lieu of normal tax under seatlon 11.-The tax Imposed by thie 
sectlon shall be 111 lleu of the normal tax imposed by section 11. 

ART. 1021. Normal tax in the cue of nonresident alien individuals.-In 
the case of nonresident alien individuals, residents of countries other 
than Canada and Mexico, the normal tax is 5 per cent of the net 
income in excess of the credits provided in sections 25 and 214, there 
being no reduction in tho rnte upon any part of the net income subject 
to tax. In the case of nonresident alien individuals, residents of Can- 
ada or Mcbxico, the noriiiiil tax is (1) llh per cent of that pnrt of the 
net iricoirie attr ihti i l ik to w i i i I m s n t  i c m  for per.wna1 services uctually 
performed in thth IJiiitc4 Statcns in excess of the personal exemption 
and credit for depentlents, but not in excess of @,oOO; (2) 8 per cent 
of the amount by which such part of the net income exceeds the sum 
of (a) the personal exemption and credit for dependents plus (a) 
$4,000, but the amount taxrrble a t  3 per cent shall not exceed $4,000; 
(3) 5 per cent of the amount of the uet income in excess of the 
amounts tnxed at  1% per cent and 3 per cent plus the total credits 
provided in sections 25 and 214. 

Nonresident alien inclividuals are subject also to the surtax imposed 
by section 12. (See articles 21 and 22.) 

ART. 1022. &Anition.-A '' nonresident alien individual " means an 
individual- 
(a) Whose residence is not within the United States; and 
( 6 )  Who is not a citizen of the United States. 
An alien actually p r w n t  in the United States who is not a mere 

transient or sojourner is a resident of the United S t a b  for pur- 
poses of the income tax. Whether he is a transient or not is deter- 
mined by his intentions with regard to the length and nature of 
hiR stay. A mere flonting intention, indefinite as to time, to return 
to another country is not sufficient to constitute him a transient. 
I f  he lives in the IJnited States and has no definite intention 
as to his stay, he is a rwiclent. One who comw to the United States 
for R definite purpose which in i t s  nature may be promptly accom- 
plished is a transient; but if his purpose is of such a nature that 
an extended stay may be necessary for its accomplishment, and to 
that end the alien makes his home temporarily in the United States, 
he bezomes a resident, though it  ma) be his intention a t  all times 
to return to his domicile abroad when the purpose for which he 
came has been consummated or abandoned. An alien whose stay in 
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the United States is limited to a definite period by the immigration 
laws is not a resident of the United States within the meaning of 
this article. 

ART. 1023. Alien seamen, when to be kegarded an reddenta.-In order 
to determine whether an alien seaman is a resident within the mean- 
ing of the income tax law, i t  is  necessary to  decide whether the pre- 
aumption of nonresidence is overcome by facts showing that he has 
established a residence in the territorial United States, which corl- 
siste of the States, the District of Columbia, and the Territories of 
Hawaii and Alaska, and excludes other places. Residence may be 
established on a vessel regularly engaged in coastwise trade, but tho 
mere fact that a sailor makes his home on a vessel flying the United 
States flag and engaged in foreign trade is not sufficient to establish 
residence in the United States, even though the vwsel, while carry- 
ing on foreign trade, touches at  American ports. An alien seaman 
may acquire an actual residence in the territorial United States 
within the rules laid down in article 1024, although the nature of his 
calling requires him to be absent for a long period. from the place 
where his rddence  is wtablished. An alien seaman may acquire 
such a residence at a sailors’ boarding house or hotel, but such a 
claim should be carefully scrutinized in order to make sure that such 
residence is bona fide. The filing of Form 1078 or taking out first 
citizenship papers is proof of residence in the United S t d m  from 
the time the form is filed or the papers taken out, un les  rebutted by 
other evidence showing an intention to  be a transient. The fact that 
a head tax has been paid on behalf of an alien seaman entering the 
United States is no evidence that he has acquired residence, because 
the head tax is payable unles  the alien who is entering the country 
is merely in transit through the country. 

ART. 1024. Proof of residence of alien.-The following rules of evi- 
dence shall govern in determining whether or not an alien within 
the United States has acquired residence therein within the meaning 
of the Act. An alien, by reason of his aliennge, is presumed to be a 
nonresident alien. Such presumption may be overconie- 

(1) I n  the case of an alien who presents himself for determination of 
tax liability prior to departure for his native country, by (a )  proof 
that the alien, at  least six months prior to the date he so presents 
himself, has filed a declaration of his intention to become a citizen 
of the United States under the naturalization laws, ( 6 )  proof that 
thb alien, a t  least six months prior to the date he so presents himself, 
has filed Form 1078 or its equivalent, or (c) proof’of acts and stste- 
ments of the alien showing a definite intention to acquire residence 
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in the Unitad States or showing that his stay in the United States 
has been of Ruch an extended nature as to constitute him a resident; 

(2) I n  other cases by ( a )  proof that the alien has filed a declara- 
tion of his intention b become a citizen of the United States under 
the naturalization laws, (b)  proof that the alien has filed Form 1078 
or its equivalent, or (c) proof of wts and strttemrnts of an alien 
showing a definite intention to acquire residence in the United States 
or showing that his stay in the United States has been of such an 
extended nature as to constitute him a resident. 

I n  any case in which an alien seeks to overcome the presumption 
of nonresidence under (1) (c) or (2) (c), if the officer who 
examines the alien is in dovbt as to the facts, such officer may, to 
assist him in determining the facts, require an affidavit or affidavits 
setting forth the facts relied upon, executed by some credible person 
or persons, other than the alien and members of his family, who have 
known the alien at least six months prior to the date of execution of 
the affidavit or affidavits. 

ART. 1028. Lass of residenae by alien.-An alien who has acquired 
residence in the United States retains Iris status as a resident until 
he abandons the same and actually departs from the United States. 
An intention to change his residenct, does not change his status as a 
residept alien to that of a nonresident filicn. Thus an alien who has 
acquired a residence in the IJnited States is taxable as a resident for 
the remainder of his stay in the IJnited States. 

ART. 1026. Duty of employer to  determine atatns of alien employee.- 
I f  wages are paid to aliens without withholding the tax, except as 
permitted in article 1072, the employer should be prepared to prove 
the status of the alien as provided in the foregoing articles, An 
employer may rely upon the evidence of residence afforded by the fact 
that an alien has filed Form l(Y18, or an equivalent certificate of the 
alien establishing residence. An employer need not secure Form 
1078 from the alien if he is satisfied that the alien is 11 resident alien. 
An employer who seeks to account for failure to withhold in the 
past, if he had not at  the time secured Form 1078 or ita equivalent, 
is permitted to prove the former status of the alien by any competent 
evidence. The written statement, of the alien employee may ordi- 
narily be relied upon by the employer as proof that the alien is a 
resident of the United Stutes. 

SUPPLEMENTAL PROVISIONS 

SEC. 212. GROSS INCOME. 

(a) General rule.-In the case of a nonresident alien indivldual K ~ o % R  

income lirrludes only the  PUSS income from aourres wlthln the Unlted 
States. 
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(b) Bhipr under foreign nag.-The Income of n nonwldent  allen 
IndlvlduaI which conslsts erclnsively of earning8 derived from the 
operation of a ship or RhIps documented under the lawe of a foreign 
country whlch grants an equlvalent exemptlon to citizens of the United 
States and to corporations organized In the Uulted Nates, shall not 
be Included In grms Income and shall be exempt from tnxatlon under 
this tltle. 

ILRT. 1041. aross income of nonreeident alien individuals.-In the caw 
of nonresident alien individuals “gross income ” means only the 
gross income from sources within the United States, determined under 
the provisions of section 119. (See articles 6714EM.) The items 
of gross income from sources without the United States and there- 
fore not taxable to nonresident aliens are described in section 119 (c) 
and article 677. & to who are nonresident alien individuals, see 
articles 1022-10‘20. 

ART. 1042.’ Exclusion of earninga of foreign &ips from gross income.- 
So much of the income from sources within the United States of a 
nonresident alien individual as consists of earnings derived f rom 
the operation of a ship or ships documented under the laws of a 
fomign country which grants an equivalent exemption to citizens 
of the United States nonresident in such foreign cuuntry and to 
corporations organized in the United States, shall not be included in 
gross income. 

( u )  The following is an incomplete list of the foreign countries 
which either impose no income tax, or, in imposing such tax, exempt 
from taxation so much of the income of a citizen of the United States 
nonresident in such foreign country and of a corporation organized in 
the United States aa consists of earnings derived from the operation 
of a ship or ships documented under the laws of the United States: 
Argentina, Bulgaria, Canada, Denmark, Egypt, France, Germany, 
Great Britain and Northern Ireland, Iceland, Italy, Japan, the 
Netherlands, Norway, Paraguay, Persia, St. Lucia, Siam, Straits 
Sottlements, Sweden, and Venezuela. The exemption accorded to 
Great Britain and Northern Ireland does not extend to the Irish Free 
Stato Lilt is limited to residents of Great I%ritain and Nortliern 
Irrliind, other than citizens of the United Stntes, and to corporations 
orgiinized uiitler and existing by virtue of the laws of the IJnited 
Kingdom. 

(a) The following is an incomplete list of the foreign countries 
which, in imposing an income tax upon the income of citizens of the 
United States nonresident in such countries or of corporations or- 
gnnized in the United States, do not exempt from taxation the earn- 
ings derived from the operation of a ship or ships documente? under 
the laws of the United States: Antigua, Belgium, Biazil, British 

18w? T. J)m. 4260, 4280, nnd 42118, pp. 86b886. 
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Honduras, Costa Rica, Dominica, Fiji, Finland, Greece, Grenada, 
Jnctir, Jamaica, New Zealnnd, Peru, St.. Vincent, Spain, Trinidad, 
nnd ITnion of South Africa. 

So much of the income from sourcas within the United States of a 
nonresident alien individual as consists of earnings derived from 
the operation of a ship or sh ip  documented under the laws of any 
of the countries in the first list is not required to be included in the 
gross income of such nonresident alien individual for the purpose 
of Federal income tax. The income from soiirces within the United 
States of a nonresident alien individual which consists of earnings 
derived from the operation of a, ship or ships documented under the 
laws of any of the countries in the second list irt required to be in- 
cluded in the gross inc-oiiio of such nonresident, alien individual gnd i R  
subject to Fedeid in(-onw tax. If H nonresident alien individual 
receives income from sources within the United States consisting of 
earn ing  derived from the operation of R ship or ships documented 
under the laws of u foreign country which is in neither list, the 
amount SO received mufit be included in gross income unless satis- 
fartory proof is fiirnished either (a) that such foreign country 
imposes no income tax, or (a) if an income tax is imposed that the 
foreign statute granb an equivalent exemption to citizens of the 
United States nonresident in such country and to corporations 
organized in the United States. 

SEC. 213. DEDUCTIONS. 

(a)  Qeneral rule.-In the (‘am of R nonrrsldent nlien lndlvidunl the 
deductlonn HhtIll IF nllowt*d only If anti to the extent thnt they itre 
connected wlth income from sources wlthln the Unlted States; and the 
proper apimrtlonment rind allocciLlon of the deductlons wi€h respect 
to  eources of inrome wlthln and withoult the United States shall be 
deterinliietl RR provldnl In Rtvtloli 110. under ruleR and regulntions 
presc*ritmvl by the CommlRdoner with the HpprovaI of the Secretary. 

(b) LO#=&- 
(1 )  The deduction, for losses not connec9ed wlth the trade or 

tmslnetw If Incurred In tranwnc.tlonn entered Into for proflt. allowed 
by Rectiori 23 (e) (2) ~ h a l i  he allowed whether or not connected 
with Incomr Prom sour(’e8 wltliln the United States, but only If 
the profit, if such lransliction had rmulted in a proflt, would be 
taxnhle under this tltle. 

(2 )  The detluotlori for lo8~ecl of property not connected wlth 
the trade or hualnew If ar idng from certain casunltles or theft, 
allowed hy Rec’ticm 23 (e) ( 8 ) ,  Rhall be allowed wliether or not 
cnnner*ted wlth Incwme from n o u r m  within the IJrilted States. but 
only If the lmfi I s  of property withiti the IJiiltrd States. 

(a) Charitable, eta., oontributlon8.--l’he m-c~i ld I’ clinritable cnn- 
trtbution ” deduction rrllowed by twtlon 25 ( n )  8hrill be allowed whether 
or not connected with inturne from wurcea within the United States, 
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hut only as  to contrlbutlons or gifts mnde to domeRtlc corporatlon! 
or to community ChflstR, fundR, or foundntlons, created In the Unlted 
Stnten, or to the vocatlonal rehahllltatlon fund. 

ART. 1051. Deductions allowed nonrerident alien individuals.-In the 
case of a nonresident alien individual the deductions allowed by 
section 28 for business expenses, interest, taxes, losses in trade, bad 
debb, depreciation, and depletion are allowed only if and to the 
extent that they are connected with income from sources within the 
United States. (See also section 215 and article 1071.) I n  the case of 
such taxpayers, however, (1) losses sustained during the taxable year 
and not compensated for by insurance or otherwise, if incurred in any 
transaction entered into for profit, though not connected with the 
trade or business, are deductible 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 IJnited States; (2) losses 
sustained during the taxnble year of property not connected with the 
trade 07 business if arising from fires, storms, shipwreck, or other 
casualty, or from theft, and if not compensated for by insurance or 
otherwise, aro deductible only if the property was located within the 
United States; and (3) contributions or gifts made within the tax- 
able year are deductible only if made to domestic corporations or to 
community chests, funds, or foundations, created in the United States 
of the t.ype specifird in section 28 (n) and article 261, or to the voca- 
tional reliahilitntion fund, subject, to the limitation provided in 
section 23 (n). 
Losses embraced under clause (2) of the preceding paragraph are 

deductible in full from items of goss income specified as being 
derived in full from sources within the United States, and, if greater 
than the sum of such items, the unabsorbed loss may be deducted 
from the income apportioned to sources within the United States 
under the provisions of urticlo 682. Tlossrs einbramd under clause 
(1) are deductible in full (as provided in article 680 or artkle '681) 
when the profit from the transaction, if it had resulted in a profit, 
would have been taxable in full as income. from soiirces within the 
United States, but, should be dediicted under the provisions of article 
682 when the profit from the transaction, if it had resulted in profit, 
would have been taxable only in part. 

SEC. 214. CREDITS AGAINST NET INCOME. 

In the case of a nonmldent allen indivliiual the perRonnL exeniptloli 
allowed by section 25 (c)  of thls title Rhall ba only )l,MW). The rredlt 
for depenilents allowed by sectlon 26 ( d )  shtill !rot Iw. allowed ln the 
case of a nonresident nllen iriillvldual unle8s he IS a resldmt of 8 

contlguoris country. These credits shall be determined by the statun 
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of the taxpayer on the last dny of the taxable year, except that in 
case of death the rule provided In Nectlon 26 (e)  (3) shall be applled. 

ART. 1061. Credits to nonresident alien individual.-The personal 
exemption allowed as a credit against net income by section'25 (c) 
shall be $1,500 in the case of a nonresident alien individual irrespec- 
tive of marital status. The credit for dependents provided by sec- 
tion 25 (d) ia allowed to nonresident alien individuals only if they 
are residents of Canada or Mexico. The credit for dependents 
shall be determined by the status of the taxpayer a t  the end of the 
taxable year except that in case of death the rule provided in section 
25 (e) (a) shall be applied. 

SEC. 215. ALLOWANCE OF DEDUCTIONS AND CREDITS. 
(a) Return to contain information.-A nonresldent allen lndlvldual 

shall recelve the beneflt of the deductlons and credlts allowed to hlm 
In thls tltle only by flllng or causlng to be flled wlth the collector a true 
and accurate return of hle total Income recelved from all sources ln 
the Unlted States, in the manner prescribed In thls 'tltle; lncludlng 
thereln all the lnformatlon whlch the Commlssloner may deem neces- 
sary for the calculatlon of such deductlons and credits. 

(b) Tax withheld at 8ouroe.-Thc? beneflt of the personal exemptlon 
and credlt for dependenta, and of the reduced rate of tax provlded for 
in eectlon 211 (b) ,  may, In the dlwretion of the Commissioner and 
under regulations pirscrlbed by him wlth the approval of the Secre- 
tary, be recelved by a nonresldcnt allen lndividual entltled thereto, 
by flllng a clalm therefor wlth the wlthholdlng agent. 

ART. 1071. Allowanae of deductions and credits to  nonresident alien 
individuals.-Unless a nonresident alien individual shall file, or cause 
to be filed with the collector, a true and accurate return of income from 
sources within the United States, regardless of amount, the tax 
shall be collected on the basis of the gross income (not the net in- 
come) from sources within the United States. Where a nonresident 
alien has various sovrces of income within the United States, 80 

that from any one Ndurce or from all sources combined the amount 
of income shall call for the assessment of a surtax, and a return of 
income shall not be filed by him or on his behalf, the Commissioner 
will cause a return of income to be made and include therein the in- 
come of such nonresident alien from all sources concerning which 
he has information, and he will assess the tax and collect it from one 
or more of the sources af income of such nonresident alien within 
the United States, without allowance for deductions or credits. The 
benefit of the credits allowed against net income for the purpose of 
the normal tax may be claimed by a nonresident alien only in his 
individual return, except t,hnt the personal exemption (and credit 
for dependents in the case of a resident of Canada or Mexico) 
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may be obtained by filing a claim therefor with the withholding 
agent in accordance with the provisions of articles 784 nnd 1072. 

ART. 1072. Allowance of pemnal exemption to nonresident alien em- 
ployee.-A nonresident alien employee may claim the benefit of the 
personal exemption (sections 25 and 214) by filing with his employer 
Form 1115 duly filled in and executed under oath. If the alien em- 
ployee is a resident of Canada or Mexico, he may also obtain the 
benefit of the credit for dependents '(sections 25 and 214) and tlie 
benefit of the reduced rates of tax (section 211 (b))  by filing Form 
1115 with hie employer. On the filing of such a claim the employer 
shall examine it. If on such examination it appears that the claim 
is'in due form, that it contains no statement which to the knowledge 
of the employer is untrue, that suFh employee on the face of the 
claim is entitled to credit, and that such credit has not yet been ex- 
hausted, such employer need not until such credit is in fact exhausted 
withhold any tax from payments of salary or wages made to such 
employee, Every employer with whom claims on Form 1115 are 
filed by employees shall preserve such claims until the following 
calendar year, and shall then file them, attached to his annual with- 
holding return on Form 1042, with the collector on or before March 
15. I n  case, however, when the following calendar year arrives such 
employer has no withholding to return, he shall forward all such 
claims directly to the Commissioner, with a letter of transmittal, on 
or before March 15. Where any tax is withheld the employer in 
every instance shall show on the pay envelope or shall furnish some 
other memorandum showing the name of the employee, the date, and 
the amount withheld. This article applies only to payments of com- 
pensatiori by an employer to an employee. (See further section 144 
and articles 761-770.) 

SEC. 216. CREDITS AGAINST TAX. 

A nonresldent allen Indlrldual shall not be allowed the credlts 
agalnst the tax for taxerc of forelgn countrlen and posseanlone of the 
United States allowed by section 131. 

SEC. 217. RETURNS. 
In the rase of a nonresident allen lndlvldual the return, in Ilea of 

the tlmo prewrlbed ln sectlon 65 (a)  (l), shall be made on or before 
the Bfteenth day of the slxth month followlng the close of the tlscal 
year, or, if the return In made on the baste of the calendar year. 
thvn on or k f o r p  the fifteenth day of June. 

ART. 1081. Beturn of income of nonresident alien individuals.-h- 
turns in the case of nonresident alien individuals must be made on 
or before the fifteenth day of the sixth month fol.lowing the close 
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of the fiscal year or on or before the 15th day of June, if on the 
basis of the calendar year. A nonresident rlieil individual shall 
make or have made a full and accurate return on Form 1040B 
of his income received from sourcea within the United States, re- 
gardless of amount, unless the tax on such income has been fully 
paid a t  the sour-. The responsible representatives or agents of 
nonresident aliens in connection with any sources of income which 
such nonresident aliens may have within the United States shall 
make a return of the income from such sources, and shaP pay any 
normal tax or surtax aseessed upon the income received by them 
in behalf of their nonresident alien principals, in all c a m  where 
the tax on income RO in their receipt, custody, or control shall not 
have been withheld at the source. T h e  agency appointmeqt, will 
determine how completely the agent is substituted for the prin- 
cipal for tax purposes. A bank or trust company which collects 
interest or dividends on deposited securities of a nonresident alien, 
executes ownership certificates in connection thehwith, and sells 
such securities under special instructions shall not be deemed merely 
by reason of such acts to be the responsible representative or agent 
of the nonresident alien, and shall not be required to make a re- 
turn of the income received by i t  in connection with such deposited 
securities or to pay any tax thereon, except in cases where 
the amount of such income is $1,500 or over, unless specially ap- 
pointed for that purpme or nnlesa by reason of other facts i t  has 
become such responsible repreaentativi, or agent. Where upon filing 
a return of income i t  appears that a nonresident alien is not liable 
for tax, but nevertheless a tax shall have been withheld a t  the source, 
in order to obtain a refund on the basis of the showing made by the 
return there should be attached to it a statement showing accurately 
the amounts of tax withheld, with the-names and post-office addresses 
of all withholding agents. (See article 764.) 

SEC. 218. PAYMENT OF TAX. 

(a) Time of paJmsnt.--In the case of a nonresldent Ellen lndlrMual 
the total amount of tax impoeed by thls tltle shall be pald, in lieu of 
the tlme preecrlbed ln eectlon 66 (a), on the Mteenth day of June 
followlng the close of the calendar year, or, if the return should be 
made on the basis of a fiwal year, then on the fifteenth day of the slxth 
month followlng the close of the Peeel year. 

(a) Withholding at #onroe.-For wlthholdlng at mum of tax on 
lncome of nonresldent nllens, .see sectlon 144. 

ART. 1091. Date on which tax shall be paid by nonresident alien 
individual.-In the case of a nonresident alien individual the tax is 
to be paid on or before the fifteenth day of June following the close 
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of the calendar year, or, where the return is made on the basis o€ a 
fiscal year, on or before the fifteenth day of the sixth month following 
the dose of the fiscal jwr. As to payment of the tax in installments, 
see article 431. 

RUPPLEYFJNT I--B*IBHON OORpo%hTIONS 

SEC. 231. GROSS INCOME. 
( a )  General rule.-In the case of a forelm corporatlon gross Income 

lncludes only the gross lncome from sourcMl wlthln the United States. 
(b) Shlpi under foreign flag.-!I!he income of n PoreiKrt corpnration. 

which conmlstfl exclrr~lvely of esrnlngs derlved from the opratlon of a 
shlp or sI11p~ dc)comented under the laws of a foreign country whlch 

, grants an  equivalent exemption to citizens of the Unlted MtfltCR clnd to 
corporutionn or~?aniv&d in the United Stntes, dial1 not be included in 
gross Income and Rhnll be exempt from taxfltlon under thls title. 

ART. 1101. Gross h o m e  of foreign corporations.-The gross income 
of a foreign corporation, including a mutual insuranw company 
other than a life insurance company, means its gross income from 
e o u m  within the United States, as defined and described in section 
119 and articles 671-684. As to foreign life insurance companies, 
see article 977. 

ART. 1102. Exclusion of earnings of foreign ehipe from gross inoome.- 
A foreign corporation may exclude from gross income under section 
231 (b) so much of its income from sources within the United 
States as consists of earnings derived from the operation of a ship 
or ships documented under the laws of a foreign country, to the same 
extent as nonresident alien individuals as provided in article 1042. 

SEC. 232. DEDUCTIONS. 

In  the rnse of a forelgn corporatlon the deductions shall be allowed 
only lf and to the extent that  they are connected with Income from 
mourcea wlthln the Unlted States;  and the proper apportionment and 
allcwatlon of the dedurtions with respect to sources within and wlthout 
the United States shall be determined as provlded in section 110, under 
rnlen nnd r~gulatlons prescribed by the Commlfwloner with the approval 
of the Secretary. 

ART, 111 1. Deductions allowed foreign corporation8.-Foreign corpo- 
rations are allowed the same deductions from their gross income 
arising from sources within the United States as are allowed to 
domestic corporations to the extent that such deductioris are connected 
with such gross income. The proper apportionnrent and allocation of 
the deductions with respect to sources within and without the United 
States shall be determined as provided in section 119 and articles 
680-684. As to foreign life insurance companies, see article 977. 
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SEC. 233. ALLOWANCE O F  DEDUCTIONS AND CREDITS. 

A forelgn corporatlon shall recelve the beneflt of the deductions and 
credits allowed to it ln this title only by flling or causing to be flied 
with the collector a true and accurflte return of I t s  total income re- 
celved from all Rources in .he United States, in the manner prescribed 
In thls title; inrluil~ng therein all the information whlch the Unmmls- 
sloner may deem necesxary for the cnlculation of such deductlons and 
credits. 

SEC. 234. CREDITS AGAINST TAX. 

Foreign cnrporfltlonR ~ h n l l  not be allowed the crrdlts agalnst the tux 
for tnxes of forricn cwnlric~n anti pRResRions of the United States 
allowed by section 131. 

SEC. 235. RETURNS. 

I n  the case of a forrlgn rorpnrntlon not hflving Any oftice or place ofv 
buslness In the Unlted Pltatea the return, in lieu of the tlme prescribed 
In eectlon 63 ( a )  (l) ,  slirtll be made on or before the flfteenth day of 
the 811th month following the close of the flwnl year, or, lf the return 
1s made on the basis of the cfllenclnr yenr then on or bcfhre the flfteenth 
day of June. If  nny foreign corporation hns no ofece or place of busl- 
nee8 in the Unlted StateR hut ha8 an agent in the United Statea, the 
return shall be mnde by the agent. 

SEC. 236. PAYMENT OF TAX. 
(a) Time of payment.-In the rase of n forelgn corporation the total 

amount of tnx lmpowd by thls title shall be pald, in lieu of the tlme 
prescribed in sectlon lio ( a ) ,  on the fifteenth day of June following the 
close Of the calendar yenr. or, If the return should be made on the basis 
of a flscal year, then on the flfteenth dny of the sixth month followlng 
the clow of the flRcal year. 

(b) Wlthholding nt source.--For Wlthholdlng a t  source of tax on 
income of foreign corliorfltlons, w e  nectlon 144. 

ART. 1121. Date on which tax shall be paid by foreign corporatiom- 
I n  the case of R. foreign corporation the tax is to be paid on or before 
the fifteenth day of June following the close of the calendar year, or, 
where the return is made on tho basis of a fiscal year, on or before the 
fifteenth day of the sixth month following the close of the fiscal year. 
As to payment of the tax in installnlents, see article 431. 

SEC. 237. FOREIGN INSURANCE COMPANIES. 

For special provfslons rrlating to foreign Insurance companies, see 
Supi)lement G. 

SEC. 238. AFFILIATION. 

A foreign corporalion shall not be tlcvnietl to lie nfillnteq with any 
other coqmratlon wlthlu the meaning of eectlon 141 or 142. 
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RVPP-UIDIIT J-POCI8DBSIONS OF THQ UNITP) STA- 

SEC. 251. INCOME FROM SOURCES W I T H I N  POSSESSIONS OF 
U N I T E D  STATES. 

(a) General rale.-In the cnse of cltlaens of the United States or 
domentic corporations, satisfying the foilowlng conditions. gross i n r ! e  
meann only gross income from sources within the Unlted States- 

(1) If RO per centuan or more of the g r m  income of such cltizen 
or domertlc corporatlon (computed without the heneflt of tbls nec- 
tion), for the three-year perlnd lmmedlately preceding the cloee of 
the taxable yeur (or for such part of such period immediately 
preceding the close of such taxable year as may be applicable) 
was derlved from sources within a poanemion of the Unlted Staten; 
and 

(2) If, In the case of such corporation. 50 per centum or more 
of Its gross Income (computed without the benefit of this w t l o n )  
for such period or such pnrt thereof was derlved Crop the active 
conduct of H trade or buslnees wlthln a posseselon of the Unlted 
States; or 
(3) If, in cnae of such cltizen, 60 pet centum or more of hls 

gross income (computed without the benefit of this section) for 
nuch period or such part thereof wan derived from the active 
conduct of a trade or business within a psnension of the United 
States either on his own account or as an employee or agent of 
another. 

(a) Amount8 reoeived in Vnited States.-Notwlthstandlng the provl- 
sions of suhnectlon (a )  there shall be included In grow income all 
amounts recelved by such citizens or corporations wlthln the IJnited 
States, whether derived from sources within or wlthout the United 
States. 

(a) Dednlt1on.-As used In thls eection the term "poaeeenion of the 
United RtatPn" does not include the Vligln Islandn of the United 
States. 

(d) Deduati0118.- 
(1) Citlzenn of the United States entitled to tile benedta of thls 

sectlon Rhali have the flame drductlons an are allowed by Supple 
ment H in the vane of a nonresident allen Indlvldual. 

(2) Domestlc corporatiuns entitled to the benefits of this sectton 
shnli have the name tleductions as a m  allowed by Supplement I in 
the reRe of n foreign corporation. 

( 0 )  Credltr agalnrt net income.- 
(1) C~~xams.--A citizen of the United States entitled to the bene- 

fits of thk  sectJon shall be allowed a personal exemptioa of only 
$l,acW, and shall not be allowed the credit for dependent8 prnvlded 
In section !25 (a ) .  The pemnal exemption shall he determined by 
the status of the taxpayer on the iawt day of the taxable year, ex- 
cept tlint in case of death the rule provided In &ion 26 ( e )  (3) 
shall be applird. 

(2) A domestic corporation entltied to the benefit8 of t h h  see 
tion shall not be allowed the 8peciflc credlt of $3,OOO provided in 
sectlon 28. 
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(1) Allowance of deduotionr and omdltr.4ltlmnn of the Unlted 
States and domcstlc cvwprnIions erilltlrcl lo thr t)cwcflts of thls eecllon 
sholi recelve ltic ticnrflt (If  tlw iletluctlons nnd credits allowed to them 
in thin title only by filitiK or cnuning to be flied with the collector a true 
and accurate rrtiirn of thrlr tottil inc*imc* nreivrd frnm all m u m  
in the IJnited ZIIiile~, In the innnner prwcrltwd lo thls title; Inc*ludlnp 
therdn all the Informtilion which tlic CommlrrRlcincv may deem neeenwry 
for the cnleuintloli nf mwlr cleductlonn und credits. 

(0)  Credits against taL-Persons entltled to the beneflts of thla 
section slinil not h* allowed the d i l e  against the tax for tares of 
fnreign countrlcci and ponnese.lnns of the United States allowed by s e e  
tion 181. 

(h) AmUation.-A cnoriwwatlon entitled to the heneilta of this section 
nhnll not be deemed to he amilnted with any other corpnration wlthln 
the meanlng of wtion  141 or 142. 

ART. 1131. Citirem of the United States and domestio oorporations 
deriving income from nouroes within a poseerrion of the United States.- 
In the case of a citizen of the United States or a donwstic corporation 
satisfying the following conditions, gross income means only gross 
income from Bources within the United S t a b  

(1) I f  80 per cent or more of the p;l.oss income of such citizon or 
domestic corporation (compiitcd without the bonefit of section 251) 
for the three-year period iinrrrediately preceding the close of the tax- 
able year (or for siicli pnrt, of sach period irnmediately preceding the 
close of such taxable year as may be applicable) was derived from 
sourcam within a possession of the United States, and 

(2) If 60 per cent or more of the g m  income of such citizen or 
domestic corporation (computed without the benefit of section 251) 
for such period or such part thereof was derived from the active 
conduct of a trade or business within a possession of the United 
States. I n  the cam of a citizen, the trade or business may be con- 
ducted on his own account or as an employee or agent of another. 

For a determination of the income from soiirces within the United 
States, me section 119 m d  artides 671484. A citizen entitled to 
the benefits of section 251 is required to file with his individual return 
the schedule on Form 1040 E. 

Exampla: On Jrrlg 1, 1928, A, who is a citizen of the United 
States, went to Port0 Rim and established a business there which 
he actively conducted during the remainder of that year. His 
gmsa income from the 1)iisiness chiring such period was $20,000. In  
addition, he madc n profit of $12.000 froin the sale diiring the lntter 
p r t  of IF28 of SOIIIC Porlo Hicwrl real cstate not connrcted with his 
trade or biisinesq. I n  the first six months of 1928 he also derived 
$6,000 gross income from rental property located in tho United States. 
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He derived a like amount of gross income from such property during 
the last six months of 1928. lnasmuch as for the applicable part 
(July 1, 1928, to December 31, 1928) of the three-year period imme- 
diately preceding the close of the taxable year, 80 per cent of A’s 
gross income ($32,000, or 80 per cent of $40,000) was derived from 
sources within a possession of the United States and a,q 50 per cent 
or more of his gross income ($20,000, or 50 per cent of $40,000) for 
such part of the three-year period was derived from the active con- 
duct of a trade or business within a possemion of the United States, 
he is required to report in gross income in his return for 1928 only 
the gross income derived by him from sources within the United 
States ($16,000 from the rental property located in the United 
States). 

ART. 1182. 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 amounts, whether derived from sources 
within or without the United States, which are received by such 
citizens or corporations within the United States. But see section 
116 (a). From the amounts so included in gross income 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 the District 
of Columbia. The term ‘‘ possession of the IJnited States ” RS used 
in section 251, article 1131, and this article includes Porto Riro, the 
Philippine Islands, the Panama Canal Zone, Guam, Tutuila, Wake, 
and Palmyra; i t  does not include the Virgin Islands. 

ART. 1133. Deductions allowed citieens and domestic corporations enti- 
tled to the benelts of section 261.--In the case of a citizen entitled to 
the benefits of section 251, the deductions allowed by section 23 for 
businoss expenses, interest, taxes, losses in trado, bad debts, deprecia- 
tion, and depletion are allowed only if and to the extent that they 
are connected with income from sources within the Unihd States. 
The provisions of article 1051 relating to  the allowance to nonresi- 
dent alien individuals of the deductions provided in paragraphs (2) 
and (3) of section 23 (e) for losses not connected with the trade or 
business are applicable in the case of citizens entitled to the benefits 
of sectiolr 251. The provisions of that article pertaining to the 
allowance to nonresident, alien individuals of deductions for con- 
tributions provided in section 23 (n) ar: also applicable in the case 
of such citizens. Corporations entitled to the benefits of section 251 
are allowed the same deductions from their gross income arising from 
sources within the United States as are allowed to domestic corpora- 

1 
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tions to the extent that such deductions are connected with such gross 
income. The proper apportionment and allocation of the deductions 
with respect to sources within and without the United States shall 
be determined as provided in section 119 and articles 680-684. 

ART. 1134. Allowance of deductions and credits to  citizens and domestic 
corporations entitled to  the benefits of section 251.-lJnless a citizen of 
the United States or a domestic corporntion entitled to the benefits of 
section 251 shall Blo, or cnuse to be filed with the collector, a true 
and accurate return of income from sources within the United States, 
regardless of amount, the tax shall be collected on the basis of the 
gross income (not the net income) from sources within the United 
States. Where such a citizen or corporation has various sources of 
income within the IJnited States so that from any one source or from 
all sources combined the amount of income shall call for the assess- 
ment of a tax, and a return of income shall not be filed by or on 
behalf of the citizen or corporation, the Commissioner will cause a 
return of income to be made and include therein the income of such 
citizen or corporation from all sources concerning which he has 
information, and he will assess the tax and collect i t  from one or 
more of the sources of income of such citizen or corporation within 
the United States without allowance for deductions or credits, 

SUPPLEMENTAL PROVISIONS 

SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any Indlvltluai who Is a cltlzen of any ponsesslon of the United 
States (but not otherwise n clthen of the Unlted States) and who Is 
not a mldent of the United States. shall be subject to taxation under 
thls title only a s  to liicome derived from sourcee withln the Unit@ 
Rtates, and In such case the tax shall be computed and peld In the 
eanie manner and subject to the snme condltlons as  In the -88 
of other persons who are taxable only a s  to income derlved from such 
BOUPceB. 

(b) Nnthlng In thls swtlon Rhall he construed to alter or amend the 
provtslons of the Act entitled “An Act maklng appropriations for the 
naval servlce for the Ascr~l year endlng June SO, 1922, and for other 
purposerh” approved July 12, 1021, relating to the Imposltlon of Income 
taxes ln the Vlrgin Islands of the United States. 

ART. 1141. Status of citizens of United States possession.-A citizen of 
a possession of the United States (except the Virgin Islands),’who 
is not otherwise a citizen or a resident of the Viited States, includ- 
ing only the States, the Territories of Alaska and Hawaii, and the 
District of Columbia, is treated for the purpose of the tax as if he 
were a nonresident alien individual. (See sections 211-218 and 
articles 1021-1091.) His income from sources within the United 
States is subject to withholding. (See section 144 and articles 761- 
770.) The Act referred to in section 252 (b) provides that income 

Art. 1141 Q 262 



290 INCOME TAX REOWLATIONS 

tax laws then or thereafter in force in the United States shall apply 
to the Virgin Islands, but that the taxes shall be paid into the 
treasury of the Virgin Islands. Accordingly, persons are taxed there 
under the provisions of the Revenue Act of 1928. 

i 

SUF'PWEYWT K---CBINA TPdDp AC'T L!)UPORATIOIA 

SEC. 261. CREDIT AGAINST N E T  INCOME. 

(a) Allowance of credit.-For iiie purpose only of the tax impom1 by 
sectlon 13 there shall he allowed. in the case of a corporation organized 
under the China Trade Act, 1922, in addition to the credits provided in 
eection 26, a credit a p l n e t  the net income of ai) amount equal to the 
yroportlon of the net income derived from sources withln Chlna (deter- 
miried in a slmllar manner to that provided in sectlon 119) which the 
par value of the sham% of RtoCk of the cormrntlon owned on the 
last day of the taxahle yenr by (1) mrma realdent In Chlnn, the 
Unlted S t a m  or poseeesione of the United States. and (2) individual 
cltlmns of the United States or Chlna wherever resldent, bears to the  
par value of the whole number of shares of stock of the corporation 
outstanding on such dnte: proVr&ed, That in no case shall the amount 
by which the tax lmposed by sectlon 13 is dimlnlshed by reason of 
such credit exceed the amount of the Rpeclal dividend certified under 
wbaection ( b )  of thle aection 

(b) Opeolal dividend.-Such credlt shall not be allowed unless the 
Secretary of Commerce has  certieed to the Commlssioner- 

(1) The amount which, during the year ending on the date 
axed by law f o r  fillng the return, the corporation ha6 dlstrlbuted 
as a special dividend to or for the beneflt of such persons a8 on the 
last day of the taxable year were resldent in China, the United 
States. or possessions of the United Statea, or *ere individual dtl- 
mns of the United States or China, and owned shares of stock of 
the corporation : 

(2) That such spedal dividend was in addition to all other 
amounts, pagahle or to he payahle to such persons or for their bene- 

I fit, by reason of their inte& in the corporation : and 
(8) That such dlatribntion ha8 been made to or for the benefit of 

wcb persons in proportion to the p r  value of the shares of stock 
of the corporatlm owned by each; except that  if the corporatlon 
has more than one clam of dock, the certificates shall contaln a 
statement that the artlcles of iocorporatloa provlde a method for  
the apportionment of such special dtvtdend among such pemons, 
and that the ammnt  certified ha8 been distributed in accordance 
with the method so provided. 

( 0 )  Ownership of mtook.--For the purpoaea of this section s h a m o f  
stock d a corporatlon shall be consldered to be owned by the pereon 
in whom the equitable right to the income from mch s h a m  1s In good 
faith veeted. 

(d) Definition of China.-As used in thls section the term " Ohlna " 
shall have the mme meanlng as when uaed in the China Trade Act, 
1922. 

\ 
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SEC. 262. CREDITS AGAINST T H E  TAX. 

A coqiorntloii orgnnlzcd under the China Trade Act, 1922, shall 
not be allowed the cwdltn axriiri8t the tax for taxes of foreign coun- 
tries nntl powemions of tliv Ilrlitetl StnLw nllowd by sectlon 131. 

SEC. 263. AFFILIATION.  

A coiporatiori orgiuiizetl untler the Cliiiin Trnde Act, 1022, shall 
not be deemed to br afflliatrd with any other vorporation wlthlu the 
meanlng of section 141 or 142. 

SEC. 264. INCOME O F  SHAREHOLDERS. 

For exclusion of dlrldeiids from gross lric'ome, pee section 116. 

ART. 1151. Income of China Trade Aot 0orporations.-The ihms of 
gross income to le ii ivI i i (1 tv l  in the retarn of a corporation organized 
under the China 'I'riidc A(% ant1 the drductions allowable are the 
same as in the ('IISC of otliw t l o i i i c ~ \ t  i t*  c ~ o r ~ ~ ~ o ~ i i t i o i ~ s .  
ART. 1152. Credits allowed China Trade Act corporations.-In addi- 

tion to the credits a l l o w t d  iintler section 26, tl. China Trade Act 
corporation is, untler cwtain conditions, allowed an additional credit 
for the purpose of conipiiting the tax imposed by section 13. This 
credit is an amount equal to the proportion of the net income derived 
from sources within Chinn (determined in a similar manner to that 
provided in section 110) which the par value of the shares of stock 
of the corporation, owned on the last day of the taxable year by 
(1) persons resident in China, the IJnited States, or possessions 
of the United States, and (2) individual citizens of the United 
States or China wherever resident, bears to the par value of the 
whole number of shares of stock of the corporation outstanding 
on that date. The dwrcaso in tax by reason of such credit must 
not, however, exceed the amount of the special dividend referred 
to in section 261 (b), and is not allowable unless the special divi- 
dend has been ccrtified to the Commissioner by the Secretary of 
Commerce. A China Trade Act corporation is not entitled to the 
credit for taxes paid to foreign countries and possessions of the 
United States allowed tx, domestic corporations under the provisions 
of section 181. 

ART. 1153. Meaning of terms used in connection with China Trade dot 
oorporations.-A China Trade Act corporation is one orgnnized under 
the provisions of the China Trade Act, 1922. 

The term " China " means (1) China, including Manchuria, Tblh t ,  
Mongolia, and any terTitory leased by China to any foreign govern- 
ment, (9) the Crown Colony of Hongkong, and (3) the Province of 
Macao. 
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The term “special dividend” means the amount which during 
the year ending on March 15 succeeding the close of the corporation’s 
taxable year is distributed a special-dividend to or for the benefit 
of such persons as on the last day of the taxable year were resident 
in China, the IJnited States, or possessions of the United States, 
or were individual citizens of the United States or China, and owned 
shares of stock of the corporation. Such special dividend does 
not include any other amounts payable or to be payable to such 
persons or for their benefit by reason of their interest in the cor- 
poration and must be made in proportion to the par value of the 
shares of stock of the corporation owned by each. 

For the purposw of section 261 the shares of stock of a China 
Trade Act corporation are considered to be owned by the person in 
whom the equitable right to the income from such shares is in good 
faith vested. 

A corporation organized under the China Trade Act shall not be 
deemed to be affiliated with any other corporation within the mean- 
ing of sections 141 and 142. (See also section 263.) 
‘‘ Net income derived from sources within China ” is the sum of 

the net income from sources wholly within China and that port.ion 
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 section 119 
and nrticlea 671-684. 

ART. 1154. Withholding by a China !Crade Aot corporation.-Divi- 
dends paid by a China Trade Act corporation to persons other than 
residents of China are subject to both normal tax and surtax. Ac- 
cordingly, tax should be withheld from such dividends when paid 
to persons (other than residents of China) who are (1) nonresident 
alien individuals, (2) nonresident partnerships (see article 1319) 
composed in whole or in part of nonresident aliens, or (3) non- 
resident foreign corporations (see article 1319), unless under section 
119 (a) (2) (A) the dividends are not treated as income from sources 
within the United Statss. In  the case of an individual shareholder 
or partnership, the rate of withholding is 5 per cent, and in the case 
of payments to a corporation after the enactment of the Revenue Act 
of 1928,12 per cent. A Filipino shareholder of a China Trade Act 
corporation, when resident without the United States, is treated as 
a nonresident alien for the purpose of the income tax, and with- 
holding is required from taxable dividends paid to such shareholder. 
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SUPPLEMENT Ir-ASSRBSYEAT AND OLTdlCIION OF DQEICllEX’im 

SRC. 271. DEFINITION OF DEFICIENCY. 

As used in this tltle in reepect of a tnx lmpowd by this title “defi- 
ciency ” mean- 

( a )  The umount by which the tux impo8ed by thls title exceeds 
the amount shown nR the tax hy the tnxpaper upon hiA return: but 
the amount RO mhown on the return shall flrst he increased by the 
amounts previously aweswd (or collected without assessment) a s  a 
deficiency, and decreased by the amounts previously abated, eredlted, 
refunded, or otherwise mpald in resped of euch tnx : or 

(b) If no amount 18 shown as tho tux by the tnxpayer upon his 
return, or if no return Is made by the taxpayer. then the amount by 
which the tax exc&s the amounts previoqsly assessed (or collected 
without assessment) a s  a deficiency: bat such amounts prevlously 
assessed. or collected wlthout asseasment, shall flrst be decreased by 
the amounts previously abated, credited, refunded, or otherwise repaid 
in respect of such tax. 

ART. 1161. Deflaienoy defined.-Section 271 by its definition of the 
word ‘‘ deficiency ” provides a term which will apply to any amount 
of tax determined to be due in respect of the taxable year 1928 or 
subsequent taxable years or periods in excess of the amount of tax 
reported by the taxpayer for such years or periods; or in excess of 
the amount reported by the taxpayer as adjusted by way of prior 
assessments, abatements, credits, refunde, or collections without as- 
sessment. I n  defining the term “ deficiency ” section 271 recognizes 
two classes of cases-one, where the taxpayer makes a return show- 
ing some tax liability; the other, where the taxpayer makes a return 
showing no tax liability, or t he re  the taxpayer fails to make a return. 
Additional tax shown on an “ amended return,” so-called, is a defi- 
ciency within the meaning of the Act. 

When a case is considered for the first time, the deficiency is the 
excess of the amount determined to be the correct amount of the tax 
over the amount shown as the tax by the taxpayer on his return, or, 
if it is a case where no tax was reported by the taxpayer, the de- 
ficiency is the a m o h t  determined to be the correct amount of the 
tax. Subsequent information sometimes discloses that the amount 
previously determined to be the correct amount of the tax is less 
than the correct amount, and that a redetermination of: the tax is 
necessary. I n  such a case the deficiency on redetermination is the 
excess of the amount determined to be the correct amount of the 
tax over the sum of the amount of tax reported by the taxpayer and 
the deficiency assessed in connection with the previous determination. 
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I f  it is a case whem no tax was reported by the taxpayer, the de- 
ficjency is the excess of the amount determined to be the cor& 
amount of the tax over the amount of the deficiency disclosed by the 
previous determination. If the previous determination resulted in a 
credit or refund to the-taxpayer, the deficiency upon the second 
determination is the excess of the amount determined to be the oorred 
amount of the tax over the amount of tax reported by the taxpayer 
decreased by the amount of the credit or refund. 

SEC. 272. PROCEDURE IN GENERAL. 
(a) retition to Board of Tax Appeah-If In thy case of any tarpager. 

the CommlwIoner determines that there Is a deflclency In respect of the 
tax lmpoReci hy thls tltle, the Commlssloner Is authorized to send n ~ m  
of such detldency to the taxpayer by registered mall. Wlthln 60 days 
after such notlce Is mailed (not counting Sunday as the alxtleth day),  
the taxpayer may file a petltlon with the Board of Tax Appeals for a 
redetermination of the dddency.  No assessment of a ddlclency in 
reepect of the tax Imposed by thls tltle and no dlstralnt or proceeding 
in coart for Ita collectbn shall be made, begun, or proeecnted untll such 
notlce hae been malled to the taxpayer, nor until the explratlon of such 
f#)-day perlod, nor, If a petltlon has been flied with the ?oard, untll the 
decision of the Board has become flnal. Notwlthetandlng the provlslons 
of section 8224 of the lbvlsed Statutee the maklng of such asReeament 
or the heglnnlng of such proceeding or dletralnt during the time such 
prohlbltlon Is In force may be enjoined by a proceeding in the proper 
Court. 

For exceptions to the reetrlctlons lmpoeed by thls subsectlon, FNX- 

(1) Suheectlon (d )  of thls section, relatlng to  walvem by the 
taxpayer : 

(2) Subsection ( f )  of thls nectlon, relating to notldcatiwm of 
mathematlcal errom appearing upon the face of the return ; 

( 8 )  W o n  !Z78, relating to jeopardy asnemmenta: 
(4) Electton 274, relating to bankruptcy and recelvershlps ; acd 
(6) Bectlon loo1 of the Revenue Act of la28, as amended, relab 

Ing to awxmment or collection of the amount of the defldency 
determlned by the Board pendlng court review. 

(b) dolleotion of dedolenoy found by Board.-If the taxpnyer fllee a 
petltlon wlth the Board, the entire amount redetermlned nm the defl- 
clency by the dec@Ion of the Board whlch has become flnal shall be 
aaaeeaed and shall be pald upon notice and demand from the collector. 
No part of the amount determined as a deficiency by the Cornmissloner 
but d t ~ l l o w e d  as such bp the deckdon of the Board which has bec0m.y 
final shall be aeeessed or be collected by dlstralnt or by proceeding Id 
court with or wlthout aseessment. 

( 0 )  Failure to dle petition.-If the taxpayer doen not Ble a petition 
with the Board wlthln the tlme prescribed In Bubsectlon (a) of thie 
section. the deflclency, notice of whlch has been mailed to the taxpayer, 
shall be assessed, and shall be pald upon notlce and demand from the 
collector. 

P 
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(d) Waiver of rertrIotlon~.-The taxpayer shall at  any tlme hiive the 
right. by a slgnetl notlce In writing flled wlth the Oommlsaloner, to  
walve the rentrlctlone provlded In mbxectlun (a )  of this sectlon on 
the assessment and coliectlon of the whole or any part  of the deflclency. 

(e) Inoreare of dedolency after notice ma1led.-The Board ehall have 
jurisdlctlon to redetermlne the correct amount of the deflclency even 
If the amount so redetermlned IR grenter than the amount of the defl- 
clency. notlce of which has been mnlletl to the taxpayer, and to deter- 
mine whether any penalty, acldltlonal amount or adtlltlon to the tax 
should be assessed-If clalm therefor 1s asserted by the Commleeloner 
at or before the hearlng or n rehearliig. 

(1) Purther defiolenoy letters restricted.-If the Commlssloner has 
malled to the trixptlyer notlce of a deflclency ns  provlded In subsectlon 
(a) of this section, aiid the taxpayer fllm a petltlon wlth the Board 
wlthln the tlme prescribed In such subsection, the CmmlReloner shall 
have no right to\determlne nny nddltionnl deflclency In mpect of the 
same taxable year, except In the case of frnud, and except as provlded 
in aubaectlon (e )  of this eectlon. relntlng to assertloti of greater defl- 
ciencles before the Board, or in sectlon !273 (c) ,  relating to the maklng 
of jeopardy assessments. If the taxpayer Is notlfled that, on nccount 
of a mathemntlcnl error appearlng upon the face of the return, an 
amount of tax In excess of that Rhown upon the return I s  due, and 
that an asflessment of the tnx hnti been or will be made on the hasis of 
what would have been the correct amount of tax but for the ma the  
matlcal error, such notlce shall not be considered (for the purposes of 
this snbeeetlnn, or of subsection (a) of thls sectlon, prohlbitlng asBeR&. 

ment and collection untll notice of deflclency hna been malled, or of 
eectlon 822 (c).  prohlbltlng credlta or refunds after petltlon to the 
Board of Tax Appeals) iis a notice of a deficiency, and the taxpayer 
shall have no rlght to tlle a petitlon with the Board based on such 
notice, nor shall such aRsehment or collection be prohlblted by the 
provlslons of subflection (a )  of this sectlon. 

(g) JurIrdlotIon over other taxable yearm.-!I'he Board In redeter- 
mining n deflclency In respect of any taxable yenr shall conslder such 
facts with relntlon to the taxes for other taxnble penrs as mny be 
necetwary correctly to redetermine the amount of such deflclency, but 
In 10 dolng shnll hnve no jurlsdlctlon to determlne whether or not 
the tax for any other taxahle year has been overpaid or underpald. 

(h) Final deoldonr of Board. -For the purposes of thls title the date 
on which n declslon of the Ronrd becomes final shall be determlncd 
according to the provl8lons of sectlon lW of the Revenue Act of 1926. 

(I)  Prorating of dedolenoy to 1nstallmentr.-If the taxpnyer hns 
elected to piiy the tax In  Installments and a deflclency has been a& 
aessed, the deflclency shall be prornted to the four installments. Ex- 
cept as provided in sertion 273 (relatlng to jeopardy aasesements), that  
part of the deflclency RO prorated to any Installment the date for 
payment of which has not arrlved, shall be collected at the same tlme 
as and as part of such Installment. That part  of the deflclency RO 

prorated to any fiistnllment the dnte for pnyment of which has arrived, 
shall be pald upon notlce and demand from the collector. 
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(1) Extension of time for payment of dedoienoies.-Where it is shown 
to the Batlsfactton of the OommlsaIoner that the payment of a den- 
ciency’upon the date prescribed for thepyment  thereof wlll result In 
undue hardship to the taxpayer the OommIssioner, with the approval 
of the Secretary (except where the defldency Is due to negllgence, to 
Intentional dlsregard of rules and regulations, or to fraud wlth intent 
to evade tar),  may grant an extension for the payment of such defl- 
dency or any part thereof for a perIod not in exceee of eighteen months, 
and, in exceptlonal c a w ,  for a further period not in exceee of twelve 
months. If au extension is granted, the Commlasloner may requlre 
the taxpayer to furnlsh a bond in such amount, not exceeding double 
the amount of the defldency, and with such sureties, as the Com- 
miseloner deems neceseary, conditioned upon thC payment of the defl- 
dency In accordance with the terms of the extension. 

(k) Address for notioe of deIloienW.-In the absence of notice to the 
Uommissfoner under section 312 (a )  of the existence of a flduclnry 
relationship, notlot of a deflciency In respect of a tax imposed by this 
title, if malled to the taxpayer at hie last known address, shall be sum- 
dent for the purpoeee of this title even if such taxpayer is deceased, 
or Is under a legal dIsabllIty, or, In the case of u corporation, has 
termlnated its exlstence. 

ART. 1171. Arreirment of a de%oienay.-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 1928 (see sections 67 and 271 and 
articles 451 nnd 1161), the Commissioner is authorized to notify 
the taxpayer of the deficiency by registered mail. Within 60 days 
after such notice is mailed, a petition may be filed with the Board 
of Tax Appeals for a redetermination of the deficiency. I n  deter- 
mining such 60-day period, Sunday is not to be counted as the sixtieth 
day. Except as stated in paragraphs (l), (2), (3),  (4), and (5) 
of this article, no assessment of a deficiency in respect of a tax im- 
posed by Title I shall be made until such notice has been mailed to 
the taxpayer, nor until the expiration of such 60-day period, nor, if a 
petition has been filed with the Board, until the decision of the 
Board has become final. As to the date on which a decision of the 
Board becomes final, see section 1005 of the Revenue Act of 1926. 

(1) I f  a taxpayer is notified of an additional amount of tax due on 
account of a mathcmatical 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 sssessment of such additional tax 
prohibited by the provisions of section 272 (a). 

(2) If the Cornmissioner believes that the assessment or collec- 
tion of a deficiency will be jeopardized by delay, such deficiency 
shall be asfiessed immediately, as provided in section 273. (See 
article 1181.) 
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(8) Upon the adjcdication of tmnkruptcy of any taxpayer in any 
bankruptcy proceeding or the nppointtnent of a receiver for any 
taxpayer 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 Commissioner in re- 
spect of the tax shall be assessed imnicdintely, irrespective of the 
provisions of section 272 (a) , if such deficiency has not been assessed 
in accordance with law prior to the adjudication of bankruptcy or 
the appointment of a receiver. (See sections 274 and 298 and articles 
1191 and 1192.) 

(4) (a )  If the Board rendors a 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. I f  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 haa not filed a petition for review within six months after 
the decision of the Board is rendered, or (2) if such petition has been 
filed by the taxpayer, but the necessary bond reforred to in section 
1001 (c) of the Revenue Act of 1926, as amended, has not been filed 
with the Board, the amount determined by the Board as the defi- 
ciency will be assessed in the c w  of (1), immediately after the 
expiration of the six-months period, and in the cam of (2), imme- 
diately after the filing of the peiition for review by the taxpayer. 

(a) The taxpayer may at  any time by a signed notice in writing 
filed with the Commissioner waive the restrictions on the assessment 
of the whole or any part of the deficiency. The notice must in all 
cases be filed with the Commissioner. The filing of guch 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 Commissioner and the assessment has been made in accord- 
ance with its terms, the waiver can nat be withdrawn. 

Where a petition is filed with the Board, the taxpayer should 
notify the Commissioner that the petition has been filed, in order 
to prevent an assessment by the Commissioner of the amount deter- 
mined to be the deficiency. If no petition is filed with the Board 
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within the period. prescribed, the Commissioner shall asssem the 
amount determined by him as the deficiency and of which he has 
notified the taxpayer by registered mail. I n  such case the Com- 
missioner will not be precluded from determining a further defi- 
ciency and notifying the taxpayer thereof by registmed mail. Where 
a petition is filed with the 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  the Commissioner 
mails to the taxpayer notice of a deficiency, and the taxpaver files 
a petition with the Board within the prescribed period, the Commis- 
sioner is barred from determining any additional deficiency for the 
same taxable year excapt in the case of fraud and except as provided 
in section 272 (e) relating to the assertion of greater deficiencies 
before the Board or in section 273 relating to jeopardy assessments. 

ART. 1172. Oollection of a de5cienoy.-Where a deficiency as redeter- 
mined by a decision of the Board which has become final is assessed, 
or where the taxpayer ha,s not filed a petition and the deficiency aa 
determined by the Commissioner has been assessed, the amount 80 

assessed shall be paid upon notice and demand from the collector. 
As to cases coming within the provisions of paragraphs (2), (3), 
and (4) of article 1171, see sections 273 (i) and 298 of the Revenue 
Act of 1928 and 1001 (c) of the Revenue Act of 1926, as amended by 
section 603 of the Revenue Act of 1928. As to intereat on deficienciee, 
me section 292. 

Am. 1178.1 Ertenrion of time for payment of a de5cienoy.-Where it 
is shown to the satisfaction of the Commissioner that the payment 
of a deficiency upon the date or dates prescribed for payment thereof 
will result in undue hardship to the taxpayer, the Commissioner, 
with the approval of the Secretary, may grant an extension of time 
for the payment of the deficiency or any part thereof for a period 
not in excess of 18 months, and in exceptional cases for a further 
period not in excess of 12 months. The term " undue hardship " 
means more than an inconvenience to  the taxpayer. It must appear 
that substantial financial loss or sacrifice will result to the taxpayer 
from making payment of the deficiency a t  the due date. The Act 
provides that no extension will be granted where the deficiency is 
due to negligence or intentional disregard of rules and regulations 
or to fraud with intent to evade tax. 

An application for an extension of time for the payment of a de- 
ticiency should be made under oath on Form 1127 and must be ac- 
companied by evidence showing that undue hardship to the taxpayer 
would result if the extension were refused. The extension will not be 
granted on a general statement of hardship, but in each case there 
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1 See T. D. 4316, p. 367. 

must be furnished 4 statement of the apecific facts showing what, if 
any, financial loss or sacrifice will result if the extension is not 
granted. Wherever practicable a certified statement of assets and 
liabilities of tho taxpayer should be submitted. The application, 
with the evidence, must. 110 filrd with tlic collector, who will at once 
transmit i t  to the Commissioner with his recommendations as to the 
extension. When it is remived by the C!ommissioner, i t  will be ex- 
amined immediately and, if possible, within 30 days will be rejected, 
approved, or hntatively approved subject to certain conditions of 
which the taxpayer will be immediately notified. 
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 i t  must be filed with the collector within 10. days 
after notification by the Commissioner that mch bond is required. 
It shall be conditioned upon the payment of the deficiency, interest, 
and additional amounts assessed in connection therewith in accord- 
ance 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 acceptable 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 States equal in 
their total par value to an amount not exceeding double the amount 
of the deficiency. (See section 1126 of the Revenue Act of 1926.) 
The amount of the deficiency and additions thereto shall be paid on 
or before the expiration of the period of the extension without the 
neceesity of notice and demand from the collector. Payment of the 
deficiency and additions thereto before the expiration of the extension 
will not relieve the taxpayer from paying the entire amount of 
interest provided for in the extension. (See section 296.) 

SEC. 273. JEOPARDY ASSESSMENTS. 

(a) Authority for making.-If the Commlssioner belleve6 that the 
asseesment or collection of a denclency will be jeopardlzed by delay, 
he shall Immediately awes8 such detlclency (together with all intereat. 
additional amounta, or additions to the tax provided for by law) and 
notice and demand shall be made by the collector for the payment 
thereof. 

(b) bedoiency letten.-If the jeopardy nwssment 1s made before 
any notice In respect of the tax to which the jeopardy asaesment 
relarm has been malled under sectlon !t72 ( a ) ,  then the Commlmloner 
shall mail a notice under such subsection withln 60 days after the 
making of the asseesment. 



300 IXCOMP: TAX RP:QULATIORB 

(a) Amount assessable before decision of Board.-The jeopardy a m  
ment may be made In reRpect of a defldency great& or  lees than that 
notlce of whlch has been mailed to the taxpayer, despite the provlslons 
of section 272 ( f )  prohlbltlng the determlnatlon of additlonal de- 
dclencies. and whether or  not the taxpayer has theretofore filed n 
petltlon wlth the Board of Tax Appeals. The Commls~oner  shall 
notify t4e Board of the amount of such assessment, if the petition 1s 
filed with the Board before the maklng of the assessment or Is subse- 
quently flied, and the Board &all have jurlsdlctlon to redetermine the 
entlre amount of the deficlency and of all amounts aweaed  at the mme 
tlme in connectlon therewlth. 

(d) Amount asseraable after deoislon of Board.-If the jeopardy 
assessment is made after the declslon of the Board le rendered wch 
arrressment may he mode only In respect of the deficiency determlned 
by the Board In Its declslon. 

(e) Expiration of right to assass.-A jeopardy assessment may not 
be made af ter  the decision of the Board has  become final or after the 
taxpayer hn9 flled a petltlon for revlew of the declslon of the Board. 

(f)  Bond to stay collection.-When a jeopardy assessment ham been 
made the taxpayer, wlthln 10 days after notice and demand from the 
collector for the payment of the amount of the assessment, may obtain 
a stay of collectlon of the whole or any part of the amount of the 
assessment by filing with the collector a bond In such amoant, not 
exceeding double the amount as to whlch the stay le dtwlred, and wlth 
such suretlee, as the collector deems necessary, conditloned upon the 
payment of 80 much of the amount, the collectlon of which Is stayed 
by the bond, as 1s not abated by a declalon of the Board whlch has 
become flnal, together wlth iuterest thereon a s  provlded in eectlon 297. 

(9) Same-Further oondit1ons.-If the bond Is glven before the tax- 
payer has  flled hla petltlon with the Bmrd under sectlon 272 (a) ,  
the bond shall contain a further condition that  If a petition la not flled 
within the perlod provided In such subsectlon, then the amount the 
collectlon of which Is stayed by the bond will he pald on notlce and 
demand at any tlme after the explration of anch period, together wlth 
Interest thereon a t  the rate of 8 per centum per annum from the 
date of the jeopardy notlce and demand to the date  of notlce and 
demand under thfa subseetion. 

(a) Walrer of stay.-Upon the fillng of the bond the collection of 80 
much of the amount asseW aa Is covered by the bond shall be 
stayed. The taxpayer shall have the rlght to wnlve snch stay at any 
time In respect of the whole or any part of the amount covered by 
the bond, and If a s  n result of such walver any part of the amount 
covered by the bond 1s pald, then the bond shall, at the request of the 
taxpayer, be proportionately reduced. If the Banrd determines that the 
amount assessed Is greater thou the amount whlch should hove been 
assessed, then when the declslon of the Board la rendered the bond 
shall, at the request of the taxpnyer, be proportionately reduced. 

(i) Colleotion of unpaid amounta.-When the pet!tion has been flled 
with the Board and when the amount which should have been assessed 
has been determlned by a declslon of the Board which has become 
anal, then any nnpald portion, the collection of which has been staged 
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by the bond, shall be collected as pnrt of the tax upon notice and 
demand from the collector, and any remrllnlng portion of the assessment 
shall be abated, If the amount already collected exceeds the amount 
determined as the amount whlch should have been assessed, euch 
excew shall be credited or refunded to the taxpayer as provided ln sec- 
tlon 322, wlthout the flling of rlnlm therefor. If the amount determined 
a8 the nmount whlrh should hnve been assessed is greater than the 
amount actually assessed, then the dlfference ahall be assessed and shall 
be collected as part of the tax upon notice and demand from the col- 
lector. 

(1) Clnlmn In abatement.-No clalm in abatement shall be filed in 
respect of any assessmcwt I n  reqpect of any tax Imposed by this tltle. 

ART. 1181. Jeopardy aasessmenta.-If the Commissioner believes that 
the assessment or collection of a deficiency will be jeopardized by 
delay, he is required to assess such deficiency immediately, together 
with the interest and other additional amounts provided by. law. 
If a deficiency is assessed on account of jeopardy after the decision of 
the Board of Tax Appeals 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 assessment 
after a decision of the Board has become final (see section 1005 of 
the Revenue Act of 1026) or after the taxpayer has filed a petition 
for review of the decision of the Board. 

If notice of a deficiency was mailed to the taxpayer (see section 272 
(a) and article 1171) before it was'discovered that delay would 
jeopardize the assessment or collection of the tax, a jeopardy assess- 
ment may be 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 section 
272 (a), the Commissioner must within 60 days after the making of 
the assessment send the taxpayer notice of the deficiency by regis- 
tered mail. The taxpayer may file a 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 before 
or after the making of the jeopardy assessment, the Commissioner is 
required to notify the Bqard of such assessment, and the Board has 
jurisdiction to redetermine the amount of the deficiency together 
with all other amounts assessed a t  the same time in connection there- 
with. 

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 

(See section 273 (c) .) 
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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 must be in such amount, 
not exceeding double the amount for which the stay is desired, ns  the 
collector deems necessary and must be executed by sureties mtisfac- 
tory to the collector. It must be conditioned upon the payment of 
80 mich af the amount included therein as is not abated by a decision 
of the Board which has become final, together with the interest on 
such amount provided for in section 297. 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 
with interest thereon at  the rate of 6 per cent per annum from the 
date of the jeopardy notice and demand to the date of the notice and 
demand made after the expiration of the 60-day period. I f  a peti- 
tion is not filed with the Board within the 60-day period, tha col- 
lector will be 60 advised, and, if collection af 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 
filed 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 
273 ( f ) ,  and, while the collector may in his discretion accept the bond 
and stay collection of the deficiency, the taxpayer will not be relieved 
from payment of interest on the amount of the deficiency at 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 
dnys after the date of notice and demand for payment of the amount 
assassed, the collection of so much thereof as is covered by the bond 
will be stayed. The taxpayer may at  any time waive the stay of 
collection of the whole or any part of the amount covered by the 
bond. I f  as a result of such waiver any part of the amount covered 
by the bond is paid, then the bond will a t  the request of the taxpayer 
be proportionately reduced. I f  the Board determines that the 
amount assessed is greater than the correct amount of the tax, the 
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bond will also be proportionately reduced at  the request of the tax- 
payer after the Hoard rendars its decision. 

After the Board has rendered its decision and such decision has 
become final, the collector will bc notified of the action taken. The 
collector will then send notice and deiiiand for the unpaid portion oi 
tlie amount determined by the Board, the collection of which haa 
been stayed by the bond. The collector is required to include in tht 
notice and demand for tho unpaid portion, interest ut  the rate oj 
6 per cent per annum from the date of the jeopardy notice and 
demand to the date of the notice and demand referred to in thir 
paragraph. If the aniount of the jeopardy assessment is less thar 
the amount determined by the Board, the difference, together wit1 
interest as  provided in section 292, will be asessed, and callected a! 
part of the tax upon notice and demand from the collector. I f  thc 
amount included in the notice,and demand made after the dechiol 
of the Bonrd is not paid within 10 days after such notice and demand 
there shall be collectod as part of the tax, interest as provided ii 
section 294 (b). If the amount of the jeopardy assessment is i i  

excess of the amount determined by the Board, the unpaid portion o 
such excess will be abated. If any part of the excess amount ha 
been paid, it will be credited or refunded to the taxpayer as providec 
in section 822. 
As to bankruptcy and receivership cases, see sections 274 and 29 

and articles 1191 and 1192. 
ART. 1182. Claims in abatement.-Section 278 ( j )  prohibits the filin, 

of claims for abatement by taxpayers in respect of any sssseasmen 
of income tax imposed by Title I of the Revenue Act of 1928. Thi 
provision does not prohibit the filing of claims in abatement by co 
lectors. 

SUPPLEMENTAL PROVISIONS 

(See articles 1251-1257.) 

(See also articles 1261 and 1252.) 

SEC. 274. BANKRUPTCY AND RECEIVERSHIPS. 

(a) Immediate arw?rnment.-Upon the ndjudlcation of bankruptcy of 
any taxpayer In any bankruptcy proceedlng or the appolntment of a 
recelver for any taxpayer in any recelvershlp proceedlng before any 
court of the Unlted States or of any State or Territory or of the Dls- 
trict of Columbia, any deficiency (together with all Interest, additional 
amounts, or additions to the tax provided for by law) determlned by 
the CommlRduner In respect of a trx imposed by thls title upon such 
taxpayer shall. despite the restrlctlons lmpoeed by section 272 ( a )  
upon assessments be ImmedlaMy aRseaaed if such deficiency has not 
theretofore been aseeRaed In accordanw with law. Clatms for the defl- 
clency and such Interest, addltlonal amounts p d  addltlons to the tax 
may be presented, for ndjudlcatlon In accordance wlth law, to the court 
before whlch the bankruptcy or recelvershlp proceeding 18 pendlng. 
desptte the pendency of proceedlnge for the redetermlnatlon of the defl- 
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clency In pursuance of a petltion to the Board : but no petltion for any 
such redetermination shall k Bled with the Board after the adjudica- 
tion of bankruptcy or the appointment of the receiver. 

(b) Unpaid o1aimr.-Any portion of the claim allowed in such bank- 
ruptcy or rocelvership proceeding which ie unpaid shall be paid by the 
taxpayer upon notlce and demand from the collector after the terml- 
nation of such proceedlng, and may be collected by distraint or pro- 
ceeding In court within ~ i x  years after termination of such proceedlng. 
Extensions of time for siich payment may be had in the same mamer 
and subject to the aame provlnions and llmitations as are provided lo 
section 272 ( f )  and section 287 in the case of a dedclency In a tax 
imposed by this title. 

ART. 1191. Bankruptcy and receiverehips.-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 appbinting a receiver for any taxpayer has control over 
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 bankruptcy or in receivership, file claim in 
the appropriate ~ o u r t  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 sections 3466 and 3467 of the Revised Statutes and section 
64 (a) of the National Bankruptcy Act taxes take priority over 
claims of general creditors in cases of bankruptq, receivership, 
and 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 all disputes regarding 
the amount and 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- 
isfied after termination of the bankruptcy or receivership proceeding. 

ART. 1192. Immediate assessments in bankraptoy and receivership 
cases.-Where the Commissioner has determined that a deficiency is 
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 appointment of a receiver, the trustee or receiver appointed 
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hy the court map prosecute the taxpayer’s appeal before the Board 
as to that particular determination. In  no case shall a petihion be 
filed with the Board for a redetermination of the deficiency after 
tho adjudication of bankruptcy or the appointment of a receiver. 

Claim for tho amount o f  a deficiency wherc properly before the 
Board for consideration may be filed with the bankruptcy or equity 
court without awaiting final decision of the Bo~rcl. In-case of final 
decision of the Board before determination of the bankruptcy or 
receivership proceeding, a copy of the Board’s decision may be 
filed by the Coinmissionor with the bankruptcy or equity court. 

While the Commissioner is required by section 274 to make imme- 
diate assessment of any deficiency, such assessment 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 cleficicncy provided for 
in section 273 (b) will not be mailed. Although such notice will not 
be issued, nevertheless a letter will be sent to the tnxpnyer or to the 
trustee or receiver in the bankruptcy or receivership proceeding, 
advising him in detail how the deficiency was computed, that the 
deficiency was assessed under the provisions of section 274, that he 
may furnish evidence showing wherein the assessment is incorrect, 
and that upon request he will be granted a hearing with respect to 
such assessment. If after such evidence is submitted and hearing. 
held any adjustment appears necessary in the assessmd, appropriate 
action will be taken lookin? to the submission of an amended claim 
in bankruptcy or receivershlp. A copy of the notification letter will 
be attached to the assessment list as the collector’s authority for filing 
claim in bnnkriiptcy 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 dRte of filing claim by the collector to the 
date of termination of the bankruptcy 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 mriy be collected from the tnspayer by 
distraint or proceeding in court within six years aftcbr the termination 
of the proceeding in bankruptcy or rcceivership. Extensions of time 
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for the payment of such unpaid amount may be granted in the Same 
manner and subject to the same provisions and limitations as pro- 
vided in sections 2i2 ( j )  and 297 in the C R ~  of a deficiency in a tax 
imposed by Title I. 

This article deals only with immediate assessments provided for in 
Fection 274 and the procedure in connection with such assessments. 

(See article 1173.) 

SEC. 275. P E R I O D  O F  L I M I T A T I O N  U P O N  A S S E S S M E N T  A N D  
C O L L E C T I O N .  

Except 11s provided in section 270- 
(a) General rule.-The nmount of income tnxes Imposed by this title 

shall be nssesscd within two yenrs af ter  the return was flled, and no 
pnxreedlng in court without assessment for the collwtion of such 
tnxcs Hhall he b u n  after the expiration of such period. 

(a) Bequest for prompt assesrment.-In tlie cnse of income received 
durlng the Ilfelinie of a decedent, or by his estate during the period of 
atlministration, or by a corporntion, the tax ehail be assessed, and any 
proceeding In murt  without assexsment for the collectlon of such tnx 
8hnll be I)egiin, wlthln one yenr after written request therefor (flled 
after the return 18 made) by the executor. administrator, or other 
flduc4ary rrpreseritlnl: t.he estate of such decedent, or by the corpnra- 
tion. but not after the explrntion of two years after thc return was 
fllrtl. This subsection ~ l i a l l  not apply In the case of a corporation 
i i n l e ~ e  

(1) Kwh wrltten request notlfles the Commlasloner t ha t  the cor- 
porntlon rontemplntes dlasolution at or before the expiration of Much 
year;  and 

( 2 )  The di~soiutlon is In good faith begun before the expiratlon 
Of such year: and 

(3)  Tliv clisaoliitloii is cvrnplrted. 
(c) Corporation and 8hareholder.-If a mrporntion makes no return 

of the tnx Imponc~l hy this title, hut each of the shnreholders lnclutles in 
hie return hls dlnlrit*utive share of the net income of the corpnratinn, 
then tho tax of tho awporntioii shall be assesml wlthiu four geers 
after tlie laxt date on wliich any such shareholder's retarn wan flied. 

SEC. 276. SAME-EXCEPTIONS,  

(a) False return or no return.-In the cnR(I of a fnlse or fraudulent 
return with intent to evade tax or of a IaIiure to  flie n return the 
tax may be aasesncd. or n proceeding In cniirt for the collection of 
such tax niay I W  lwguii without asmsnient,  nt any tlme. 

(b) Waivers.-Where before the erpirntiori of the time prescribed in 
section !275 for the nnsrssment of the tax, hoth the Commissioner and 
the tnrpclyvr hnve mnscnted in writing to I t n  aHsessment after such 
time, the tnx mny be assessed at any time prior to the expiration of 
the period agreed upon. The period so egrwl upon nuy be extendpd 
by rubsequent agreements in writing mntle before the explrntion of 
tlie period pri~vlou~ly agreed upon. 

(c) Collection after assessment.-\Vhere thr :Issessment of m y  Income 
tax imposed hy tlils title lins heen made within the period of Iimita- 
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tlon properly nppllcai~le thereto. such tax mny be .collected by die- 
trnint or by a yrocevtll~ig in cvmrt, hut only If brgun (1) wlthln six 
years niter the ux..cwnierit of the tax, or ( 2 )  prior to the explrntlon 
of any period for collection agreed npori in writlng hy the Com- 
mla4oner nnd the tnnpnyer hefore tho expiratlon of RrlCh slx-yenr 
p~rlod. Thc ~wrlot l  80 aweed upon rnny be extended by Rubsequent 
agreements lu wrlting made before the erplrntlon of the period p r e  
viousiy agreed upon. 

SEC. 277. S U S P E N S I O N  OF R U N N I N G  OF S T A T U T E .  

The running of the statute of limitntlons provided in section 278 
or 251) on tlie making of nxxessments and the beginning of distrnint or 
a proceeding in court for collect.it~n. In respect of any deflciency, shall 
(niter the inailing of a notice under section !272 (a )  ) be suspendml for 
the perlotl diirlng whlcli tlic (?omniissioller Is pr(111it)ltt'd Irolu iliaking 
the assessnient tir I I C ~ ~ I I I I ~ I I ~  dixtrnliit or n proctwll~~g in court (nnd 
in any went,  i f  11 proc*c*c.dlng In reqw-t of the cleflciency is placed 
on the docket of the I3onr~1, ~ i n t l l  the dcvlsion of tlie Board becomes 
final), i i n t i  for 60 tlnyM thc~reii~'tc:r. 

ART. 1201. Period of limitation upon assessment of tax.-The n m o ~ ~ n t  
of income ttix imposed Iiy t,he lievc?nuo Act of 1028 must be assessed 
within t.wo years l i f ter t.lin rc?tllrn WILS filed. Exceptions to the period 
of limitntion stntetl in t,Iiis pn,rngraph tiro 11s .follows: 

(1) In  the CRSC of incoma received during the lifetime of a de- 
cedent or by his estate during the p r iod  of administration, or by a 
corporation contemplating dissolution, the tax shall be nssesed 
within one year after writtcn reqllest therefor by tho fiduriiiry or 
legal representative of the estate of t.he decedent or by the corpora- 
tion. The nffect of  this provision 18 to limit the period in which 
the Commissioner may assess tho tax in such cascs to a period of 
one year from tho clnto the reqwst is filed, even though more thnn 
one year still remeins of the regiilnr two-year period in which the 
assessment mny iiniler ordinary circumstanc:es be mn.de. The re- 
quest, in order to be effert,ive, must be made after the return is filed 
and must be in such Inngungo RW to inake i t  clenr to the Commis- 
sioner that i t  is desired to take ndvantnge of the provisions of sec- 
tion 275 (b).  I n  t.he case of R corporation the one-year period of 
limi_tation shall not apply i i n l a s o  

( 6 )  the written request notifies the Commisioner that the corpora- 
tion contemplates disso1;ition n t  or before the expiration of such 
period, 

( 6 )  the dissolution is in good faith begun before the expiration of 
such-period, and 

expiration of such year. 
( c )  the dissolution so begun is completed either before or nfter tho 
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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 expiration of the regular period of limitation. 

(2) I f  a corporation makes no return of the tax imposed by Title 
I for the year 1928 or a subsequent year, but each of the shareholders 
includes in his personal return his distributive share of the net in- 
come of the corporation, the tax of the corporation shall be assessed 
within four years after the last date on which any such shareholder’s 
return was filed. 

(3) I n  the case of a false or fraudulent return with intent to 
evade tax, the tax may be assessed a t  any time after such false or 
frauduient 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. (But see paragraph (2) of this article.) 

( 5 )  I f  before the expiration of the 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 tax may be assessed at  any time prior to the expiration of 
the period agreed upon. The period agreed upon may be elttended 
by subsequent agreements in writing made before the expiration of 
the period previously agreed upon. 
(6) If a notice of a deficiency has been mailed to the taxpayer 

under the provisions of section 272 (a) (see article 1171), then the 
running of the statute of limitations on assessment 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 (11). as the case may be) shall be 
suspended for the period during which the Commissioner is pro- 
hibited from making the assessment (and in any event, if a proceed- 
ing in respect of the deficiency is placed on the docket of the Board, 
until the decision of the Board becomes final), and for 60 days 
thereafter. 

With respect to the period of. limitation for assessing the amount 
of the liability of a transferee of property, or for assessing the amount 
of the liability of a fiduciary under section 3467 of the Revised 
Stdutes, see section 311 and article 1231. 

ART. 120% Period of limitation upon collection of tax.-In the cam of 
the tax imposed by Title I of the Revenue Act of 1928, a proceeding 
in court without nssessment for the collection of such tax must be 
begun within two years after the return WIIS filed. 
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The exceptions to the period of limitathn upon collection of the 
tax without assessment stated in the preceding paragraph are as 
follows : 

(1) I n  the case of income received during the lifetime of a de- 
cedent or by his &ate during the period of administration, or by a 
corporation, a proccetling in court for the collection of the tax with- 
out assessment must be hegun within one year after a written request 
therefor by the executor, administrator, vr other fiduciary represent- 
ing the estate of the decedent or by the corporation. Such a request 
d w  not have the effect of extending the regular period of limitation 
within which a proceeding in (wart without assessment may be begun, 
even though the request is mede less than one year before the expira- 
tion of the regular period of limitat ion, nor is i t  of any effect if mnde 
before the return is filed. T n  the case of a corporation the conditions 
stated in (a), (h) ,  and (c) of paragraph (1) of article 1201 also must 
be met. 

(2) A proceeding in court for the collection of the tax withotlt 
assessment may be begun a t  any t i m e  

(a? I n  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. 
In  any case in which the tnx  has been assessed within the statutory 

period of limitation properly applicable thereb, a proceeding in court 
or distraint for the collection of such tnx 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 siich six-yenr 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 3f limitabions in 
respect of distraint, the distraint shall be held to have been begun, 
in the case of personal property, on the date on which the levy upon 
such prapertg is made, or, in the case of real property, on the date on 
which notice of the time and place of sale is given to the person whose 
estate i t  is proposed to sell. 

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 running 
of the statute of limitations on the beginning of distraint after assess- 
ment, or on the beginning of a proceeding in court after assemment 
or without assessment, in respect of any deficiency, shall be suspended 
for the period during which the Commissioner is 1)rohil)ited from 
beginning such distraint or proceeding in court (and in any event, if 

BUPPLEMENTAL PROVISIONS 
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a proceeding in respect of the deficiency is placed on the docket of the 
Board, until the decision of the Board becomes final), and for 80 
days thereafter. 

SUPPLIEYENT Y--INTHUL*IT AND ADDITIOXS TO THll TAX 

SEC. 291. FAILURE T O  FILE RETURN. 

In case of any failure to make nnd flle a return requlred by thle tltle, 
within the tlme prescribed by law or prescribed by the Commissloner 
In pursuance of law, 25 per centum of the tnx shall be added to the tax. 
except that  when a return is 5led after such time and I t  Is shown that 
the fallure to file It wns clue to reasonahle cau8e and not due to wlllinl 
neglect no such addition  hall be mrde to the tar.  The nmount 80 
added to any tax Hhall be collected at the same tlme and In the same 
manner and as a pert of the tax unleris the tnx has been paid before 
the dtwoTery of the neglect, In whlch case the amount 80 added shall 
be collected In the name manner a8 the tax. The amount added to the 
tax under thin section shall be In lieu of the 25 per centum addltlon to 
the tax ~irovldecl In section 3176 of the Revlsed Statutes, ae amended. 

ART. 1211. Addition to the tax in owe of failure to  tile return.-In 
case of failure to make 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 and failure to file the return 
within the prescribed time is shown to the satisfaction of the Com- 
rnisqioner to be due to reasonable cause and not to willful neglect. 
Two clusses of delinquents are subject to this addition to the tax: 

( a )  Those who do not file returns and for whom returns are made 
by a collector or the Commissioner, and 

( 6 )  Those wlio file tardy returns and are unable to show reason- 
able cause for tlir delay. 

A taxpayer wlio files a tardy return and wishes to avoid the addi- 
tion to the tax must make an affirmative showing of all facts alleged 
as R reasonable cause for failuro to file the return on time in the 
form of nn affidavit which should be attached to the return. If 
such an nfficluvit is furnished with the return or upon the collector's 
deniand, the collec(or, unless otherwise directed by the Comlhimioner, 
will forward the rifiitlnvit with the return, and, if the Commissioner 
determines that the delinquency was due to a reasonable cause and 
not to willful neglect, the 25 per cent addition to the tax will not be 
assessed. If the tnxpayer exercised ordinary business care and 
prudence and WRR nevertheless unable to file the return in the 
prkscriberl time, then the delay is due to reasonable cause. 

Where the 25 per cent addition to the .ax for delinquency in filing 
the return has been added, the amount PO added shall be collected 
in the same manner as the tax. 
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For addition to the tax in case of a defihmcy due to fraud with 
intent to evade tax, sea section 293. I As to the making of returns for 
taxpayers by collectors or the Commissioner in the cage of delin- 
quency in filing a return, or in the case of a false or fraudulent 
return, see section 3176 of the Revised Statutes, as amended by 
section 1103 of the Revenue Act of 1926 and by section 619 of the 
Revenue Act of 1928. 

SUPPLEMENTAL PROVIBIONS 

SEC. 292. I N T E R E S T  ON DEFICIENCIES.  

Interest upon the flmoiint tleterminecl n8 a cleflrlency shall be assessed 
at the name tlme as the clvfic.lc.nc*y. Ahall I w  mid upon notice and demand 
from the collector. untl ~ l i a l l  iw coll~~ctrtl as I I  lmr t  of the tax, a t  the 
rate of 8 per rentutn per flniiuni from tlbu date iircclrrlbed for tho pny- 
ment of the tax (or, If the tax is paid In Installnients. from the dote 
preclcrlbed for the payment of the flrnt InRtollment) to the date the 
deflclency is assessed, or, In tlie case of a wnlver under sectlon 272 (d ) ,  
to the thlr tbth dry nfter the flllng of Nllrh wnlver or to the date the 
de5ciency is nawssed whichcver Is  the earller. 

SEC. 293. ADDITIONS T O  T H E  TAX I N  CASE OF DEFICIENCY. 

(a) Regl1genoe.-If nny pnrt of any tleflclenry 14 due to negllp;ence, or 
intentional dlnregnrkl of rilles cu~d nwrlal Ion# hut without Intent to 
defraud, 5 per c ~ ~ i t u r n  of the tutnl nmount of the tle5cie1icy ( 1 1 1  fldd1- 
tIon to such tleticiency) shall be aswsswl. collwted, and paid In the 
same manner as if It were a tlrflclenc.y, excrkbt thnt the provlelons of 
section 272 (l), relating to thc prortltlng of n tleflcicncy, and of section 
202, relating to intertwt on de5cienriw. Rlrnll not be rippllrable. 

(b) Braud.-If sng psrt  of  nng detlrienc-y I s  due to fraud wlth intent 
to evade tnx, then 60 per r rn tu~n  of the to ln l  tunount of the deficiency 
(In addition to snclr tiefl14enc-y ) shall be so nulicwwd. collectc.d, and pnid, 
in lieu of the 60 ]wr i ~ i ~ n l u n ~  at ldi t io~~ tn the tnx pro\rldCYi 1 1 )  section 3176 
of the Hevlscul Statutes, as t ~ m ~ ~ ~ i t i e d .  

SEC. 294. ADDITIONS T O  T H E  TAX I N  CASE O F  NONPAYMENT. 

(a) Tax shown on return.- 
(1) GENERAL Rur.E.--Where the amount clc~termlned by the tar- 

pnyer as tlic tax inipnsed hy this tltle, or any inalrllment thereof, 
or any part nf N U ~ I  amount or Instnllnlent, I s  not pnld on or I d o r e  
the date Iirrucrlbrd for tts ~mynient, thrrc H h i i l l  he rollectwl n? n 
pnrt of the tnx. Interest ~ i ~ r o t i  HIICII nnpnicl ~ininunt nt (he rntc of 
1 lwr centum ti month from tho date prwrrlbed for its papment 

(2) IF EXTENSION naaNTm-Whrre nn extendon of t ime for 
payment of the amount so tleter~ninetl 11s 1 1 1 ~  trlx by the Itiximsyer, 
or any Installment thereof, hlis Iwvn grnnttd, nnd the a n ~ o u ~ ~ t  the 
time for payment of whlcli tiau I w n  cxlcwled, aud the intPW3t 
thereon detrrmin~il  under section 295, 1s not p11d in full prior to 
the pxpirfltlon of  the Iirrlnd of tht. extenslon, then. In lieu of the 
interest provided for i n  paragrep11 ( 1  ) nf  (his subswtinn, intere8t 
at the rate of 1 per centum a mouth shall be collected on such 

untll I t  Is Inid. 
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nnpald amount from the date of the explrntlon of the period of 
the extenslon until It is paid. 

(b) Dedciency.-Where n deflclency, or any Intereat or additional 
amounts ussessed iu  connection therewith under section 292, or under 
aection 29.7, or any addition to the tax In CUM of delinquency provlded 
for in section 201, Is not paid in full wlthin ten days from the date of 
notlce'and demnnd from the collector. there shall be collected as part 
of the tax, interrst upon the unpaid amount a t  the rate of 1 per centum 
a month from the date of such notice and deiuiiud until I t  Is pafd. I f  
any part of a deflclency prorated to nny unpaid installment under wc- 
tlon !272 ( I )  l6 not paid In full on nr before the date pr&hed for the 
payment of such installment, there shall be collected as part of the 
tax interest upon the unpald amount nt  the rnte of 1 per centum a 
month from such date untll It Is m i d .  

(c) Fidnciar1ea.-For any perlod nn estnte 1s held by a flduciary 
appointed by order of any cnurt of competent jurisdlctlon or by will, 
there shall be collected lnterest at the rnte of 6 per centom per annum 
In lieu of the interest provlded in subsectlons ( a )  and ( h )  of this 
section. 

(d) Filing of jeopardy bond.-If n bond Is flled, as provlded in aec- 
tion 273, the provisions of subsectfms (b )  and (c) of thIs aectloo 
shall not npply to the aniount covered by the bond. 

SEC. 295. T I M E  E X T E N D E D  F O R  PAYMENT O F  T A X  S H O W N  

If the time for pnyment of the funount determined ae  the tax by the 
taxpayer, or any installment thereof, Is extended under the authorlty 
of section 56 (c), there shnll he collected as a part of such amount, 
Interest thereon a t  the rate of 6 per centum per nnnum from the date 
when such payment should have been made if no extensloo had been 
granted, uiitii the expiration of the period of the extension. 

SEC. 296. T I M E  E X T E N D E D  FOR PAYMENT O F  DEFICIENCY. 

If  the time for the payment of auy part of a deflclency 1s extended, 
there shall he collected, a s  n part  of the tax, Interest on the part  of the 
dcflcicncy the time for payment of which Is so extended, at the rate 
of 6 per centuni per aiIiium for the period of the extellsion. and no 
other lutereat shall he collected on such part of the deflclency for such 
perlud. If the pnrt of the deflcleiiry the t h e  for payment of which Is 
80 extended is not paid In accordance with the terms of the extension, 
there slitill he collected, as n part of the tax, interest on such unpaid 
amount tit the rate of 1 per ceutuln a month for the period from the 
tlme Axed by the terms of the extelislon for its payment ulltll I t  le paid, 
and no other Intereat shall be c!llected on surh Ulipaid nmoullt for such 
period. 

O N  RETURN. 

SEC. 297. I IdTEREST I N  CASE O F  JEOPARDY ASSESSMENTS. 

In the case of the amount cnllected under section !273 ( i )  there shall 
be coilwted a t  the same tlme as such amount, and as  a part of the tax, 
l n t e m t  a t  the rate of 6 prr ct=ntum per aililum upon such Rmount from 
the dnte nf the jeopardy notlce and demand to the date of notice and 
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demand under sedlon 273 (1). or, In the case of the amount collected 
In excesa of the amount of the Jeopardy aseessment, Interest as pro- 
vided In aectlon 292. If  the amount Included In the notlce and demand 
from the collector under sectlon 273 ( 1 )  1s not paid lu frill wlthi0 ten 
daye after such notlce and demand, then there shall be collected. as 
part of the tax, IntoreRt upon the unpald amount a t  the rate of 1 per 
centum a month (or, for nriy period the estate of the taxpayer 1.9 held 
by a flduclary appointed by any court of competent Jurladlctlon or by 
wlll, at the rate  of 6 per centum per annum) from the date of such 
notice and demnnd until i t  Is pald. 

SEC. 298. BANKRUPTCY AND RECEIVERSHIPS.  

If the unpaid pnrtlon of the claim allowed in a bankruptcy or receiv- 
ership proceeding, a8 provided In section 274, Is not pald in full wlthin 
10 days from the dnte of notice and demnnd from the collector, then 
there shall be collected ne n part of such amount lnterest upon the 
unpald portion thereof a t  the rate of 1 per centum a month from the 
date of such notice atid demand untll payment. 

SEC. 299. REMOVAL O F  P R O P E R T Y  O R  DEPARTURE FROM 

For additions to tnx in case of leaving the Unlted Statea or concealing 
prokrty In such manner as to  hlnder cdiectlon of the tax. a m  aec- 
tlon 147. 

U N I T E D  STATES. 

BL'PPLEYBINT IF-+?LAIHE AQAINST TRANRFERBER AND mDUOIABIm 

SEC. 311. TRANSFERRED ASSETS. 

(a) Method of col1eotlon.-The nmoimts of the foliowlng Ilabilltles 
shall, except n8 hereilliiftrr in this section provided, be neaeesed. col- 
lected, nnd paid In the same manner and subject to  the same provisions 
and limltatlons as In the rime of a deflclency In a tax Imposed hy thls 
tltle (lncludlng the provlRions In case of delinqucmcy in payment after 
notice and demand. the provisions nuthorlzlng dlstrnint nnd proceedings 
In rat&! for caltcctioo, and the provisions prohibiting clalme and sults 
f m  refunds) : 

(1) TBaN-.-The Hability, at  lnw or in equity, of a trans- 
feree of property of a taxpayer, in respect of the tax (including 
interest, additlonnl nniountq and addltione to the tax provlded by 
law) Imposed upnn the taxpnyer by this title. 

(2) FIDUcrAIuIiS.-'l'he Habllity of a flduciary under section 3467 
of the Revised Stututcis 111 rwi)ect of the payment of ally such tax 
from the estate of the taxpayer. 

Any surh liability may he either ns to  the amount of tax shown on the 
return or as to any defldenry 111 tax. 

(b) Period of limitation.-The period of limltatlon for assessment 
of any such llablllty of a transferee or fldudary shall be a s  follows: 

(1) In  the case of the liability of an Initial lransferee of the , 

property of the tnxi~nyer,--withln one yenr after the exiilratlon 
of the period of llmltation for aseesment agalnRt the taxpayer; 

Art. 1211 
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(2) In the case of the llablllty of a transferee of a transferee 
of the property of the taxpayer,-wIthIn one year after the explra- 
tlon of the period of limitation for assewment agnlnst the precrd- 
lng hnsferee,  hut only if wlthin three yearn after the expiration of 
the period of llmltatlon for assessment agniiist t he  taxpayer ; 

except that if befom the expiration of the period of limltatloii for the 
a.eeee8ment of the llablltty of the transferee, a m L  proceeding for the 
collection of the tax or llabillty in respect thereof has heen begun 
agalnst the taxpayer or last preceding transferee, respectively.-then 
the period of Ilmltntion for aeseeement of the llnbility of the transferee 
shall expire one year  after the return of exeontlon in the court 

( 8 )  In the case of the llabllity of a flduciary,--hot later than one 
year after the liahility arises or not later than the explratlon of the 
period for coliectiou of the tax in respect of whlch such Hability 
arises. whichever 1s the later. 

(a) Period !or arreirment against taxpayer.--For the purpose6 of thle 
wtlon,  if tbe thxpaysr is ,deceased, or In the case of a cowration, ha6 
terminated ite existencq the perlod of limltatlon for aslwssmwt against 
the  taxpayer shall be the period that would be in effect had the death 
or termlnntlon of exlstence not occurred. 

(d) Buspension of running of statute of 1imitationi.-The running 
of the statute of limitations upon the assessment of the liublllty of a 
tranaieree or fldudary shall, after the malling to the transferee or 
fiduciary of the uotico provided for in d o n  272 (a),  be suspended 
for the period during which the Commiseloner is prohlblted from mak- 
ing the asaessment in respect of the liability of the transferee or 
5dudary (and in any eveilt, if a proceeding in respect of the liability 
is placed on the docket of the Board, untll the dedsion of the Board 
becornea Anal), and for 60 day6 thereafter. 

(e) Addrerr !or notice o! liability.-In the absence of notice to the 
Oommlssioner under section 812 (b) of the existence of a flduciary 
relaticmehip, notlc! of llabllity enforceable under this Section in respect 
of n tnx impmed by thls title, if mailed to the person subject to the 
llabillty a t  his laet known a d d w ,  &all be eufRcient for the purpoees 
of this title even If such pereon i8 deceased, o r  iR under a l e m  d b  
abllity, or, in the case of a corporation, has terminated Its existence. 

(f) Definition of “tran~~feree.”-Ae used in thls section, the term 
‘‘ transferee ” includes. heir, legatee, devke.  and dlstributee. 

ART. 1231. Claims in oases of transferred awets.-The amount for 
which a transferee of the property of a taxpayerr is liable, a t  law or 
in equity, and the,amount of the personal liability of a fiduciary un- 
der section 3467 of the Revised Statutes, in respect of any income 
tax imposed by Title I of the Revenue Act of 1928, 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, as the 
case may be, and collected and paid in the same manner and subject to 
the same provisions and limitations as in the case of a deficiency in a 
tax imposed by Title I of the Revenue Act of 1928, except as hereinafter 
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provided. The provisions relating to delinquency in payment after 
notice and demand and the amount of interest attaching because of 
such delinquency, the authorization of distraint and proceedings in 
court for collection, the prohibition of claims for abatement and 
claims and suits for refund, the filing of a petition with the Board 
of Tax Appeals, and the filing of a petition for review of the Board’s 
decision, are included in the sections and articlw relating to deficien- 
cies 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- 
holder of a dissolved corporation, the assignee or donee of an insol- 
vent person, the successor of a corporation, a party to a reorganiza- 
tion 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) In  the case of the liability of an initial transkree of the p r o p  
erty of the taxpayer oae year after the expiration of the period of 
limitation fon assessmenb against the taxpayer (see sections 276277 
and articles 1201 and 1202) ; 

(2) In  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 threo yeare after the expiration of the period of limitation for 
assessment against the taxpayer, whichever of the two periods (the 
one-year period or the three-year period) first expires j 

(3) If 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 proceeding; and 

(4) In the case of the liability of a fiduciary, not later than o h  
year after the liability arises or not later than the expiration of the 
period for collection of the tax in respect of which such liability 
arises, whichever is the 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 its existence, the 
period of limitation for assessment against the taxpayer shall be the 
period that would be in effect had the death or termination of exist- 
ence not occurred. 

If a notice of the liability of a transferee or the liability of .a 
fiduciary has been mailed to such transferee or to such fiduciary 
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under the provisions of section 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 the liability is 
placed on the docket of the Board, until the decision of the Board 
becomes final), and for 60 days thereafter. 

SRC. 312. NOTICE OF FIDUCIARY RELATIONSHIP. 

(a) Fiduciary of taxpayer.-Upon notice to the Commissioner that 
any person is actlng in a fldudarg capedty such flduclary shnll assume 
the powers, right& ddtiee, and priVilq~3 of the taxpayer In respect 
of n tax Imposed by thls tttle (except as  otherwise ~ p e d f l ~ d l g  pro- 
dded and except that the tax shall be collected from the estate of 
the taxpayer), until notice ie given that the fldudary cnplldtg hae 
twmlnnted. 

(b) Flduolary of transferee.-Upon notlce to the Commlssloner that 
any peram 1~ acting In a fldudary capacity for a pc.mon RUbJwt to 
the liability R p e c l f l e d  in sectlon 811, the fldudnry shall RRRUIUC, on 
behalf of such person, the powers, right% clutien, nnd prlvll@?eS of such 
person under such Rection (except that the liablllty shall be collected 
from the eRtnte of such person), untll notlce 1s given that the flduclarg 
capacity has terminated. 

(c) Manner of not1oe.-Notlce under subsection (n) or (b) shall 
be given In nccorclnnn? wilh regulations yreflcriberl by the Commls- 
sloner with the npproval of the Secretary. 

ART. 1241. Fiducifdee.-As soon as the Commissioner receives 
notice that a person is acting in a fiduciary capacity, such fiduciary 
must, except as otherwise specifically provided, assume the powers, 
rights, duties, ant1 privilees of the taxpayer with respect to the 
tax imposed by Title I of the Revenue Act of 1928. I f  the person 
is acting as a fiduciary for a trsnsferee 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 the 
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 &state of the transferee or other person subject to the 
liability specified in section 311. The " notice to the Commissioner " 
provided for in section 312 shall be a written notice signed by the 
fiduciary and filed with the Commissioner. The notice must state 
the name and address of the person for whom the fiduciary is acting, 
and the nature of the liability of such person; that is, whether i t  is a 
liability for tax! and, if so, the year or years involved, or a liability 
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at  law or in equity of a transferee of property of a taxpayer, or a 
liability of a fiduciary under section 8467 of the Revised Shtutes 
in respect of the pnyment of any tax from the estate of the taxpayer. 
Any such written notice which has been filed with the Commissioner 
since the enactment of the Revenue Act of 1926 shall be considered 
as sufficient notice to the Commissioner within the meaning of 6ec- 

tion 312. Unless there is already on file with the Commigsioner 
satisfactory evidence of the authority of the fiduciary to act for 
such person in a fiduciary capacity, such evidence must be filed with 
and made a part of the notice. I f  the fiduciary capacity exists by 
order of court, a certified copy of the order may be regarded as 
such satisfactory evidence. When the fiduciary wpacity has termi- 
nated, tho fiduciary in order to be relicvd of any further duty 
or liability as such, must file with the Comniissioner written notice 
that the fiduciary capacity has terminated as to him, accompanied 
by satisfactory evidence of the termination of the fiduciary capacity. 
The notice of termination should state the name and address of the 
person, if any, who has been substituted ils fiduciary. 

If the notice of the fiduciary capacity described in the preceding 
paragraph is not filed with the Commissioner prior to the sending 
of notice of a deficiency by registered mail to the lq t  known address 
of the taxpayer (seei;rction 272 (a)) ,  or the last known address of 
the transferec or other person subject to liability (see section 311), 
no notice of the deficiency will be sent to the fiduciary. In  such a 
case tho sending of tho notice to the last known address of the tax- 
payer, transferee, or other person, as the caw may be, will be a 
sufficient compliance with tlie requirements of the Act, even 
though such tnxpaye'r, transferee, or other person is deceased., or is 
under a legal disability, or, in the case of a corporation, has termi- 
nated its existence. Under such circumstances 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 iinder section 311, will be assessed imme- 
diately upon the expiration of such GO-day period, and demand for 
pnyment will be mnde by the collector. The term fiduciary is 
defined in section 701 (a) (5) to niean a guardian, trustee, executor, 
administrator, receiver, conservator, or any person acting in any 
fiduciary capacity for any person. 

This article, relating to the provisions of section 312, 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 1928. 
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SUPpLID(IIIFF -AYYmATB 

SEC. 121. OVERPAYMENT OF INSTALLMENT. 

If the taxpayer has pald as an Installment of the tax more than the 
amount determined to he the correct amount of much Inntallment, the 
overpn~ment shall be credited against the unpaid Inntallmentrr, if any. 
If the amount already paid, whether or not on the basis of Install- 
ments, exceeds the amount determined to be the correct amount of the 
tax, the overpayment &all be credited or refunded an provided h 
section 822. 

SEC. 922. REFUNDS AND CREDITS. 
(a) Authorbation.-Where there hns been an overpayment Of anJ 

tax imposed by this title, the amount of such overpayment shall be 
credited against any income, war-profits, or exceae-proflts tax or 
installment thereof then due from the taxpayer, and any balance ohall 
be refunded immetllately to the taxpyer. 

(b) Limitation on al1owanw.- 
(1) Pmoo or  LIMITATION.-NO such credit or refund ahall be 

allowed or made after two years irom the time the tax wan paid, 
unless before the expiratloo of ouch period a d.lm tbereior Is flled 
by the taxpayer. 

(2) LIMIT ON AM-T or -IT op mmwm.4he  amount of the 
credit or refund shall not exceed the portlno of the tax p i d  during 
the two yearn lmmedlntely preceding the filing of the claim. or if 
no olalm wm filed, then durlng the two yeare immediately -log 
the allowance of the d t  ur d u n d .  

( 0 )  Effeot o! petition to Board.-If the Cammineloner has malled to 
the taxpayer a notlce of deficiency under eectlon 273 ( n )  and If the 
taspeyer die8 n petltion with the Board of Tax App?de within the 
tlme preecribed in such subsection, no credit or refund In reaPeet of 
the tax for the taxable year in respect of whleh the Oommleeloner has 
determined the dellcielicg shall be allowed or made and no mlt b~ the 
taxpayer for the recovery of any part of such tax Shall be tnstttuted 
in any court except- 

(1) hs to overpaymenb determineci b j  a decidon of the Board 
which hM becuple flnal : and 

(2) An to anynmcmnt collected in exCWo of-an amount Compvted 
In accordance wlth the dedrdon of the Bard whleh ham become 
llnal; and 

( 8 )  An to my amount collected after the bd0d of llmitatlon 
upon tne b&niiittg Of distRlnt or a p r d W  in mlrt fWCOllW3 
tlon baa f x p h d ,  but i n a n y  ylch dalm for CIT@t or refund or Irr 
any Duch null for refund t& declslon of the Board whl* has 
become,APaf, an to whether mch period has eXpiM tm?fom-t@ 
notla of deflcleqcy wen mdled, shclll be cqpdudve. 

(a) Overpayment found by Board.-If the Boanl llnde that thgre Is 
no deAciency and f d e r  finds-that the taxpayer has made an over- 
payment of tax la respect of the taxable year 111 respect of whlch the 
Commlseiorrer $kermlned the deflclencj, the Board shall have lorla- 
dlctlon to determlne the amount of such overpayment, and nuch 
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amount ahall, when the declelon of the has become flnal, be 
credited or refunded to the taxpayer. No such credit or refund shall 
be made of any portion of the tax pald more than two years before 
the flllng of the claim or the flHng of the petltlon, whichever is 
earlier. 

(e) Tax wlthheld at  souroe.-For refund or credit in caw of excessive 
wlthholdlng at  the merce, see mtlon  144 (f) .  

ART. 1251. Authority for abatement, oredit, and refund of b,- 
Authority for the credit and refund of any overpayment of any 
income tax imposed by the Revenue Act, of 1928 is contained in 
section 822. 

taxpayers with mpect to aasessmenta of income tax imposed by Title 
I of the Revenue Act of 1W8. (See article 1182.) Thd’provisions 
of section 278 (j) do not impair the authority of the collectors to file 
claims with the Cmnlniusioner for relief from c h i r p  against them 
for uncollectible item, in accordance with section 3218 of the Revised 
Statutes, as amended, which provides : 

Section 273 (j) prohibita the filing of claims for abatement by P 

Sw. 8nA. Every mllllector shall be charaa wlth the whole amwnt of 
taxes, whetber contained In lists tmnnmltted to him by the Commie- 
sloner of Internal 1levenucr.Oor by nthw collectr~re. or delivered to him by 
hls predecenmr In omce. and wlth the addltlons thereto, wltb the par 
value of all stamps depnslted with him, and with all moneys collected for 
jtemaltlee, forfelturee, fm, or mats; and he shall be credited with all 
payments Into the !lVeaaury made RS pnjvlded by law, with all s t a m p  
returned by hlm unmmcMr?d to the Treusury, aud wlth the amount of 
taxes contulned In the lIRts t r a n d t t e d  in the manner heretofore p m  
vlded to other collectors, and by them receipted an aforemid ; also with 
tbe amount of the taxm of such persons as may have abeconded, or be 
come Insolvent, prior to the day when the Lx ought, amrdlng to the 
prooleions of law, to have been collected, and wlth all uncollected tnxee 
transferred by him or by hin deputy acting a8 collector to bls ~ucceeeor 
In Umre: Pmv&%d, That I t  uball be proved to the MtIefacUon of the 
Commlslrloner of InterDal Revenue, who mhall certlfy the facts to the 
(Flrst) Comptroller of tbe Trensurg, that due dlllgence was used by 
the collector. And each collector shall also be credited wIth the 
amount of all property Pumhased by him for the use of the Unlted 
Staten,.pmvlded he faithfully account for and pay over the pmceeds 
thereof upon a reeale of the mme as requlred by law. 

Am. 1252. Abatement, oredit, and refund a d j u a t m e n t r . - O v e r -  
ments and overpayments of income taxes will be adjusted by means 
of certificates of overs-ent. Credib or refunds of overpay- 
ments on the basis of such certificates of overassessment may not 
be allowed or made, however, after the expiration of the statu- 
tory period of limiltltion properly applicable unlese prior to the 
expiration of such period a claim therefor on Form 643 has been 
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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 
excess of that properly due has been paid by a withholding agent, 
the credit or refund of such excess niriount shall be made to the 
withholding agent unless the amount of such tax was actually with- 
held by the withholding agent. As to inter- 
est in case of credits or refunds, see sections 614 and 615. 

ART. 1253. Claim by collectors.-A collector may present blanket 

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 .serves 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 cer- 
tain amounts which a summary examination clearly shows are not 
due from the taxpayer. Some of the items included in this class of 
cases are duplicate assessments, amounts assessed as unidentified col- 
lections and later identified, assessments resulting from errors in 
computation, and amounts assessed as excess collections which are 
subsequently credited against taxes later found to be due. The col- 
lector may include in such claims overassessments discovered by him 
in the audit of returns which he is authorized by the Commissioner 
to audit. 

In the event any such assessment 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 
assessment lists held by the collector. If there are no such unpaid 
assessmenk against which credit may be taken, the collector shall 
submit refund schedules to cover such amounts in accorddnce with 
instructions issued by the Commissioner. But no such credit or 
refund shall be allowpd or made unless allowed or made within the 
statutory period of limitation properly applicable thereto. 

The collector may also present claims for credit of taxes not 
erroneously assessed but found to be uncollectible. See section 3218 
of the Revised Statutes, as amended. I n  such cases 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 amount allowed as uncol- 
lectible, nevertheless the obligation to p ~ y  still remains upon the 
person assessed. It is the duty of the collector to use the same dili- 
gence to collect the tax after he has received credit for an amount 
as uncollectible '8s before the allowance of such credit. Collectors 
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claims on Form 843 for the abatement of certain items which were 
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should therefore keep a record of all taxes thus credited and of the 
persons from whom they are clue and should enforce payment when- 
ever it is in thoir power to do so. 

ART. 1251.l Clnims for  refund by taxpayers.-Claims by the taxpayer 
for the refunding of taxes, interest, penalties, and additions to tax 
erroceously or illegally collected shall be made on Form 843. A 
separate claim on such form shall be made for each taxable year or 
period. All facts relied upon in support of the claim should be clearly 
set forth in detail under oath. If a return is filed by an individual 
and a refund claim is thereafter filed by a legal representative of the 
deceased, certified copies of the letters testamentary, letters of ad- 
nhistration, or other similar 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 there- 
after a refund claiql is filed by the same fiduciary, documentary evi- 
dence to establish the legal authority of the fiduciary need not accom- 
pany the claim, provided a statement is made in the claim showing 
that the return was filed by the fiduciary and that the latter is still 
acting. I n  such cases, if a refund or interest is to be paid, letters 
testamentary, letters of administration, or other evidence may be 
required, but should be submitted only upon the receipt of a 
specific request therefor. I f  a claim is filed by a fiduciary other than 
the one by whom the return was filed, the necessary documentary 
evidence should accompany the claim. The affidavit may be made by 
tho agent of the person asse ed, but in such case a power of attorney 

be drawn in the names of the persons entitled to the money and may 
be sent to such persnns in care of an attorney or agent who 'has filed 
a power of attorney specifically authorizing him to receive such checks. 
The Commissioner may, however, send any such check direct to the 
claimant. I n  this connection, see section 3477 of the Revised Stat- 
utes, which provides : 

SUPPLEMENTAL PROVISIONS 

must nccompany the claim. 4 Checks in payment of claims allowed will 

Sm. 3477. All trnnafws elid afivifinlnents inntle of any clalm upon the 
Unlted States, or nf any purt or sh~lre thereof, or interest therein, 
whether absolute or conditionnl, and whatever may be the consideratlon 
therefor, and all powers of attorney, orders, or other autborlties for re- 
ceiving pnxment of nny such clailu, ur of uny part or sham thereof, sliall 
be absolutely null and void, unless they are freely made and executed 
in the prescuce of at least two attesting witnesses, after the allowuuce 
of such n claim, the amrtnlnmcnt of the amount due, and t;le Isming 
of n wnrrant for tlw pnynient thereof. Such transfer&, ass ig~n~euts ,  
and powers of nttorney, must recite the warrant for payment, and 
must be admowledxed by the Iwrson miiklng them, before air omcer 
havlng nuthority to takcr acknowledgments of deeds, and shall be certi- 

.&e T. ns. 4285 and 4260, pp. 867-868. 
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fled by the ofllcer: and It must appear by the certlflcate that the ofllcer, 
at the time of the acknowledgment, read and fully explained thd 
transfer, aselgnment. or Warrant of attorney to the person acknowledg- 
ing the same 

The Commissioner has no authority to refund on equitable grounds 
pnalties or other amounte legally collected. As to claima for refund 
of mms recovered by suit, see articles 1255 and 1256. 

ART. 1255. C l h  for refund in oaae of judgment obtained against 
oollector.-(o) Claims for the amount of a judgment against a col- 
lector of internal revenue for the recovery of taxes, penalties, or other 
sums should be made on Form 843 and filed with the Commissioner‘of 
Internal Revenue, Washington, D. C. The claimant should state the 
grounds df 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 i t  was recovered, and its 
amount. To this affidavit there should be annexed a certified copy 
of the final judgment in duplicate, a certificate of probable cause, 
and an itemized bill of the costs paid, receipted by the clerk or other 
proper officer of the court. Is this connection section 989 of the 
Revised Statutes provides : 

81w. 989. When a recovery IR had ~n any suit or proceeding agalnst a 
collector or other ofecer of the revenue for any act done by him, or for 
the recovery of any money exacted by or paid to him and by him paid 
into the Treasury. In the performance of his ofllcial duty, and the court 
certifies that there was probable cause for the act done by the collector 
or other ofllcer, or that he acted under thP dlrections of the Secretary of 
the Trensury, or other proper officer of the Government. no executloo 
&all issue against such collector or other officer, but the amount SO re- 
covered shall. upon flnal judRment, be provided for and paid out of the 
proper approprlatlon from the Treasury. 

(a) If the judgment debtor shall have already paid the amount 
recovered against him, the claim should be made in his name. A 
certificate of the clerk of the court in which the judgment was recov- 
ered (or other satisfactory evidence), showing that the judgment has 
been satisfied and specifying the exact sum paid in its satisfaction, 
with a detail of all items of costa which were paid by the judgment 
debtor or for which he is liable, should accompany the claim. (See 
further article 1254.) 

ART. 1256.1 Claims for refund in oase of judgment obtained against the 
United Stater-Clninis for the amounts of judgments rendered by 
United States District Courts and the United States Court of Claims 
against the United States for the recovery of taxes, penalties, or 
other sums shall be made on Form 848 in the manner prescribed by 

1 Bee T. D. 4262. p. 368. 
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paragraph ( u )  of article 1255 in the case of judgments againet 
collectors, except t h a t  

SUPPLEMENTAL PROVISIONS 

rn ( a )  A certificate of probable cause is not‘required; 
(6) The claims shall be executed in duplicate; and 
( c )  In  the case of a judgment rendered by the Court of Claims 

there may be submitted, in place of a certified copy of the final judg- 
ment, a certificate of the judgment issued by the clerk of the court 
and two copies of the court’s opinion, if any was rendered. 

ART. 1257. Limitation8 upon the crediting and refunding of taxm 
paid.-(a) Except as provided in (6) of this article, (1) the Com- 
missioner is prohibited from malting credits or refunds of income 
tax impoeed by the Revenue Act of 1928 after two years from the 
time the tax was paid unless before the expiration of such two-year 
period a claim therefor is filed, and (2) the amount of such credit 
or refund shall not exceed the portion of the tax paid during the 
two-year period immediately preceding the date of the allowance 
of the credit or refund, or, if the credit or refund is based upon a 
claim, the amount of the credit or refund shall not exceed the portion 
of the tax paid during the two-year period immediately preceding 
the date of filing such claim. 

(6) In  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 1928 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 
recovery of any part of such tax shall be instituted by the taxpayer, 
except that- 

(1) If the Board finds that there is no deficiency but that the per- 
son has overpaid his tax for the year to which the notice of deficiency 
relates, and the decision of the Board as to the amount overpaid has 
become f ind (see section 1005 of the Revenue Act of 1926), the over- 
payment shall 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) In  the cnse of n jeopardy assessment made under section 273, 
if the amount which sliould have been assessed as determined by 9 
decision of the Board which has become final is leas than the amolytt 
already collected, the excess payment shall be credited or refunded 
subject to the limitation provided in ( b )  (1)’ of ihis article. 

(3) I f  the amount of the deficiency determined by the Board (in 
a case whore collection has not been stayed by the filing of a bond) 
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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. (See 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 322 (b). 
(5) Where an amount is collected after the statutory period of 

limitation upon the beginning of distraint 01 a proceeding in court 
for collection has expired (see article 1202), the taxpayer may file 
8 claim for refund of the amount so collected within the period of 
limitation provided in bdction 322 (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 shall, when 
the decision becomes final, be conclusive. 

Art. 1267 0 822 

DMSION IV-MISCELLANEOUS PROVISIONS 

TITLE 111-AMENDMENTS T O  1928 INCOMI TAX 

SEC. 501. AFFILIATED CORPORATIONS-STATUTE O F  LIMITA- 
TIONS. 

(a)  Section 240 of the Revenue Act of 1920 IR amended by adding 
at the end thereof a new subdivislon to read as follows: 

”(h)  (1) If a notice under subdivision ( a )  of section 274 in respect 
of a deficiency for the taxable year lW2. 1923, 1924, 1W6, 1928, or 1927, 
has been mailed to a corporation, the suspension of the running of the 
statute nf limitations, provided in subdivision (h )  of section 277 and 
in subdivision (1) of section 283, shall apply in the case of corpora- 
tions with which such corporation made a consolidated return for such 
taxable year. 

(2) If a notice under subdivision ( a )  of section 274 in respect of a 
deficiency for  the taxable year 1021 or any previous taxable year has 
been mailed to a corporation, the suspension of the running of the 
statute of limitations provided in subdivision (b) of eection 277 and 
in subdivision ( I )  of section 263, shall apply In the case of the cor- 
porations with which such corporation was amliated, determined In 
accordance with the law applicable to the year in respect of which the 
deficiency is asnerted.” 

(b )  Subsection (a)  of this section shall apply in all cases where the 
period of limitation has not expired prior to the enactment of t h b  Act. 

SEC. 502. EXTENSION OF T I M E  FOR PAYMENT OF DEFICIEN- 
CIES. 

Section 274 (k) of the Revenue Act of 1926 Is amended by striking 
out “may grant nn extension for the payment of such deficiency or 
any part thereof for a period not In excess of 18 months” and Insert- 
ing in lieu thereof “mny grnnt an extension for the payment of such 
deficiency or any part thereof for a period not in excess of 18 months, 
aiid, in exceptional cases, for a further period not in excess of 12 
months.” 

SEC. 503. REQUEST FOR PROMPT ASSESSMENT. 

Section 277 ( a )  (4) of the Revenue Act of 1926 Is amended to read 
a8 follows : 

“(4) III the care of income recehed during the lifetime of a dece- 
dent, or by his ertate during the period of administration. or by a cor- 
poration, the tax shall be nssessecl, nnd any proceeding in court with- 
out assessment for the collection of such tax shall be begun, w i thh  cine 
year after written request therefor (flled after the return is made), 

Art. 1367 b 603 
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by the executor. administrator, or other flduclary representing the 
estate of such decedent, or by the corporation, but not after the expira- 
tion of the period prescribed for the assessment of the tax in paragraph 
(l), (2). or ( 8 )  of this subdivision. This paragraph shall not apply 
in the case of a corporation unless (A) such wrltten request notiflea 
the Commissioner that the corporation contemplates diasolution a t  or 
before the expiration of such year; and (B) the dissolution is in good 
faith begun before the expiration of euch year; and (0) the dleeolu- 
tion ie completed : nor shall it  apply in the case of income of a corpora- 
tion or of an estate during the period of administration unless the 
written request 1s flled after the enactment of the Revenue Act of 1928.” 

SEC. 504. SUSPENSION OF RUNNING OF STATUTE OF LIMITA- 
TIONS. 

( a )  Section 277 (b) of the Revenue Act of 1928 is amended to read 
aa follows: 

“(b)  The runnidg of the statute of llmltatlons prodded in this 
section or In section z18 on the making of aseescnnents and the begln- 
nlng of dietmint or a proceeding in court for collection, In respect. of 
any defldency, ahall (after the mailing of a notlce under subdivision 
( a )  of section 274) be slulpended for the period during whlch the 
Comm~eaimer la prohibited from maktng the asseeement or beglnning 
dlstraint or a pFoceedIng in court (and In any event, if a proceeding 
ln respect of the deflciency Is placed on the docket of the Board, nntil 
the decielon of the Board becoma flnal), and for 80 days thereafter.” 

(b) Llubeection (a)  of this section &all apply in all cam where 
the period of limitation has not expired p?or to the enactment of thie 
A& 

SEC. 505. SAME-TRANSFEREE CASES. 

(a) W o n  230 (d) of the Revenue Act of 1- is amended to rend 

“(a) The mnning of the statute of limitatlons upon the aeseasment 
of the liability of a t r a n s f m  or flducinry shall, after the mailing of 
the notice under subdivision ( a )  of eection 274 to the transferee or 
fldudary, be sn-ded for tbe period during whifh t+e Oommisaioner 
in prohiblted from making the aeseesment in respect of t& l labl l t j  of 
the transferee or Bdodarp (and in any event, ifla proceeding in respect 
of h e  llabillty Is placed on the docket of the Board, until e decision 

(b) Subnection (a) of t h b  section ebaU apply In all cam where the 
perlod of nmltation ha8 not expired prior to the enactment d this Act 

, 88 follows: 

of the Board becomeb flnal), and for 60 days thereafter.” P 
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SEC. 506. WAIVERS ‘AFTER EXPIRATION OF PERIOD OF LIMI- 
TATION. 

(a)  Bection 278 (c) and (d)  of the Revenue Act of 1828 are amended 
to read BB follows: 

“(c) Where More the expilation of the tlme p r e d b e d  in section 
a77 for the asseesmeat of the tax, both the Oommiasioner and the tax- 
payer have consented In writing to ita aeeeeement after mch time, the 
tax may be aBBeseed at  any time @or to the explratlon of the perlod 

. 
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agreed upon. The period 80 agreed upon may be extended by anbee- 
puent agreement8 In writing made before the ezpIrat(0n of the period 
previously agreed upon. 

“(d)  Where the aseefmment of spy Income, ex@WJ-pMts, or warc 
proilte taxea imposed by this title or by prior Act of Oongrese has 
Imen made (whether before or after the enactment of this Act) wlthin 
the period of limitatim properly applicable thereto, such tar may be 
collected by dletralnt or by B proceeding in court. (begnn before or 
after the enactment of this Act), but only If begnn (1) within sir 
yearn after the assessment of the tax, or (2) prior to the expiration 
of any period-for collection agreed upon In writing by the Commie- 
aioner and the taxpayer before the erplrntion of such BLx-year period. 
The period 80 agreed upon may be extended by subeeguent agreemente 
in writing made before the expht lon of the period previodp a t w d  

(b)  Bectlon 278 of the Revenue Act of 1926 le further amended by 
adding a t  the end thereof a new subdlvlsion to reed a s  follows: 

“(f)  Any agreement which would be within the provWone of eub- 
dlvielon (c)  or (d)  of thla &on but for the fact that it was e x e  
cuted after the expiration of the period of UmitatiW extended by 
such agreement, shall be valld and eirecllve according ta I t s  terma I f  
entered into after the enactment of the Revenue Act of 1928 and W o r e  
January 1, 1929.” 

(c) The amendments made by this section to the Revenue Act or 
1928 shall not be construed as in any manner aneCtlng the vallditp 
of waivere made prior to the enactment of thie Act, which &all he 
determined according to the law in existence at  the time mch Waiver 
was Bled. 

upon.” * 

SEC. 507. OVERPAYMENTS FOUND BY BOARD OF TAX APPEALS. 

aection !UM (e) of the Revenue Act of 1W6 Is amended to read as 
follows: 

“(e) If the Board 5nda that there Is  no defldency and further finds 
that the t a w y e r  has made an overpayment of tax In respect of the 
taxable year in respect of whlch the OommI&oner determined the 
deflciency, the Board shall have jurisdiction to determine the amount 
of such overpayment, and such amount shall, when the decision of the 
Board has become flnal, be credited or refunded to the taxpayer a8 pro- 
vided in  subdivlelon (a) .  Unless claim for credit or refund, or the 
petition, waa Bled within the time prescribed in subdivieion (g) for 
flling claims, no such credit or refund shall be made of any portlon of 
the tax paid more than fopr years (or, In the case of a tax Imposed by 
thla title, more than three years) before the filing of the claim or the 
W g  of the petition, whichever is earlier.” 

TITLB1 IV-ADMINISTRATIVPJ PROVISIONS 

SEC. 601. BOARD OF TAX APPEALS-PROCEDURE. 

Sedfona 906 and 907 (a)  and (b) of the Revenue Act of la, a8 
amended, are further amended to reed a s  follows: 

” SEU. BO6. (a) The chairman may from tlme to time divide the Board 
into divisions of one or more members, assign the members of the 
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Board thereto, and In case of a dlvlslon of more than one member, dee  
lgnate the chlef thereof. If a dlvlslon, as a result of a vacancy or the 
absence or lnablllty of a memher asdgned thereto to serve thereon, is 
composed of less than the number of mehbers designated !or the dlvl- 
slon, the chalrman may assign other members to the dlvlslon or direct 

dlvislon to proceed wlth the transactlon of buslnese wlthout awalt- 
-118 any addltlonal aeslgnment of members thereto. A dlvlslon shall 
hear, and make a determlnaqon upon, any proceeding lnntltuted before 
the Board and any motion in connectfon therewith, aeslmed to such 
dlvislon by the chalrman, and shall make a report of any such deter- 
mlnation which COnStihteS its flnal dlsposltion of the proceeding. 

“(b)  The report of the dlvlRion shall become the report of the Board 
withln SO daye after such report by the dlvlslop, unlme wlthln such 
perlod the chalrman has dlrected that such report shall be reviewed 
by the Board. Any prellmlnary actioh by a dlvlslon whlch doee not 
form the bash for the entry of the dnal decision 8hRll not be subject to 
revlew by the Board except in accordance wlth such rules as the Board 
may prescribe. The report of a dlvlslon shall not be a part of the record 
ln any case In which the chalrman dlrecta that such report shall be 
revlewed by the Board. 

“(c)  If a petltlon for a Fedetemlnatlon of a defldency has been flled 
by the taxpayer, n declslon of the Board dlsmiselng the proceedlng shall 
be considered a8 its decldon that the deflcleiicy 1s the amount deter- 
mlned by the Commleeioner. An order apeclfylng such amount shall 
be entered ln the records of the Board unless the Board am not deter- 
mine nnrh nmount from the record In the pmeedlng, or unless the d l e  
mieael 1s for lack of jurladlctlon. 

“ ( a )  A deckion of the Board (except a declslon dismlselng a pro- 
ceedlng for lack of jurlsdlctlon) shall be held to be rendered upon the 
date that an order speclfylng the amount o! the dedclency is entered 
ln the records of the Board. If the Board dismisses a proceedlng for 
reasons other than lack of jUri8dlCtiOn and is unable from the record 
to determlne the amount of the deflclency determlned by the Commls- 
eioner, or if the Board dlsmigses a proceedlng for lack of jurlsdlctlon, 
an order to that effect shall be entered in the records of the Board, 
and the declslon of the Board shall be held to be rendered upon the 
date o! bUCh entry. 

“(e) If the assessment or collectlon of any tax 1s barred by any 
statute of llmltatlons, the declslon of the Board to that effect shall be 
considered as ltn dedslon that ther 1s no deflclency In respect of 
such tax. 

“(f) The lindlngs of the Board made In connection wlth any decision 
prior to the enactment of the Revenue Act of 1926 shall, notwlthstand- 
ing the ennctment of such Act, continue to be prima facie evldence of 
the facb thereln stated. 

“380. 807. ( a )  Notlce and opportunlty to be beard upon any pro- 
ceedlng lnxtltated before the Board shall be glven to the taxpayer 
and the C~imilnuloner, and a report upon the proceedlng and a declslon 
thereon sli:~ll .bp niatle us quickly as  practicable. The declslon shall 
be ’nade by u member I n  accordance wlth the report of the Board, and 
uuch decision so made shall, when entered, be the decfalon of the Board. 

Art. 1257 0 601 
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If an opportunlty to be heard upm the proceeding Is d v t  I before a 
dlv1slOn of the Board, nelther the taxpayer nor the Oommlssloner shall 
be entitled to notice and opportunlty to be heard before the Board upon 
revlew, except upon 8 spedflr order of the chairman. Hearlngs before 
the Board and its dklRlonR shall be open to the publlc, and the testi- 
mony, and, 1f the Board so IpQuIrm, the argument shall be sten* 
graphically reported The Board Is nuthol‘lzd tn contract (by renewal 
of contract or otherwlxe) !or the reportlng of such hearings, and In 
such contract to flx the terms and condltlons under Whlch transcripts 
will be euppll .d by the contractor to the Board nnd to other persons 
and agencies. The proceedlngs of the Board and Its dlvlslons shall be 
conducted in accordance with such rule8 of practice and procedure 
(other than rules of evidence) a8 the Board may prescribe and in 
accordance with the rules of evldence appllcable in courts of equity 
of the Dlstrlct of Columbia. In any proceedlng Involving the issue 
whether the petltloner has been gullty of fraud wlth intent to evade 
tax, where no hearlng has been held before the enactment of the 
Revenue Act of 1028, the burden of proof In respect of such issue shall 
be upon the Cornmlssloner. The malllng by reglstered mall of any 
pleadlng, declslon, order, notice. or process in respect of proceedlngs 
before the Board shall be held sufeclent service of such pleading, 
declslon, order, notlce, or procees. 

“(a) I t  shall be the duty of the Board and of each division to Include 
In its report upon any proceedlng Its dndlhgs of fact or opinion or 
memorandum opinion. The Board shall report in wrlting all its and- 
lngs of !act, opinions and memorandum opinions.” 

SEC. 602. BOARD OF TAX APPEALS-TRANSFEREE PROCEED- 
INGS. 

Tltle IX of the Revenue Ac t  of 1924, 88 amended, le further amended 
by addlng at the end thereof two new sectlone to rend a8 follows : 

” lBansFllPgg PBoaamnnoe 

“Sm. 912 In Iyroceedings before the Board the burden of pmof 
ahall be upon the Commteeloner to show that a petltioner 18 llable a s  a 
transferee of property of a taxpayer, but not to ehow that the taxpayer 
was llable for the tar. 

Id 800. 913. Upon application to the Board, a tranefmee of property 
of a taxpayer shall be entitled, under rule6 preecrlbed by the Board, 
to a preliminary examlnatlon of bwke, papere, documents, correspond- 
ence, and other evldence of the taxpayer or a preceding t r a d m  of 
the taxpayer‘s proparty, If the transferee maklng the nppllcatim Is a 
petltioner before the Board for the redetermlnatlon of hls liablllty In 
respect d the tax (Including interest, penalties, addltlonal amOUntf5, 
and addltlone to the tax provided by law) lmposed upon the taxpayer. 
Upori such appllcatlon the Board may require by subpoena, ordered by 
the Board or any diviBim thereof and Rigned by n membea, the p 
ductlon of all euch books, papers, documents, m r e s p o n d e n ~  nnd other 
evldence within the United States the production o! whlch, ln the 
oplnlon of the Board or dtvlRion thereof, Is necessary to enable the 
traneieme to aacertnln the Ubilitp of the taxpeyer or p&ng t rans  

Art. 1267 
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ierm and will not result In undue hardship to the taxpayer or preced- 
Lng transfeme. Such examination shall be had at euch time and place 
ae may be designated in the eubpa?na." 

SEC. 603. BOARD OF TAX APPEALS-COURT REVIEW OF DE- 
CISION. 

Subdiddone (c)  and (d )  of &ion 1001 of the Revenue Act of 1928 
am amended to read ae follows: 

"(c) Notwlthetandlng any provision of law imposing reetrictions on 
the assessment and collectlou of defldendes, such rerlew ehall not 
o p e m t e a e  a stay of aseessment or collec~lon of any portlon of the 
amount of the de3dency determined by the Board unlese a petition for  
m l e w  In reepect of surh portion ie duly flled by the taxpayer, and 
then only if the taxpayer (1) on or before the time his petition for 
revlew le flled has  Bled with the Board a bond in a sum flxed by the 
Board not exceedhg double thr amount of the portion of the deiedency 
in respect of which the @ition for review 1s dkd, and wlth surety 
approved by'the Board, conditioned upon the payment d the defldwcg 
a s  finally determlned, together with  any interest. addltloual amounts, 
or addltlms to the tax pmvlded for by law, or  ( 2 )  hae flled a Jeopardy 
bond under the Income or estate tax laws. If as a result of a waiver of 
the restrictlone on the fmesmnrnt and collection of a defldency any 
plrt of the amount determined by the Board la paid after the flllug of 
the revfew bond, such bond ehall, at the requeet of the taxpayer, be 
proportlonately reduced. 

"(a) I n  cases where amesement or oollectiOn haa not been stayed by 
the flling of a bond, then If the amount of the deficiency determined by 
the board is disallowed In whole or in part by the court, the amount 80 
dieallowed shall be credited or refunded to the taxpayer, wlthout the 
making of c ldm therefor, or, if collexztion has not been made, all be 
abated." 

SEC. 604. SUITS TO RESTRAIN ENFORCEMENT OF LIABILITY 

No suit shall be malntalned In any court for the purpose of restraining 
the aaaessment or  collectlon of (1) the amount of the llablllty. at law 
or Iii equity, of a transferee of property of a taxpayer in respect of any 
Income, war-proflts, excesf+proflts, or estate tax, or (2) the amount of 
the liability of a flduciary under section 3467 of the Bevlsed Statute6 
in respect of any such tax. 

SEC. 605. RETROACTIVE REGULATIONS. 

OF TRANSFEREE OR FIDUCIARY. 

Section 1108 (a)  of the Revenue Act of 1926 ia amepded to read as 
fOlIOWR : 

" BEC. llOa ( a )  I n  case a regulatlon or Treasury dedslon relatlng to 
the internal-revenue laws ia amended by a subsequent regulation or 
Treasury declslon, made by the Secretary or by the Commissioner wlth 
the approval of the Secretary, such subsequent regulation or Treasury 
decldon may, with the approval of the Secretary, be applied wlthout 
retroactive effect." 
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SEC. 606. CLOSING AGREEMENTS. 

(a) Authorization.-The Commissloner (or any omcer or employee 
of the Burenu of Internal Revenue, including the Beld service, author- 
Iced in wrltlng by the Commissioner) la authorieed to enter into a n  
agreement in wdtlng wlth any person relatlng to the llablllty of such 
person (or of the person or estate for whom he acts) In respect of any 
Internal-revenue tax for any taxable perlod endlng yrlor to the date of 
the agreemelit. 

(b) Finality of agreement~.-If such ngwenient is  approved by the 
Secretary, or the Underwcretary, within such time as inny be stated In 
such agreement, or later agreed to, such ageenlent shall be flnal and 
concluelve, md ,  except upon II showing of fraud or malfeasance, or mls- 
representation of a materlnl fact- 

(1) tile case shall not be reopened as to the matters agreed upon 
or the agreement modlfled, by any omcer, employee, or agent of the 
Unlted States, nntl 

( 2 )  In any sult, nctlon. or proceedlng, such agreement, or any 
determlnatlon, assessment, 'collectlon, payment, abatement, refund, 
or credlt made In accordance therewith, shall not be annulled. 
modlfled, wet aslde, or diHregarded. 

( c )  Section 1106 (b )  of the Revenue Act of 1926 1s repealed, effective 
on the explratlon of a0 days after the enactment of this Act, but RUCh 
repeal &all not affect any agreement made before such repeal takes 
effect. 

ART. 1301. Closing agreements relating to tax liability in respect of 
internal-revenue taxes.4losing agreements provided for in section 
606 may relate to any taxable period ending prior to the date of 
the agreement. Such nn agreement may be executed 0v0n though 
under such agreement the taxpayer is not liable for any tax for 
the period. 'I%+ matter agreed upon may relate to the total tax lia- 
bility af the taxpayer or it may relnte to one or more separate items 
affecting bhe tax liability of the taxpayer. For example, an agree- 
ment may be. entered into with 9spect to the amount of gross 
income, to deductipns for losses, depreciation, depletion, etc., or to 
the value of property on a basic date. Accordingly, there may be a 
series of agreements relating to the tax liability for a single taxable 
period. Any tax or deficiency in tax determined pursuant to such 
an agreement shall be assessed and collected, and any overpayment 
determined pursuant thereto shall 66 credited or refunded, in ac- 
cordance with the applicable provisions of the Act, (see also 
section 616.) 

SEC. 607. EFFECT OF EXPIRATION OF PERIOD OF LIMITATION 

Any tax (or nny Interest, penalty. addlttonal amount, or addition 
to such tax) assessed or paid (whether before or after the enactment 
of thls Act) after the expiration of the period of llmitatlon PraperQ 

AGAINST UNITED STATES. 

Art. 1801 607 I 



332 IrJOOMB TAX BEOULATIOTJB 

applicable thereto shall be considered an overpayment and ehall be 
credlied or refunded to the taxpayer if claim therefor Is flled within 
the perlod of limitation for flllng such clalm. 

SEC. 60.9. EFFECT OF EXPIRATION OF PERIOD OF LIMITATION 

A &fund of any portion of an Internal-revenue tax (or any interest, 
penalty, additlonal amount. or addltlon to  Ruch tax)  made after the 
enactment of this Act, shall be considered e r r o n e m e  

(a) if made after the expiration of the period of llmitatfon f m  f l h g  
clalm therefor, unless within such period claim was filed ; or 

(b)  in the case of a claim flled within the proper tlme and dis- 
allowed by the Commlssloner after the enactment of this Act, if the 
refund was made after the expiration of the perlod of llmitatlon for 

AGAINST TAXPAYER. 

flling s u i t  wllese- 
(1) withln such period suit  was begun by the  taxpayer, or 
( 2 )  within such period, the taxpayer and the Commimloner 

agreed In writing to suspend the running of the statute of Iimi- 
tations for flllng suit from the date of the agreement to the date 
of flnal decision In one or more named caws then pending before 
the Unlted States Board of Tax Appeals or the courts. 

SEC. 609. ERRONEOUS CREDITS. 
(a) Credit against barred de5oienoy.-Any credit against a Ilnblllty 

In renpert of any taxable year shall be vold if any payment In reepect 
of such liability would be considered an overpayment under Redion 607. 

(b) Credit of barred overpayment.-A cmdlt of an overpayment in 
respect of any tax shnll be void if a refund of such overpayment would 
be considered erroneous under section 608. 
, ( 0 )  Application of section.-The provtsions of this aectlon &all apply 
to any credit made before or after the enactment of this Act. 

SEC. 610. RECOVERY OF AMOUNTS ERRONEOUSLY REFUNDED. 
( a )  Any portion of an Internal-revenue tax (or any Interest, pen- 

alty, addltional amount, or addition to such tar) refund of which 16 
erroneously made, withln the meaning of section 608, af ter  the enac t  
ment of this Act, may be remered by suit brought In the name of the 
United States, but only if such suit 1s begun within two years after 
the muklng 01 such refund. 

(b)  Any portion of an internal-revenue tax (or any Interest, pen- 
alty, addltionnl nmount, ur addition to such tnx) which has been err* 
neously refunded (If such refund would not be considered as erroneous 
under sectlon 608) may be recovered by suit brought In the name of 
the Unlted States, but only If such suit is begun before the expirution 
of two years after the making of such refund or before May 1, 1928, 
whlchever dnte Is later. 

SEC. 611. COLLECTIONS STAYED BY CLAIM IN ABATEMENT. 
I f  any internal-revenue tax (or any Interest, penalty, addltinnal 

amount, or addltlon to such tax)  was, within the period of limitution 
properly applicable thereto, assessed prior to June 51924, and if a claim 
in abatement wa6 flled, with or  without bond, and if the collectlon of 
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any pnrt therenf mas stayed, then the payment of such part (made 
before or within one year after the enactment of thls Act) shall not 
be consldered a s  an  overpayment under the provisions of section 607, 
relatlng to payments made after the expiration of the period of limita- 
tion on asseasment nad c‘ollection. 

SEC. 612. REPEAL OF SECTION 1106 (a) OF 1926 ACT. 

February 26, 1928. 

SEC. 613. LIEN FOR TAXES.’ 

Swtlon 1108 ( a )  of the Revenue Act of 1926 ie repealed as of 

( a )  Section 3188 of the Revised Statutes, as amended, i s  amended 
to read as follows: , 

“SEO. 3186. ( a )  If ‘any person liable lo  pay any tax neglects or 
rpfuses to pay the same after demand, the amount (Including any 
Interest, penalty, addltlonal amount, or additlon to such tax, together 
wlth any costs that  mny arcrue in addition thereto) shall be n lieu i n  
favor of the United Rtatea upon all property and rights to property, 
whether real or personal, belonp;iiig to such person. Unless another date 
h spedflcally fired by law, the lien shall arise at  the tlme the assees- 
ment list was received by the cdlwtor nnd shall continue untll the  
Habillty for such amount is satibfled or becomes unenforceable by 
reason of lapse of time. 

“ ( b )  Such lien Rhall not be valid a s  against any mortgagee, pur- 
chaser, or judgment creditor until notice thereof has been filed by the 
collector- 

“(1) in accordance wlth the law of the State or Terrltory in which 
the property subject to the lien Is altuated, whenever the State or Ter- 
ritory hns by law provlded for the flllng of such notice; or 

“ (2) in the oface of the clerk of the United Etatee District Court for 
the judldal district in which the property subject to the lien Is situated, 
whenever the State or Territory has not by law provided for the flling 
of such notice; or 

“(3) In the oftlce of the clerk of the ddpreme Court of the Dlstrict of 
Columbia, if the property subject to the lien Is rdtuated in the Dlstrlct 
of Columbla. 

“(c)  Subject to such m l a t i o n a  as the Commissloner of Intenial 
Revenue, wlth the approval of the Secretary of the Treasury, may 
prescdbe, the collector of Internal revenue charged with an assessment 
in respect of any tax- 

“(1) May iesue a certlflcate of releaee of the lien if the collector 
flnds that the liubillty fhr the umount assessed, together with all Inter- 
est In respect thereof, has beeii RatlHflecl or has become unenforcenble; 

“(2) May issue II certiflmte of release of the lien if there 1.; fur- 
niahed to the collector nnd ncc-eptcd hy him n bond that ls contlltloiied 
upon the payment of the amount asswqed, together wlth all inteiwt in 
respect thereof, withlit the time prewribed by law (including ally ex- 
tendon of such time), and Qat la in accordance With such requireinelits 
relating to terms, conditions, niid forin of the bond and suretles thereon, 
as may be specifled in the regulations; 

-..-- - - -. -- 
1 We T. D. 4276, p. 860. 
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“(3)  May Issue a certlflcate of partial dlscharge of any part of the 
property subject to the Iten if the collector flnds that the falr market 
value of that part of such property remaining subject to the lien 18 at 
least double the amount of the llablllty remalnlng unsatisfled In R- 
spect of such tax and the amount of all prior Ilene upon such property. 

“(a) A certificate of release or of partla1 discharge Iesued under 
thls section shall be beld conclusive that the lien upon the property 
covemd by the certlflcate Is extlngulshed. 

“(0) Tbe Commlssloner of Internal Revenue, wlth the approval of 
the Secretary of the Treasury, may by regulation provide for the accepb 
ance of a single bond complylng both wlth the requlrements of section 
!272 (1) of the Revenue Ac t  of 1928 (relating to the extenston of tlme 
for the payment of a defldency), or of any slmllar provlslone of any 
prlor law, and the requlremento of subsectlon (c) of thls sectlon. 

“ ( f )  Subsecttons (c), ( a ) ,  and (e)  of thls sectlon shall apply to a 
llen In respect of any internal-revenue tax, whether or not the llen Is 
impoeed by thls sectlon.” 

( b )  The decond sentence of section 816 ( a )  of the Revenue Act of 
1928 la repealed. 

SEC. 614. I N T E R E S T  O N  OVERPAYMENTS. 

(a)  Interest shall be allowed and k i d  upon any overpayment In 
respect of any Internal-revenue tax, at the rate of 6 per centnm per 
annum. a s  follows: 

(1) In the case of a credit, from the date of the overpayment to 
the due date of the amount agalnst which the h d l t  Is taken, but 
if the amount ap lna t  which the credlt Is taken Is an additloud 
assessment of a tax Imposed by the Revenue Act of 1921 or any 
subsequent revenue Act. then to the date of the aeeeesment of that 
amount. 

(2) In the case of a refund, from the date of the overpayment 
to a date precedlng the date of the refund check by not more than 
80 days, such date to be determlned by the Commlssloner. 

(b) As used In thls section the term ‘‘ addltional a m s m e n t  ” means 
a further aeseesznent for a tax of the mme character prevlously pald 
In part. and Includes the asses~ment of a defldency of any Income 
or estate tax imposed by the Revenue Act of 19’24 or by any SUM 
quent revenue Act. 

(c) Section 1116 of the Revenue Act of 1926 is repealed. 
(a) Subsections (a) ,  (b) ,  nnd (c) shall take effect on the expira- 

tion of thlrty days after the enactment of this Act, and shall be 
appllcable to any credlt taken or refund pald after the explratlon of 
such pedod, even though allowed prlor thereto. 

SEC. 615. I N T E R E S T  O N  JUDGMENTS. 

(a)  Section 177 Of the Judlclal Code, as nmended, Is amended to 
read a s  followe: 

“Sm. 177. ( a )  No Inter& Shall be allowed on any clalm up to the 
tlme of the rendltion of Judgment by the Court of Clalnw, unlees upon 
a contract expressly stipulatlng for the payment of in- except 
as provlded In wbdlvlaion (b). 
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“(b) In any judgment of any court rendered (whether against the 

United States. a collector or deputy collector of internal revenue, a 
former collector or deputy collector, or the personal representatlve In 
cam of death) for any overpayment In respect of any fnternnl-revenue 
tax, Inteerrrtt shall be al1owt.d at  the rate of 6 per centum per annum 
upon the amount of the overpayment, from the date o! the payment 
or collectlon thereof to a date preceding the dnte of the refund ch&k 
by not more than thlrty days, such date to be determlned by the Com- 
mlesloner of Internol Revenue.” 

(b)  Subsection ( a )  of thls section shall take effect on the expira- 
tion of thirty days after the enactment of thls Act. 

SEC. 616. COMPROMISES-CONCEALMENT OF ASSET$. 

Any p e m n  who, In connection wlth any compromlse under section 
3229 of the Revised Statutes, as amended. or offer of such compromlse. 
or In mnnectlon wlth any cluslng apreement under sectlon 808 of thla 
Act, or offer to enter Into any such agreement, wlllfully (1) conceats 
from any ofecer or employee of ,the United States any property belong- 
ing to the estate of a taxpnyer or other person liable In respect of 
the tax, or (2) recelves, destroys, mutllates, or falslfles any book, docu- 
ment, ur record, or .  niakes under ’oath any ‘false statement, relating 
to the estate or flnandal condltlon of the taxpayer or other person 
llable In respect of the tax, shall, upon convlctbn thereof, be Aned not 
more than $lO,OOO or Imprisoned for not more than one year, or both. 

SEC. 617. JURISDICTION OF COURTS. 

(a)  If any person Is summoned under the Internal-revenue laws 
to appear, to testify, or to produce books, papers, or other data, the 
district court of the United States for the district in whlch such person 
resldes shall have jurlsdlctlon by approprlate process to compel such 
attendance, testimony, or productlon of books, papers, or other data. 

(b) The dlstdct courts of the Unlted States a t  the Instance of the 
United States are hereby invested wlth such jurisdiction to  make and 
Issue, both In actions a t  law and sults in equity, wrlta and orders 
of Injunction, and of ne exeat repubiica, orders appointing receivers, 
and such other orderrr and process, and to render such judgments and 
decrees. granting In proper cases both legal and equltable relief t e  
gether, as may be neces8ary or appropriate for the enforcement of the 
Internal-revenue laws. The remedles hereby provided are In addltlon 
to and not excluslve of any and all other remedies of the Unlted State# 
In such court8 or otherwise to enforce surh lawns. 

SEC. 618. EXAMINATION OF BOOKS AND WITNESSES. 

Sectlon 1104 of the Revenue Act of 19% Is amended to read as  
follows : 

‘‘ 8M). 1104. The Ooinmlesloner, for the purpose of nscertalnlng the 
correctness of auy return or for the purpose of maklnp: a return where 
noue has been made, is hereby nuthorlzed, by any ofleer (ir employee 
of the Bureau of Internal Revenue, Includltig the fleld service, deslg 
nated by him for that purpose, to examine any books, papers, records, 
or memoranda bearlng upon the matters requlred to be Included In 

Art. 1301 0 618 



336 INCOME TAX REQULATIONS 

the return, and may require the attendance of the person rendering 
the return or of any officer or emplOyW of such per so^^. or the attend- 
ance of any other person having knowledge In the premlses, and may 
take his testiniony wlth reference to  the matter required by law to be 
included in such return, wlth power to administer oaths to  such person 
or persons.” 

SEC. 619. MINOR ADMINISTRATIVE AMENDMENTS. 
( a )  Secllou 1109 of the Revenue Act of 1926 1s amended by striking 

out “ Except 118 provided in sections 2i7. 278, 310, and 311 ” and Insert- 
Ing In lleu thereof ‘‘ Except In the case of income, war-profits, e x c e w  
proflts. estate, and gift taxes.” 

( b )  Rection 3220 of the Revised Statutes, a8 nmended by section 1111 
of the Revenue Act of 1R20. Is amended by striking out “Except as 
otherwise provided In wctlons 284 and 319 of the Revenue Act of 
1820 ” and Inserting In lieu thereof “ Except as otherwlee provlded by 
law In the case of Income, war-proflts, excess-proflts, estate. and glft 
tnxeu.” 

( c )  Sectlon 3228 nf the Revised Statutes, a s  amended by section 1112 
of the Revenue Act of 1926, Is amended by striking out ‘ I  except a s  p r e  
vlded In sectlons 284 and 319 of the Revenue Act of 1828” and lnsert- 
lng “except as otherwise provided by law In the case of income, war- 
proflts, excess-proflts, estate, and gift taxes.” 

( d )  Section 8176 of the Revisecl Statutes, ns amended by section 1103 
of the Revenue Act of 1926, Is amended by striking nut “other than a 
return under Wtle I1 of the Revenue Act of 1024 or Title XI of the 
Revenue Act of 1928” aud ineertlng In lieu thereof “other than a 
return of Income tax.” 

TITLPI V 4 E N E R A L  PROVISIONS 

SEC. 701. DEFINITIONS. 
(a) When used In this Act- 

(1) The term ‘* person ” menns an Indivldual, a trust or estate, 
a partnership. or a corporation. 

(2) The term “ corporation ” Includes nssoclationR. joint-stock 
companfes, and Insurnnce companies. 

( 8 )  The term “domestic” when applied to a corporation or 
partnersblp means crented or organlzed In the Unlted States or 
under the law of the Uiiited States or of any State or Territory. 

(4 )  The term “forelgn” when applled to  a corporatlon or part- 
nership nleans a corporntion or partnership which Is not domestic. 

( G )  The term ‘ I  flduciary ” means a guardian, trustee, executor, 
admlnlstrator. receiver, conservator, or any person actlng In nny 
flduciary capacity for any person. 

( 8 )  The term “withholdlng agent”  means any pereon r e q n l d  
to deduct and wlthhold any tax under the provlalons of section 
a44 or 146. 

( 7 )  The term “stOCk” includes the share In an assodation, 
joint-stock company, or Insurance company. 

(8) The term “ shareholder ” includee a member in an aasoeia- 
tlon, jolnt-stock company, or insurance company. 
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(9) The term “United States” when used In a gengrapblcal 

mnse incriudes oni.v the States, the Terrltorles of Alaska and 
Hawnll, and the District of Columbia. 

(10) The term ‘I Secretary ” means the Secretary of the 
Treasury. 
(11 ) The term “ Comnilnsioner ” means the Commissloner of. 

Internal Revenue. 
(12) The term “collector ” means collector of internal revenue. 
(18) The term “ tnxpayer ” meaiis any person subject to a tnx 

imposed by this Act. 
(14) The term “military or navni forces of the Ilnlted Stntes” 

Inclut1c.n I lie Mnrlrw ( :OYIIR, the Conat Gnnrcl, the Army Nurse 
Corps. Female, iind thv  Navy Nurw (’orpR, Female. 

(b)  The term8 “indudes” and “Incluilln~’! when u d  in a detlni- 
tlon contained In this Act shall not lw tleeined to exclude other things’ 
otherwise within the meaning nf the term cleflned. 

ART. 1311. Person.-The Act rrcognizes four classes of persons- 
individuals, trusts and estates, parhewhips, and corporations. Cor- 
porations include associations, joint-stock companies, and insurance 
companies, but not partnerships properly so called. A taxpayer is 
any person subject to :I tax imposed by the Act. 

ART. ‘1312. Association.-Associations and jeint-stock companies 
include associations, common law trusts, nnd organizations by what- 
ever name known, which nct or do business in an organized capacity, 
whether created under and pursuant to State laws, agreements, 
dednrations of trust, or otherwisc, the net income of which, if any, 
is distributed or distributable among the shareholders on the basis 
of the capital stock which each holds, or, where there is 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 corporntion which has ceased to exist in contemplation of law 
but continues its busiliess in quasi-corporate form is an association 
or corporation within the meaning of section 701. 

ART. 1313. Association distinguished from partnership.-An organi- 
zition, the meinbersliip interests in whikli are transfernble 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 and not a partnership. The term “ partnersllip ” means 
only 6rdEnary partnerships. Organizations which have a fixed 
capital stock divided into shares represent,ed by certificates trans- 
ferable only upon the books of the company, which manage their 
affairs by a board of directors or executive officers, and which con- 
duct their businw in the general form and mode of corporations 
are joint-stock companies or associatiolls within the meaning of the 

I 
’ 
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Act even though under State law such organizations are technicdly 
partn@rship. 

ART. 1314. Association dirtingnished from trust.-Where trustees 
merely hold property for the collection of the income and its dis- 
tribution among the beneficiaries of the trust, and are not engaged, 
either by themselves or in connection with tlie beneficiaries, in the 
carrying on of any business, and the beneficiaries have no control 
over the trust, although their consent may he required for the filling 
of a vacancy among the trustees or for a modification of the terms 
of the trust, no association exists, and the trust and the beneficiaries 
thereof will IN subject to tax as provided by sections 161-170 and by 
articles 861-891. I f ,  however, the beneficiaries have positive control' 
over the 'trust, whether through the right periodically to elect trustees 
or otherwise, an association exists within the meaning of section 701. 
Even in the absence of any rontrol by the beneficiaries, where the 
trustees are not restricted to the mere collection of funds and their 
payment to the beneficiaries, but are associated together with similar 
or greater powers than the directors in a corporation for the pur- 
pose of carrying on some business enterprise, the trust is an associa- 
t ion within the meaning of the Act. 

ART. 1315. Limited partnership aa partnernhip.-So-called limited 
partnerships of the type authorized by the statutes of New York 
and most of the States are partnerships and not corporations within 
the meaning of the Act. Such limited partnerships, which can 
not limit the liability of the general partners, although the special 
partners enjoy limited liability so long as they observe the statutory 
conditions, which are ~sso lved  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 part- 
nerships as to render impracticable any differentiation in their treat- 
ment for tax purposes. Michigan and Illinois limited partnerships 
are partnerships. A California special partnership is a partnership. 

ART. 1316. Limited partnership as aorporation.-Limited partner- 
ships of the type of partnerships with liniited liability or partner- 
ship associations authorized by the statutes of Pennsylvania and of 
a few other States are only nominally partnerships. Such so-called 
limited partnrrships, 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 
partnership name, are more truly corporations than partnewhips and' 
must make roturns of income and pay the tax as corporation#. The 
income received by the members out of the earnings of such limited 
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partnerships will be treated in their personal returns in the same 
manner as distributions on the stock of corporations. I n  all doubt- 
ful cases limited partnerships will be treated as corporations unless 
they submit satisfactory proof that they are not in effect so organized. 
A Michigan partnership association is a corporation. 

ART. 1317. Joint ownership.-Joint investment in and ownership of 
real and pemnal  property not used in the operation of any trade or 
business and not covered by any partnership agreement does not 
constitute a partnership. Coowners of oil lands engaged in develop- 
ing the property through a common agent are not necessarily partners. 

ART. 1318. Insurance company.-Insurance companies include both 
stock and mutual companies, as well as mutual benefit insurance 
companies. A voluntary unincorporated association of employees 
formed for the purpose of relieving sick and aged members snd the 
dependents of deceased members is an insurance company, whether 
the fund for such purpose is created wholly by membership dues 
or partly by contributions from the employer. A corporation which 
merely sets aside a fund for the insurance of its employees is not 
required to file a separate return for such fund, but the income 
therefrom shall be included in the return of the corporation. 

ART. 1319. Domestic, foreign, resident, and nonresident persona.-A 
domestic corporation or partnership is ofie organized or creakd 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 State or Territory. A partnership 
created by articles entered into in San Francisco between residents 
of the United States and residents of China is a domestic partner- 
ship. A foreign corporation or partnership is one which is not 
domestic, A domestic corporation is a resident corporation even 
though i t  does no business and owns no property in the United 
States. A foreign corporation engaged in trade or busineas within 
the United States or having an office or place of business therein is 
referred to in these regulations as a resident foreign corporation, and 
a foreign corporation not ongaged in trade or business within the 
United S t a h  and not having any office or place of business therein, 
as a nonresident foreign corporation. A partnership engaged in 
trade or business within the Unitad States or having an office or 
place of busines. therein is referred to in these regulations as a resi- 
dent partnership, and a paktnership not engaged in trade or business 
within the United States and not having any office or place of busi- 
ness therein, as 8 nonresident partnership. Whether ti partnership 
ie to be regarded I .  a8 resident or nonresident is not determined by the 
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nationality or residence of its members or by the place in which i t  
was created or organized. 

ART. 1320. Fidaciary.--“Fiduciary” is a term which applies to 
persons that occupy positions of peculiar confidence toward others, 
such as trustees, executors, and administrators. A fiduciary for 
income tax purposes is a person who holds in trust an estate to which 
another has the beneficial title or in which another has a beneficial 
interest, or receives and controls income of another, as in the case of 
receivers. A committee or guardian of the property of an incompe- 
tent person is a fiduciary. 

ART. 1321. Fiduciary dirtinguiehed from agent.-There may be a 
fiduciary relationship between an agent and a principal, but the word 
u agent ” does not denote a fiduciary. A fiduciary relationship can 
not be created 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 prin- 
cipal, merely turning over the net profits from the property periodi- 
cally to his principal by virtue of authority conferred upon him by 
a power of attorney, is not a fiduciary within the meaning 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. 

SEC. 702. BASIS OF P R O P E R T Y  U P O N  SALE BY ESTATE- 

(a) If In the return of any decedent’s estate for any taxable year 
preceding the taxable year 1928, the bade, upon which gain or loss 
realized upon the sale or other disposltlon of property acqulred by the 
estate from the decedent was computed, was the value of the property 
at the time of the death of the decedent or was In  accordance with 
the regulations lo force at the time snrh return was flled, then the 
computatlou of such galn or loss shall be made upon surh basis, unless 
claim for refund or credit In respect of such basis, or a written election 
not to come wlthin the provision8 of this eubsection, has  been flled by 
the estate before the explration of the period of llmltation for flling 
clalma 

(b )  In every other case the computation of the gain or Iosa reallzed 
by an estate in any tatable year preceding the taxable year 1928 from 
the sale or other dlsposltlon by it of property ucquired by the estate 
from the decedent, shnll be made on euch hash a8 la In accordance with 
the law properly appllcnble thereto, without regard to any provision of 
thls Act. 

SEC. 703. DEDUCTION OF E S T A T E  AND I N H E R I T A N C E  TAXES- 

( a )  In determinlng the net income of an heir. devlsee, legatee, 
dletributee. or kneflclary (herelnafter In this sectlon referred to a8 

RETROACTIVE. 

RETROACTIVE. 
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Ubene5ciary”) or of an estate for nny taxable year, under the Revenue 
Act of 1926 or any nrlor revenue Act, the amount of estate. inheritance. 
legacy, or successlon taxes pnid or nccrued withln such taxable year 
ehall be allowed a8 a dedurtion ns follows: 

(1) If the dediiction hris hrrn clnlmed hy (he  estnte, hut riot by 
the benefldnry. it diiill lie nllownl to the d a t e :  

(2) If the dediwilon hna hrrn clnlmd by the Iwneflclnry, hut not 
by the estatr, it slinll be flllowed ti) tlie heneflclnry : 

(3) If the deduction hns heen elnlmed by the estate and alw hy 
the beneflclnry. It sbnll be nllowwl to the estnte (and not to the 
benRflc.inrJr) If the tnx wns iirtiinlly mid hy the legnl representa- 
tlve of the entntc’ to the taxlng nuthorltleR of the jurldiction Im- 
poniiig the tnx : uncl i t  shall IW nllowrcl to the Iieneflcliiry (nnd not 
to the estnte) If the tiix wne actually pnld hy the heiieflcliiry to  such 
tnxlrig niith~irlllea; 

( 4 )  If thv tledurtion h n ~  lint l w n  c*lnirncd by the estate nor by 
the beneflchry, It shflll be n l l o w d  i is n dediietioii only to  the person 
(either the estatcb or the Iwnc4ic*lai:\ ) hy whom tlie t ax  was p l d  to 
R U C ~  tnxlrig niith~~ritlr’i, nnd only If n rl;iIin for refund or credlt is 
flled within thv pvriod of limitrilltni properly npplicnble thereto ; 

(5) Notwithrtniitliiig the provlsioii4 of par:igrriyhs ( l ) ,  (2), (3), 
and (4 )  of this siihswtloii. If thr  c*laIm of the dediirtlon hy the 
estate 1s barred hy the statute of limitations, but such rlaim by the 
beiieflclnry is not sn bnrred, the clecluctloii nhiill be allowed to  the 
beneflclnry, rind If Hurh claim hy thr heiieflclary is barred by the 
statute of llmltation~, Init such rlriini by tlie estate Is iiot 80 bari-ed, 
the dedurtlon fihall be nll(iwrd to the white. 

(b) AR usril In 1 1 1 1 ~  rirrtlon, the Ierm ‘‘ dalmed ” means clnimed- 
(1) In the return; or 
(2) In a claim in nbntemriit flled In respect of a n  assessment 

made on or before June 2. 1924. 
( c )  Thls m t l o n  slirill not nlYect niiy rnRe in which n declslon of the 

Roartl of Tax Apprnln or iiny rourl hiid bcen rendered prior to the 
ennctment of thls Act, whclther Yr not such declslon hnx berome flual. 

SEC. 704. TAXABILITY OF TRUSTS AS CORPORATIONS-RETRO- 
ACTIVE. 

( a )  If n taxpayer fllcd 8 return as a trust for a,.j taxable year 
prior to the tnxnhie year 1WL such tnxpttyer slinll be taxnble as n trust 
for such year and not n s  R corporntlon, if such taxpayer wns con- 
sidered to be tnxnhlr ns n trust nrid not ns II corprat lon either (1) 
under the regulations In force at the time the return was made or 
at the time of the termination of its existence, or (2) under any rul- 
ing of the Commlssioner or any duly nuthorized ofecer of the Bureau 
of Internal Reveniic. applicable to nny of such yenrs. and interpretn- 
tlvr of any provision of tlie Revenue Act of 1918, 1921, or 1024, which 
had not been rrverwd or revnked prior to the time the returrf wns 
made, or undrr nny m i d i  riillng niiiile a f tw  the return was R I w l  
which had not I w n  rc.verred or revoked prior to the time Of the 
termination of the taxpayer’s existence. 

Art. 1321 Q 704 
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(b )  For the pnrpoee of the Revenue Act of 1926 and prior Revenue 
Act& a trust shall, at the option of the trustee exercised wlthln 
one year after the enactment of this  Act, be considered as a trust, 
the Income of whlch Is taxable (whether dfstrlbuted or not) to the 
beneflciarles, and not as an  assocfation, if such trust (1) had a slngle 
trustee, and (2) was created and operated for the eole purpose of 
liquidating ,real property as a single venture (with such powers of 
admlnistratlon as are incidental thereto, includlng the acquisition, 
Improvement, conservatlon, divlalon, and sale of such property), dlw 
trlbuting the proceeds therefrom in due course to or for the beneflt 
of the beneflclaries. and discharging Indebtednew secnred by the 
trust property, and (3) ha8 not made a return for the taxable year 
ae an associatlon. 

SEC. 705. INSTALLMENT SALES-RETROACTIVE. 

(a) If any taxpayer by an orlginal return made prior to February 26, 
1926, changed the method of reporting his net Income for the taxable 
year 1924 or any prior taxable year to the installment basis, then, If hls 
income for such year is properly to be computed on the installment 
basle- 

(1) No refund or &It of Income, war-Proflts, or excess-pmflts 
taxes for the yenr in r’espect of which the cbange Is made or any 
subsequent year shall be made or allowvd. unlese the taxpayer has 
overpaid hia taxes for such year, computed by includlng, In coin- 
puting Income, amounts recelved during such year on account of 
sales or other dlspoeltlons of property made In m y  prior year;  and 
(2) No defldency shall be determined or found in reepect of any 

such taxes unless the taxpuyer has underpaid hls taxes for such 
year, computed by excluding, In computlng Income, amounts re 
wived during such gear on account of sales or other dlspositlons 
of property made In any year prior to the year In respect of which 
the change was made. 

(b) Nothing in this sectlon shall he construed as In any manner modl- 
fying section 607, 808, 608, or 610 of thia Act, relating to the effect of 
the running of the statute of llmltatlons. 

9 

SEC. 706. CONTRIBUTIONS T O  CHARITY-RETROACTIVE. 

I n  computlng the net lncome of any individual, other than a non- 
resident allen, for the taxable year 1923, there shall be allowed as a 
deductlon (subject to tile percentage limitation prescrlbed by section 
214 ( a )  (11) of the Revenue Act of 1021) nny contributions or glib 
to or for the use of a trust organized and operated exclusively for 
rellgloos, charitable, scientlflc, Hterary, or educntlonnl purpoas, if 
such Individual made during the taxable year 1924 contributions or‘ 
gifts to the same trust and In the aggregafe of substantially the mme 
amount. I n  no cnse shall there be allowed as n deduction under thls 
section contributions or gifts to an  amount in excess of $50,0oo. Any 
tax pald I n  respect of RUCh deduction shall, hubject to the s t a tu toq  
perlod of llmltation applicable thereto, be credited or refunded, 

Art. 1821 
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SEC. 707. INCOME TAX ON SALE OF VESSELS B U I L T  BEFORE 

The second parwraph of Rection 23 of the Merchant Marine Act, 
1920, I R  amended, to take rffect a s  of June 5, 1920, to read as follows: 

“During the perlod of ten years from June 6, 1920. any person, a 
cltizen of the United States, who may sell a vessel documented under 
the laws of the United StntPR and built prior to January 1, 1914, shall 
be exempt from all income taxw that would be payable upon any .of 
the proceeds of such sale under the Revenue Act of 1918, or under any 
sulmquent Revenue Act in force during such ten-year period, if the 
entlre prnceeds thereof ?hall be Invested in the building of new ships 
In American shipyards, Ruch ahlps to  be documented under the laws 
of the United gtates and to he of a type approved by the board. The 
basis of any such new ship shall be reduced by the amount of the gaiu 
from such sale exempt from taxation under this paragraph.” 

SEC. 708. D E F I N I T I O N  O F  T H E  T E R M  “ MOTOR BOAT.” 

The term “motor boat,” when uqed In the Art of September 21, 
1922, includes a yacht or pleasure boat, regardlws of length or tonnage, 
whether sall. steam, or motor propelled, owned by a resident of the 
Unlted States or brought Into the United States for sale or chiirter to 
a resldent thereof, whether or not R U C ~ I  yacht or hoat is brought into 
the Unlted gtntes under Its own power, but does not include a yncht 
or  boat used or Intended to be used in trade or commerce, nor a yacht 
or boat built, or for the building of whlch a contract was entered Into, 
prior to December 1, 1927. 

SEC. 709. REMISSION OR MITIGATION OF FORFEITURES. 

The provisions of law npplkable to the remlsslon or mitigation by 
the Becretnry of the Treasury of forfeitures nnder the cus tom lams 
shall apply to forfeltures Incurred or alleged to have been incurred, 
before or after the enactment of thiR Ad,  under the Internal-revenue 
laws. 

SEC. 710.  FUNDS AND CREDITS TO BE REFERRED TO JOINT 

No refund or credlt of any income, war-proflts, exceseproflts, estate 
or gtft tax, in excess of $76,000, shall be made after tire enactment of 
this Act, untll after the expiration of thirty days from the date upon 
whlch a report giving the name of the person to whom the refund or 
credit Is to be mnde, the amount of such refund or credit, and  a sum- 
mary of the facts and the decision of the Commls8ioner of Internal 
Revenue is submitted to the Jolnt Committee on Internal Revenue 
Taxation. A report to Congress shall be made annually by such com- 
mlttee of euch refunds and credits, iucluding the names of all persons 
and corporations to whom amounts are credited or payments nre made, 
together with the amounts credlted or pald to each. 

1914. 

COMMITTEE. 

SEC. 711. COMMISSIONERS OF COURT OF CLAIMS. 

The salary of the commlssloners of the Court of Clalms provided for 
In the Act entitled “An Act to authorhe the appointment of commis- 

b t .  1821 8 711 
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3ioners by the Court of Claim8 and to prescribe thelr powers and com- 
pensation,” approved February 24, 1925, as continued In force by Publlc 
ReROlUtlOn 4, Seventieth Congress, approved January 11, 1828, shnll 
after the date of the enactment of thls Act be at the rate of $7,500 a 
year. 

SEC. 712. BUREAU OF INTERNAL REVENUE-DETAILS TO 

The Commlssioner may order any ofecer or employee of the lnternal- 
revenue servlce engaged in 5eld work to  duty wlth the Bureau of 
Internal Revenue in the District of Columbia, for such periods ns the 
Secretary niay yrescrlbe. and to  any deslgnated post of duty outside 
the Distrlct of Coluinbla, upon the completion of such duty. 

SEC. 713. SALARIES OF COLLECTORS OF INTERNAL REVENUE. 

Section 1801 (b) of the Revenue Act of 1018 Is amended to read 
as follows: 

“ (b )  The snluries of collectors may be readjusted and increased 
under such rcgiilalions as may be prescribed by the Conimlssloner, 
subject to the npproval of the Secretary, but no collector shall receive 
a salary in escess of $7,500 a year.” 

SEC. 714. REPEALS. 

The pnrts of the Revenue Act of 1926 whlch are repealed by this 
Act pliflil remnln in force for the assessment and collection of all taree 
imposed tlierrhy. and for the aswssment. Imposition. and collect Ion 
of 1111 Inteiwt, penalties, or forfeitures whlch have acched or may 
accruc In relation to nny such taxes. 

SEC. 715. SEPARABILITY CLAUSE 

WASHINGTON. 

If nny provislori of thls Act, or the application thereof to  any 
permil or (*ir(wmwtaiiree, is held invalid, the wmnlnder of the Act, and 
the applivfllltrn of sllrh provlsioli to other persons or circumstances. 
shall not l w  nffected thereby. 

SEC. 716. EFFECTIVE DATE OF ACT. 

E m p t  ns othmwiw provided, this Act shall take effect upon its 

Approved, Mny 29, 1028, 8 n. m. 
enaetment. 

ART. 1501. Promulgation of regulations.-In pursuance of the Act 
the foregoing regulations are hereby made and promulgated. 

D. H. BLAIR, 
CV7nf?n~8&W of lnlerna.? Revenue. 

.Approved February 15, 1929. 
A. W. MBIJA~N, 

Secretary of the Treasury. 

Art. 1501 Q 716 
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TREASURY DECISIONS AMENDING OR RELATING 
TO REGULATIONS 74 

' (DECEMBER 1, 1931) 

ART. 63. Improvements by leasees. . 
T. D. 4282 (approved December 19, 1928) 

Article 68 of Regulations 74 is hereby amended to read as follows : 
Am. 63. Znyrrooements ~ J V  Icssee8.-When buildlngs are erected or 

lmprovements made by a lessee In pursuance of an agreement with the 
lessor, and such bulldings or Improvements are not subject to removal by 
the lea=, the lessor may at hls option report the Income therefrom 
upon either of the following bases: 

( 8 )  The lessor may report as  lncome at  the t h e  when such bulldlnge 
or improvemente are completed the fair market value of such bullding 
or lmprovements subject to the lease. 

(b) The lessor may spread over the life of the lease the estimated 
depreclated value of such buildings or lmprovementa at the explration 
of the lease and report as  income for each year of the lease an allquot 
part thereof. 

Except in cases where the lessor has exercised the option to report 
Income upon basls (b), if the lease is termlnated so that the lessor comes 
Into possemlon or control of the property prlor to the t h e  originally 
flxed for the explratlon of the lease, the lessor derivee no Income by 
reuson thereof, and, just a s  when the lessor comes into poaseesion or 
control of the property upon the expiration of the leaee, the basls for 
determlnlng gain or loss to the lessor from the subsequent sale or other 
dl6psltlot1 of the bulldings or lmprovements and for depreciation in 
respect of such property is the amount previously reported as  lncome 
by the lessor because of the erection of the buildings or improvements, 
except that lf the buildings or Improvements were acquired prior to 
March 1. 1913, the basis shall be thelr value subject to the lease when 
acquired or their value subject to the lease on March 1, 1013, whichever 
is greater. If the buildlngs or lmprovements are destroyed prior to the 
explratlon of the lease, the lessor is entitled to deduct a8 a loss for the 
year when such destructlon takes place the amount previously reported 
as  income because of the erection of such bulldinga or lmprovemente, 
less any salvage value subiect to the lease to the extent that Ruch loss is 
not compensated for by Ineurance or otherwlse. If the builtlings or tm- 
provements destroyed were flcqulrod prior to March 1, 1813, the deduction 
shall be based on thelr value subject to the lease wheu acqulred or their 

347 



348 INCOME TAX REGULATIONS 

value 8ul)ject to the lense on hIarch 1,1918, whichever is greater. less any snl- 
rage value subject to the lense to the extcmt thnt RUCh loss 1s not cont- 
pensated for by insurance or otherwlse. 

111 all caws where the lessor hns exerclsed the optlon to report incoiue 
upon basls (b), If the lease la ternilnatrd so that the lessor comes Into 
poclserrslou or control of the property prlor to the time originally Axed 
for the erplratlon of the lease, the lewor clerlves nddltlonal lnc*oinc for 
the year In whlcli the lease is so termlnated to the extent thnt the vnlue 
of such bniidlngn or improvements when he becomes entltled to such 
possession ex& the aniouut already reported as income on ncvoiint 
of the erectlon of such bulltllngs or improvements. No appreclatlon 111 
value due to causes other thun the termlnatlon of the lease shall be 
Included. If the hoildlngs or lmprovements nre destroyed prlor to the 
erplratlon of the leose, the lessor 1s entltled to deduct as a loss for the 
year when such destruction takes place the amount previously reported 
as lncome becaulle of the erectlon of such hulldlnga or improvements, 
less any salvage value sohject to the lease to the exteut that such loes Is 
not cwnlpensated for by lnsurnnce or otherwise. 

(See articles 180 and 204.) 

ART. 87. Interent upon United Stater obligations. 
T. D. 4276 (approved Noveinher 22, 1929) 

Attention is invited to the Act entitled “An Act to amend section 
5 of the Second Liberty Bond Act, as aniended,” approved June 17, 
1929 (Public, No: 11, Seventy-first CongreRq, H. R. 1648), which, 
among other things, authorizes the Secretary of the Treasury to 
issue Treasury bills on a discount basis, payable at maturity without 
interest. That Act amends section 5 of the Second Liberty Bond 
Act, as amended, to read as follows, the tax provisions being con- 
tained in subdivision (b)  thereof: 

61m. 5. (n) ”hut In addltlon to the bonds and notes authorizPd hy sec- 
tlons 1 and 18 of this Act, as amended, the Secretary of the TrellRury is 
autitorirRd to borrow from time to tlme, on the credlt of the Unlted States. 
for the purpmen of tills Act, to provlde for the purchase or redemption 
hefore maturlty of any certlflcntes of lndebtedness or Treasury bllls lssued 
hereunder. and to meet publlc expenditurn authorized by Inw, such sum or 
sumn as I n  his judgment may be necwmry, and to lwue therefor (1) cerllfl- 
mtes of Indebtednese of the Unlted States at not lea8 than par and at  Ruth 
rate or raten of interest, payable a t  such time or times as  he niny prescrlbe: 
or (2)  Treasury bills on a dlrrcount bash and payable at niaturlty wlthout 
Interest. TreaRUry bllls to be Issued hereunder shall be offered tor sale 
on a competitive bade, under such regulations and upon such terms and 
conditlons a6 the Secretary of the TCeaRuV may preecrlbe, and the declsiom 
of the Secretary in respect of any isnue shall be flnal. Certlflcates of 
indebtedness and Treasury bills issued hereunder shall be In such form or 
forms and mbject to such terms and condltlons, RhaU be payable a t  mch 
t h e ,  riot exceedlnp one year from the date of Iseue, and may be redeemable 
before maturity upon such terms and condltlons as the Secretary of the 
Treasury map prwrlbe. Treasury bills IRsued hereunder shall not he 
acceptnble before maturity In pa.\‘nieiit of interest or of prlncipal on Account 
of obllgatlone of torelgn governments held by the Qnlted States of America. 

, 
I 
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The sum of the par value of nuch certldcates and Treaeury bllls outstand- 
ing hereunder and under nectlon 6 of the First Llberty Bond Act h a l l  not 
at  any one tlme exceed In the aggregate $10,OOO,~OOO. 

(b)  All certlflcatw of Indebteclnws and Treasury bllls lsened hereunder 
(after the date upon whlch thls subdlvlslon becomea law) shall be exempt, 
both ns to princlpnl and interest, from all taxation (except eetate and In- 
heritance taxes) now or hereafter impoaed by the Unlted Btatee, any Stnte ,  
or any of the possesalons of the Unlted Statee, or by any local taxlng 
authority: and the amount of discount at whlch Treasury bllle are orlg- 
lnnlly sold by t h e  Unlted State? shall be consldered to be interest within 
the meaning of thls snbdlvlsion 

(c) Wberever the words “bonds and notes of the Unlted Eltates,” or 
bonds and notes of the Government of the Unlted States,” or ‘‘ bonds or 

notes of the United States” am used in the Federal Reserve Act, as 
amended, they shall be held to include W f l c a t e s  of indebtedness and 
Treasury bills issued hereundor. 

The statement of the managers on the part of the House which 
accompanied the conference report (Report No. 17, Seventy-first 
Congress, first session) accompanying H. R. 1648ahows thr t  Con- 
gress intended that the original discount rate a t  which a Treasury 
bill is issued should be regarded in the same way as the interest rate 
fixed by the security itself in the case of an interest-bearing obliga- 
tion, and that the amount of the discount should be apportioned 
among the holders according to the periods of their holdings jus t  
as the interest on an interest-bearing obligation is apportioned. 
(See Sol. Op. 46, C. B. 8, p. 90.) 

Accordingly, in the case of an original purchaser from the Govern- 
ment who holds a Treasury bill to maturity, the entire amount of the 
discount a t  which the bill was issued is exempt from income tax. If 
a bill is eold before maturity, each respective holder is entitled to 
treat as exempt from income tax that proportion of the amount of 
the discount a t  which the bill was issued which the number of daya 
(computed on an actual calendar-day basis) the bill wae owned by 
him bears to the total number of days (computed on an actual cal- 
endar-day basis) from the date of the issuance of the bill to  the date 
of its maturity. I n  other words, the amount of the discount a t  which 
the bill was issued is to be apportioned among the holders according 
to  the periods of their holdings. The gain from the sale or other 
disposition of a Treasury bill (that is, the excess of the amount real- 
ized therefrom less discount from the data of acquisition to the date 
of its disposition over the cost opother basis of the bill) is taxable 
as ordinary income. A loss from the-snle or other disposition of a 
Treasury bill (that is, the excess of the cost or other basis of the 
bill over the amount realized therefrom less discount from the date 
of acquisition to the date of ita disposition) is allowable a8 a deduc- 
tion. There will be stated on each Treasury bill the amount of the 
discouiit at which it was issued. 
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The foregoing principles mag be illustrated by the following 
examples : 

for $9.900. 
Example 1: A 90-day Treasury bill is issued to A on March 17 

The bill has a maturity value of $lO,OOO on the follow- . ,  
ing June 15. A holds the bill to maturity. He may treat the entire 
amount of the discount, or $100, as tax-exempt interest. 

A 
holds the bill until April 11 (25 days), on which data he sells it to 
B for $9,927.78. B holds the bill to maturity (i. e., for 65 days). 
A is entitled to treat 25/90ths of the amount of the discount, or 
$27.78, as tax-exempt interest, that amount being the proportion of 
the discount which the number of days A owned the bill (25) bears 
to the total number of days for which the bill was issued (90). Like- 
wise, B is entitled to treat 65/90ths, or $72.22, aa tax-exempt interest. 

E m p l e  3: A Treasury bill is issued to A as in example 1. A 
holds the bill until May 1, when he sells it to B for $9,902.50. 
B holds the bill to maturity. A is entitled to treat 45/9Oths of the 
amount of the discount, or $50, as tax-exempt interest. A realizes 
a taxable gain of $12.50 in the transaction, computed as follows : 

The amount A realizes from the sale is $9,962.50, which includes 
$50, representing discount to him. Therefore, $9,962.50 less $50, or 
$9,912.50, is the amount A realizes from the sale in addition to  the dis- 
count treated as tax-exempt interest. Since the bill cost A $9,900. 
the amount of the gain is $9,912.50 less $9,900, or $12.50. 

B is also entitled to treat 45/9Oths of the aniount of the discount, 
or $50, as tax-exempt interest. B sustains a deductible loss of  $12.50 
in the transaction, computed as follows: 

The amorlnt R realizes upon the maturity of the bill is $10,000, 
which includes $50, rcprescnting discount to him. Therefore, $lO,OOO 
less $50, or $9,950, is the amount B realizes upon the maturity of the 
bill in addition to the discount treated as tax-exempt interest. Since 
the bill cost B $9,962.50, the amount of his deductible loss is $9,962.50, 
less $9,950, or $12.50. 

EmmpZe 4: A Treasury bill is issued to A as in example 1. A 
holds the bill until May 1 when he sells it to B lor $9,937.50. B 
holds the bill to maturity. A is entitled to treat 46/90ths of the 
amount of the discount, or $50, as tax-exempt interest. A sustains a 
deductible loss of $12.50 in the transaction, computed as follows: 

The amount A realizes from the sale is $0,937.50, which includes 
$50 representing discount to him. Therefore, $9,937.50 less $50, or 
$9,887.50, is the aniount A realizes from the sale in  addition to the 
discount treated as tax-exempt interest. Sirm the hill cost A 
$9.900, the amount of his deductible loss is $9,900 less $9,887.50, or 
$12.50. 

Example B: A Treasury bill is issued to A as in Example 1. 
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B is also entitled to treat 45/90ths of the amount of the &mount, 

or $50, as tax-exempt interest. B realizes a taxable gain of $12.50 
in the transaction, computed as follows : 

The amount B realizes upon the maturity of the bill is $lO,OOO, 
which includes $50 representing discount to him. Therefore, $lO,OOo 
less $50, or $9,950, is the amount B realizes upon the maturity of the 
bill in addition to the discount treated as tax-exempt interest. Since 
the bill cost B $9,937&50, the amount of the gain is $9,950 less $9,987.50, 
or $12.50. 

This Treasury decision is applicable only to the treatment of dis- 
count in the case of Treasury bills. 

T. D. 4292 (approved .June 25, 1830) 

Attention is invited to the Act entitled “An Act providing certain 
exemptions from taxation for Treasury bills,” approved June 17, 
1930 (Public, No. 376, Seventy-first congress, H..R. 12440 [C. B. 
IX-2, 458]), which amends sectiun 5 of the SecGnd Liberty Bond 
Act, as amended (Public, No. 11, Seventy-first Congress, June 17, 
1929), by adding at the end thereof a new subdivision known as 
subdivisions (a). This new subdivision provides that any gain from 
the sale or other disposition of Treasury bills issued after the enact- 
ment of the Act approved .June 17, 1980, shall be exempt from all 
Federal, State, arid local taxation (except estate or inheritance 
taxes), and that no loss from the sale or other disposition of such 
Treasury bills shall be allowed as a deduction, or otherwise recog- 
nized, for the purposes of any tax imposed by the United States or 
any of its possessions. Section 5 of tlie Second Liberty Bond Act, 
as so amended, reads RS follows, the trtx-exemption provisions being 
contained in subdivisions (b) and (d)  tliereof : 

Sw. 5. (a)  That In rrdclllton to the liolid~ ant1 note8 autiiorizcd by WC- 
tlona 1 and 18 of th1s Act, as amended, the Secretnry of lhc Treasury Is 
authorleed to borrow from t h e  to time, on the credit d the UnIted States. 
for the purposes of this Art, to provide for the purchaeeor redemption 
before maturity of any certiflcntes of lndebtednese or Treasury bllla issued 
hereunder, and to meet public expenditures authorieed hy law, such Rum 
or sums aa In his  judgment may be necessary, and to issue therefor (1) 
certlflcates of indebtcdnem of the United States at  not less than par and 
at auch rate or rates of Interest, pagehle at such time or timee as he niny 
preecrlbe; or (2) TreaRurg htlls on a disrount basla nnd payable at 
maturity without interest. Treasury hills to be Issurd hereunder shall he 
offered for sale 011 a cBomlatltlve husls, under such regulations and upon 
such terms ~ n d  CondltloiiH I I H  t t l v  CJwrrtriry of tlir TrtwRurg rnay prmcrlh, 
and the decls!ons of tlir Ntwetnry 111 rrRlicvt of any h u e  sliall l e  llnril. 
Certiflcates of indebtedness und Treutiury b1lh lssiied hereunder shall be 
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the number and amou:tt of such obligations and securltiee owned by him 
and the income recc.lvetl thercfrom, In mch form and with such informa- 
tlon as  the Commlssfoner may require. In  the case of obllgations of the 
Unlted States issued lifter September 1, 1917 (other than postal savings 
certlflcates of dtsimlt), the iliterwt shall be exempt, only If and to the 
extent provided !I] the respective Acts authorlzlng the issue thereof as 
amended and supplemented, and shall be excluded from gross Income only 
if and to the extent it Is wholly exempt to the taxpayer from income taxes; 

Article 81 Qf Regulations 74, promulgated under the Revenue Act 
of 1928, provides that “ Every person owning obligations of a State, 
Territory, any political subdivision thereof, or the District of Co- 
lumbia; securities issued under the provisions of the Federal Farm 
Loan Act or of such Act as amended; or obligations of the United 
States or i ts  possessions, must, however, submit in his income tax 
return a statement showing the number and amount of such obliga- 
tions and securities owned and the income received therefrom.” 

Under the abovequoted provisions of the Revenue Act of 1928 
and Regulations 74, in the case of Treasury bills issued after June 17, 
1930, (1) the “ amount of such obligations and securities ” is their 
par (maturity) value and (2) the “income received therefrom” is 
the net excess of the amount realized during the taxable year from 
the sale or other disposition of the bills over the cost or other basis 
thereof, no separate computation of discount being necessary. I n  
such cases, and pending revision of the income tax forms, taxpayers 
making income tax returns shall submit the statement required by 
section 22 (b) (4) and axticle 81 in the form of a rider attached 
to the return. 
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In such form or forms and subject to  such terms and conditlons, shall he 
payable at BuCh time. not exceeding one year from the date of inuue. and 
may be redeemable before maturity upon such terms and conditions a s  
the Secretary of the Treasury may prescribe. Treasury bills Issued here- 
under shall not be acceptable before maturity in payment of Interest or of 
princlpal on account of obligatione of foreign governments held by the 
United States of America. The sum of the par value of such certiflcates 
and Treasury bllls outstanding hereunder and under section 6 of the BYrst 
Liberty Bond Act shall not at any one tlme exceed in the aggregate 

(b) All certlflcates of indebtedness and Treasury bills Issued hereunder 
(after the date upon whlch thie subdivialon becomes law) shall be exempt, 
both as to principal and interest, from all taxation (except estate and 
Inheritance taxes) now or hereafter imposed by the United States, any 
State, or any of the possesslons of the United States, or by any local 
taxing authority; and the amount of discount a t  which TreasuQ‘ bllls are 
originally sold by the United States shall be constdered to he interest 
within the meaning of thls suhdlvision. 

( c )  Wherever the words “bonds and notes of the United States,” or 
‘‘ bonds and notes of the Government of the United States,” or “ bonds or 
notes of the United S h t e e ”  are  used in the Federal Reserve Act, a8 
amended, they shall be held to Include certiflcates of indebtedneee and 
Treasury bllls issued hereunder. 

(d)  Any gain from the sale or other disposition of Treasury bills issued 
hereunder (after the date upon which this eubdlvislon becomes law) shall 
be exempt from all taxation (except estate or inherltance taxes) now 
or hereafter imposed by the United States, any State, or any of the 
possessions of the United States, or by any local taxing authority; and no 
loss from the sale or other dispposltlon of such Treasury bille shall be 
allowed as a deductton, or otherwlee recognieed, for the purposes of any 
tax now or hereafter imposed by the United States or any of its poseeeaione. 

The report of the Committee on Ways and Means (Report No. 
1759, accompanying H. R. 12440) shows that it is the purpose of the 
Act approved June 17, 1980, to obviate the necessity, which existed 
under the law prior to its amendment by such Act, of keeping a 
complicated system of bookkeeping records in order to aeertain gain 
or loss from the sale or other disposition of Treasury bills as differ- 
entiated from the discount received on such bills. 

Attention is also invited to section 22 (b) (4) of the Revenue Act 
of 1928, which provides in part as follows: 

Sw. 22. (h) B001u.3~ from. praes imamw.-The following Items ehftll 
not be included In gross lnconie and shall be exempt from taxation under 
thls tltle: .* (4) * Interest upon ( A )  the obllgatlons of 
a State, Territory, or any polltical subdivlelon thereof, or the Dlstrlct of 
Calumbla, or (B)  eecuritiee Issued under the provisions of the Federal 
Farm Loan Act, or under the provlslons of such Act as amended; or ((1) 
the obligatlone of the Unlted States or Its posseRsions. IOverg pemn own- 
ing any of the obllgatfons or securities enu~nemted In clnlise ( A ) ,  (B) ,  or 
(C). shall, in the return required by t h b  tltle, submft a slatement Rhowlng 

$10.o0O,oO0,o0O. 

ART. 251. Charges to capital and to expenses in the 0 8 ~  of timber. 

T. D. 4320 (approved August 6, 1981) 

Article 251, Regulations 74, is hereby amended to read as follows: 
a. 261. Uhawm to caP(td a 4  to Bmpenaeo C the cam of t h k . - I n  the 

case of a timber property. all erpendituree for administration, protection, 
and other carrying chargee shall be charged to expense I f  paid or incurred, 
as the cam may be, on or after August 6, 1961, regarqleee of whether the 
taxpayer has substantial Income from the property or from other sources. 
Where the taxpayer has under applicable regulatlons charged to capltal 
account carrylng charges pald or  Incurred, as  the cnae may be, prlor to 
August 6, 1931, in respect of tlmber property held for future operatlon, auch 
carrylng cbarges will be regarded a8 fteme properly chargeable to capital 
account for the purpose of making proper adjustment to the cost or other 
basis of the property. In the case of timber operations 
a11 expenditures for plants, Improvements, and equipment &all be charged 
to capital account for purposes of depreciation, 

(See artlcle 661.) 
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ART. 271. Payments to employees’ pennion trmts. 
T. D. 4310 (approved Apdl 10, 1931) 

The sixth paragraph of article 271 of Regulations 74 is hereby 

The rlght to a deductlon under sectlon B ( q )  wIll be recogntmd In cases 
where the penslon trust  may not be perpetuol, prodded the tm8t Is of 
such a chararter as to  evidence good faith on the part  of the employer 
actually to pay the amounts trusteed for employees’ penslon purposes. 
I Iorwer ,  sdould any portion of the funds of a penslon t rust  revert to the 
yosnrssion, ownershlp, or control of the employer by reason of the termlna- 
tlon of tlie trurt  or otherwlae, such amount ( expp t  to  the extent that  It 
represents a payment to the pension trust  made by the employer in accord- 
ance with the penslon plan and pursuant to  paragraph ( a )  or (b )  of thls 
artlcle, and not theretofore allowed as a deductlon to the employer) shnll 
be returned as income by the employer for the taxable year In whlch It so 
reverts. unless prlor to the close of such year It shall be retrusteed for the 
beneflt of employees under provlsions sattsfactory to the Commiesloner. 

amended to read as follows: 

ART. 421. Inspection of returns. 
T. D. 4284 (approved March 14, 1929) 

Treasury Decision 3856l [C. B. V-1, 1061, as amended (being 
regulations prescribed by the Secretary and approved by the Presi- 
dent and applicable to the inspection of returns under the Revenue 
Act of 1928 and prior revenue acts), is amended by adding at the 
end thereof the following new paragraph: 

20. The Commlssloner of Internal Revenue shall cause to  be prepared a 
written decleion In every case In which a n  overassessment (whether result- 
ing In a refund, credlt, or abatement) of a n  income, war-proflts, excese 
proflta. errtate. or d f t  tax 1s allowed. In excess nf $aO,OOO. and such declslon 
shall be coneldered a publlc record and shall be open to Inspectlon, durlng 
regular hours of busheas, In the omce of the CommlseIoner of Internal 
Bevenue or such omce as be may designate. Such decision shall glve the 
amount of the overassessment and shall be accompanied by a brlef summary 
of the relevant facts and a cItatIon of the authoritlee appllcnble thereto, 
or, In a case In which a declslon of a court or of the Board of .Tax Appenls 
has become flnal, by a cltatlon of the court or board declsiou. Under no 
clrcumstances ahan the provislons of th1s parngraph be construed as 
maklng any return, or any part  thereof, open to Inspectlon, or as author- 
Izlng the source of any Income, galns, or profltR. or the npedflc trans- 
actions resulting In losses or expendltures, to be made public; nor shall 
nny of the Informatlon contained In any return or relntltig thereto be 
made publlc except In accordance wlth, nnd to the extent necessary In 
carrylng out. these regulatlone. 

T. D. 4291 (approved Ayrll 8, 1030) 

Paragraph 13 of Treasury Decision 3856 (being regulations pre- 
scribed by the Secretary and approved by the President, as amended, 

1 Treasury Declrlon 3R66 a8 amended wan Incorporated and made a vnrt of artlele 421. 
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applicable to the inspection of returns under the Revenue Act of 
1928 and prior revenue acts), is amended by adding a t  the end 
thereof the following new sentence : 

The Secretary of the Treasury, upon such condltlons and limitations 
as he mny Impose, is authorlzed to permlt the Inspectlon of returns, upoii 
the wrltten request of the LJwretary of Commerce, by Ruch omcma and 
employees a s  the Secretary of Commerce may designate, for statistical 
purposes. 

T. D. 4317 (approved June 9, 1931) 

Treasury Decision 3856 (C. B. V-1, 106), as amended by Treas- 
ury Decisions 4187 (C. B. VII-2, 161), 4264 (C. B. VIII-1, 93), 
and 4291 (C. B. IX-1, 127) (being regulations prescribed by the 
Secretary of the Treasury and approved by the President, applicn- 
ble to the inspection of returns under the Revenue Act of 1928 and 
prior revenue acts), is further amended by changing paragraphs 
3,6,6,7,8, and 9 thereof to read as follows: 

3. InformntIon returns and other wrltten statements filed with the 
Commlssloner of Internal Revenue desljwed to  he supplemental to or 
to  become a part of tax returns shall he RUhjWt to the same rules and 
regulations us to Inspectlon n s  a r e  the tnx returns tliemselves. 
6. The return of a n  lricl1vIclunl rhrll be open to Inspectlon ( a )  by the 

person who miitle the return, or hy hi8 duly constituted attorney in fact:  
(I)) I f  the maker of tlic return has dli-d. hy the admldlstrator, executor. 
or trurrtee of hls ertiite, or hy the duly constituted attorney in fact of 
such ndminlstrrtor, executor, or trustee; (c) In the dlecretlon of the 
Commlssloner of Internnl Revenue, by any helr at law, next of kIn, or 
beneficiary under the wlll, of such deceased pereon, upon a showing that 
such heIr rt Inw, next of kin, or beneficiary hns a niaterlal Interest wliirh 
wlll be nffectetl hy Information contnlned In the return, or by the duly con- 
stituted attorney In fact of such heIr at Inw, next of kln, or beneflclary; 
and ( d )  in the dlscretion of the Commlssioner of Internal Revenue, and 
at  such tlme and In snch mnnner aa the Commlssloiier may prescdhe for 
the Inspectlon, by nn ofacer of any State havlng a Inw Impoelng nn Income 
tax upon the Intllvldunl, upon written appllcatlon slgned by tlie governor 
of such l t a t e  under the wnl of the State, deslgnatlng the omcer to make 
the Inspectlon and Rhowlng that the Inspectlon Is solely for ltate Income 
tnx purposes. 

6. A jolnt return of n hufthand and wlfe shall be open to Inspectlon 
(a) hy elther spouse for whom the return was made, upon satisfactory 
evidence of such relationshlp heltig furnished, or by hls or her duly 
constltuted attorney In fn r t ;  ( h )  If elther spouse hns dled, by the admlnls- 
trator, executor, or t rn r tw  of hlr  or her estate, or by the duly cnnstl- 
tuted attorney In fnrt  of slirh ndmltiistrator, executor, or trustee; (c) 
In the dl8cretlon nf the CnnimlmIoncr of Internal Revenue, by any heir 
at Inw, next of khi, or heneflclary wider the wlll, of such deceased 
spouse, upon n NhowInC: that such helr nt Inw, next of kln, or beneflclary 
has a materlnl Interest whlrh wIll he ciffertrd hy lnformatlon contnlned 
In the return, or by the duly constituted attorney in fact  of such helr 
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a t  law, next of kin, or beneflclary; and (d)  In the dlscretlon of the 
Commiesloner of Internal Revenue, and at such time and in such manner 
as the Cbmmlssloner may prescrlbe foj the inspection, by an ofecer of 
any State having a law imposing an income tax upon either spouse, 
upon written appllcatlon signed by the governor of such State under the 
seal of the State, designating the ofecer to make the inspection and 
showing that the lnspectlon is solely for State income tax pnrposea 

7. The return of a partnership shall be open to lnspectlou (a )  by any 
lndlvldual who was a member of such partnership during any part of 
the tlme covered by the return upon satisfactory evidence of such fact 
beiirg furnished, or by hls duly constituted attorney In fact: (b)  if a 
member of such partnershlp durlng any part of the time covered by the 
return has Aled, by the admlnlstrator, executor, or trustee of his estate, 
or by the duly constituted attorney in fcct of such administrator, executor, 
or trustee; (c) In the discretion of the Commiesloner of Internal 
Revenue, by any helr at law, next of kln, or beneflciary under the wlll, 
of such deceased person, upon a showing that such heir a t  law, next of 
kin, or beneflclary has a material hterest whlch wlll be affected by 
information contained in the return, or by the duly constituted attorney 
lu fact of such helr a t  law, next of kin, or beneficiary; and (d) in the 
diecretion of the Commlesioner of Internal Revenue, and at such tlme 
and In such manner as the Commlssloner may prescribe for the lnspectlou, 
by an ofecer of any State havlng a law lmposlng an income tax upon the 
partnershlp or upon any member thereof in respect of income therefrom, 
upon written appllcatton signed by the governor of such State under the 
seal of the State. dealgnatlng the omcer to make the inspectlon and 
showing that the inspection 1s solely for State income tax purposes. 

8. The return of an estate shall be open to inspection (a) by the adminis- 
trator, executor, or trustee of such estate, or by his duly constituted 
attorney In fact: (b) in the dlscretlon of the Commtssioner of Internal 
Revenue, by any heir a t  law, next of kin, or beneficiary under the will, of 
the deceased person for whose estate the return 1s made, upon a showing of 
materlal Interest which wlll be affected by Information contained In the 
return, or by the duly constituted attorney ln fact of such helr a t  law, next 
of kin, or beneflclary; and (c) In the discretion of the Cornmissloner of 
Internal Revenue, and a t  such time and in such manner as  the Commie- 
sloner may prescribe for the inspectlon, by an ofecer of any State having a 
law imposlng an Income tax upon the mtate or upon a n y  beneflciary of the 
estate ln respect of locome therefrom, npon written appllration algned by the 
governor of auch State under the seal of the State, designattng the ofecer 
to make the inspestlon and showlng that the lnspectlon is solely for State 
income tax purposes. 

0. The return of a trust shall be open to inspectlon ( a )  by the trustee or 
trustees, jolntly or severally, or the duly constltuted attorney in fact of such 
trustee or trustees; (b) by any indhtduai who was a beneficiary of such 
trust durlng any part of the tlme covered by the return, upon aatlsfactory 
evidence of such fact being furnished, or by his duly constltuted nttorneg in  
fact: (c) if any individual who was a beneflciary of such trust durlng any 
part of the tlme cnvered hy the return has died, by the admlnlstrator, ex- 
ecutor, or trustee of his estate, or by the duly constltuted attorney in fact 
of Buch admlnlstrator, executor, or trustee: (d)  in the dlscretlon of the 
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Coninilsslorier of Iiiternal Revenue, by m y  heir a t  law, next of kip, or bene- 
flciary under the will, of such tlec-ensed persoil, upon a showing that such 
helr nt lam, next of kln, or beneflciary has a material lntereclt which will be 
nffected by infornlation contalned In the returii, or by the duly conetltuted 
attorney In fnct of such helr a t  law, next of kln, or beneflclary; and (e) 
In the dlscrtltion of the Commlssioncr of Internal Revenue, and at such 
time and In such ninnner a8 the Cornmissloner may prescribe for the 
lnspectlon, by nn ofRccr of any Rtnte havliig a law Imposing an lneome tax 
upon the trust or upon any bencflcinry of the trust In respect of Income 
therefronl, upon writteu applicatlon slgned by the governor of such State 
under the sen1 of the State, designating the ofecer to make the lnspection 
and showlng that the Inspection is solely for State income tax purpose%. 

ART. 451. Examination of return and determination of tax by 
the Commiriioner. 

T. D. 4327 (approved October 6, 1931) 

It has been decided that the matters of procedure prescribed in 
article 451 of Regulations 74 relative to the examination of income 
tax returns and the determination of the correct amount of the tax 
by the Commissioner, such matters being subject to change from time 
to time, may be more appropriately prescribed in mimeographs 
signed by the Commissioner of Internal Revenue and published in 
the Internal Revenue Bulletin service than in the Income Tax Regu- 
lations. The subject matter of article 451 will, therefore, be revised 
and published as a mimeograph. This necessitates the amendment of 
article 451 of Regulations 74. Accordingly, thnt article is hereby 
amended to read as follows: 

Am. 451. Emmination of return rttd d e t m f n a t f a  of tam bg ihe Com- 
nc(snloner.-As soon n s  prtictlcnble nfter returiis are filed, they will be 
exomined and the correct amount of the tax detennlned under such pro- 
cedure as niay he prescribed from tlme to time by the Commlseloner. (See 
sections 67 nntl 272 and article 1171.) 

ART. 501. Deflnition and illustration of capital net gain. 
T. D. 4312 (approved April 10. 1031) 

Article 501, Regulations 74, is hereby amended by the elimination 
of the next to ttie last paragraph thereof and the substitution there- 
for of a parngraph reading ns follows: 

Slnce the credlt allowed an Individual I)y sectlon 31 in rcspect of earned 
Income RhnII ntit excwtl 26 per cent of hi8 normnl tax plus 25 per cent of 
the riirtnx which would be pqvible if his enrned income constituted his 
entlre net iucome, no credit under w(*tlon 31 may he claliued by u tnxpngcr 
whme entire grnw Iiiwme coneist8 of cupltal gtiln and who elects to be tnxed 
under sectlon 101. 
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ART. 561. Determination of the amount of gain or loss, 

T. D. 4821 (approved August 6,1981) 

Article 661, Rsgulations 74, is hereby amended by the elimination 
of the third and fourth sentences of the second paragraph thereof, 
and the substitution therefor of two sentences reading as follows : 

In computlng the amount of p i n  or loas, however, the cost or other basls 
of the property shall he properly adjusted for any expenditure, recelpt, loss, 
or other Item properly chargeable to capital account, inclodlug the cost of 
Improvements and betterments made to the property since the basic date. 
Carrylng charges, such as lntereat and taxes on unproductlve property, may 
not be treated as itens properly chargeable to-avltal account, except In 
the case of carrylng charges paid or incurred, as the case may be, prlor to 
August 6, 1981, by a taxpayer who did not elect to deduct carrying charges 
In computlng net income and did not use such charges in determinlng his 
llabillty for flllng returns of income. 

ART. 600. Stock or securities distributed in reorganization. 

T. D. 4274 (approved November 13, 1929) 

0 *. * * * * 
Article 600 of Regulations 74 is hereby amended to read as follows : 

Am. 600. #took of 8ecurjtie8 dbtrlbuted br re~an(zo t fon . - In  the case 
of stock or securities acqulred by a shareholder after December 81, 1923, 
in connectlon with a transactlon described in sectlon ll2 (g) and artlcle 
676, the bash In the case of the stock in respect of whlch the dlstrlbutlon 
was made &all be apportioned between such stock and the Rtock or securl- 
ties dlstributed to the shareholder. The bash for the old shares and the 
new shares or securitles shall be determined I n  nccortlrnce wlth the 
following rules : 
(1) Where the stock distributed in reorganlsation conslsts mlely of 

stock in the dlstrlbutlng corporatlon and is all of substantlally the anme 
cheracter and preference aa the stock In respect of whlch the dlstrlbutlon 
1s made, the basis of each ehare wlll be the quotient of the cost or other 
basis of the old shares of stock dlvided by the total number of the old and 
new shares. 

(2) Where the stock distrlbuted in reorganlzatlon IS in whole or In part 
stock In a corporation a party to the reorganlzatlon other than the dis- 
trlbutlng corporathn, or where the stock dlstrlbuted In reorganlzatlon l s  In 
whole or in part dock of a character or preference materially dlfferent 
from the stock in respect of which the dihlbutlon Is made, or where the 
dlstrlbutlon consists wholly or partly of secultlen other than stock, the 
cost or other basls of the stock In respect of whlch the dletrlbutlon I s  made 
shall be apportldned between such stock and the stock or securitles dls- 
trlbuted in proportion, as nearly as may be, to the reepectlve values of each 
class of stock or security, old and new, a t  the tlme of such dlstrlbutlon, 
and the bade of each share of stock or unlt of eecurlty wlll be the quotlent 
of the coet or other basis of the clam of stock or security wlth whlch such 
share or unit bebngs, dlvlded by the number of shares or unlts in the class. 
Within the meanlng of the foregoing provlslon, securltles are dlfferent In 
clam from stocks, stocks or securltles In one corporatlon are dmerent In 
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class from stocks or Becuritles in another corporation, and, in general, any 
material difference In character or preference or terms sufedent to dis- 
tlngufRh one stock or security from another stock or security 80 that dlffer- 
ent values may properly be assigned thereto, wlll mnetltutt? a dlfference In 
class. 
(3) Where the stwk In respect of which n distribution in reorgnnlzatlon 

is made was purchased a t  different tlmes and a t  different prices, and the 
identity of the lots can not he determined, any sale of the original stock 
will be charged to the eariiest purchases of mch stock (see artlcle 58),  and 
any sale of the stock or securltles distributed ln reorganhtlon Will be 
presumed to have heen made from the stock or securities distributed In 
respect of the enrllest purchased stock. 

(4) Where the etock in respect of whlch a dlstrlbutlon in reorganization 
ia made was purchased a t  different tlmes and at different prices, and the 
stock or securltles dlstrlhuted in reorganization can not be ldentlfled as 
having been distributed In respect of any partlcular lot of such stock, then 
any sale of the stock or securltles distrlbuted in reorganization wlll be 
preeumed to have been made from the stock or securltles distributed In 
respect of the earllest purchased stock. 

SEC 116. (e) BRIDGES TO BE ACQUIRED BY STATE OR POLITICAL SUBDIVISION. 

T. D. 4303 (approved Jnnuary 7, 1931) 

Section 116 (e) of the Revenue Act of 1928 provides as follows: 
(0 )  BrJdqer to be wqulred by Btate or p o U t W  subdfddvn.-Whenwer 

any State or polltlcal wubdlvlslon thereof, In pursuance of a contract to 
which It ia not a party entered into before the enactment of thls Act, 1s to 
acqulre a b r i d g e  
(1) If by the terms of such contract the tax Imposed by this title is to 

be pald out of the proceeds from the operation of such bridge prlor to any 
dlvislon of such proceeds, and If, but for the Imposltlon of the tax Imposed 
by thls tltle, a part of such proceeds for the taxable year would accrue 
directly to or for the uRe of or would be applied for the beneflb of mch 
State or polltlcrl subdlvlnlon, then a tax upon the net Income from the 
operation of such bridge shnll be levied, IiSSPRSed, collected, and pald In the 
manner and a t  the rates presc'dbed In thls tltle, but there shall bebfunded 
to such State or polltlcal Hubtllvlsion (under rules and regulntlons to he 
prescrlbed by the (:oiiimiwRloner with the npprovnl of the Secretary) an 
amount whlch bears the same rclatlon to the amount of the tax as  the 
amount whlch (but for the imposltlon of the tax Imposed by thls tltle) 
would have accrued directly to or for the use of or would be applled for 
the beneflt of such State or polltlcnl subdlvlslon, henrs to the amount of the 
net Income from the operiitlon of Rurh brldge for Ruch taxable year. No 
eoch refund Rhail be mnde unless thc entlre nmount of the refund Is to be 
applied In part paymcnt for the ricqulsltlon of Rurh bridge. 

(2) If by the terms of such contract no part of the proceeds from the 
operation Oi the brfdge for the trixable gear would, irrespective of the tnx 
lmpoeed by thls tltle, nccrue dlrertly to or for the use of or be applied for 
the beneflt of Ruch Rtritc or polltirnl Ruhdlvlnion, then the tax upon the net 
Income from the operatlon of such hrltlge shall he levled. assessed, coller~ecl, 
ard paid in the manner and at the rates prescrlbed In this tltle. 
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Pursuant to authority contained in section 116 (e) quoted above, 
the following rules and regulations relative to the filing, allowance, 
and payment of claims for refund under that sectmh .are hereby 
established for the guidance of taxpayers and States or politioal 
subdivisiotls thereof concerned : 

(1) Any State or politlcal suhllvision thereof claimlng a refund under 
the provlsions of section 116 (e)  of the Revenue Act of 1928 of an amount 
equal to all or a portion of any income tax levied, assessed, collected, and 
pald In the manner and a t  the rates prescribed in  Title I of that Act-, shall 
flle a claim therefor on Form 843 ( to  which there shall be attached a s  ex- 
hiblte the matter herelqfter prescribed) wlth the collector of internal 
revenue for the dlstrlct In which the tax was psld, whlch claim shall be 
executed on behalf of such .State or political subdlvlslon thereof by the 
treasurer or other 5ml omcer thereof and shall contain- 

( a )  A statement of the name of the taxpayer, of the amount of tax 
levied, assessed. collected, and pald for the taxable year or period in respect 
of which the claim Is made, and the amonnt of refund thereby sought, 

(b) A full statement of the facte considered by the clalmant sufacient to 
entitle it to receive the refund, including coples of all contracts and/or 
other documents bearlng on the case, and a statement that the claim is 
submitted under the provisions of sectlon 116 (e) of the Revenue Act of 
19% 

(c) A showlng whlch will estnbllsh to the eatlsfactlon of the Commit+ 
Bioner that the decal omcer presentlng the claim has authority to receive 
the amount of the refund on behalf of the State or poiitlcal subdivislon 
which he amumes to represent and to apply without delay the entlre amount 
of such refund ln part payment for the acqulsitlon of such bridge, lncludlng 
copies of the laws, ordlnances, or slmllar enactments considered by the 
clalmant snfscient to establish ite authority to recelve the refund and so 
to apply lt, together wlth a statement that such flscal oftlcer will receive 
and immediately so apply the entlre amount of the refund, 

( d )  An amdavit made by or on behalf of the taxpayer, which alildavit 
shall state that the taxpayer thereby joins wlth and concurs in the rrquest 
of the State or politlcal subdivision thereof that a refund of an amount 
equal to ail or a portion of the tax previously pald by such taxpayer be 
made to such State or polltlcal subdivision, that the taxpayer agrees to re- 
ceive the amount refunded from the State or polltical subdivision to which 
It is paid and immediately to apply the entlre amount of such refund in 
part payment for the acquisition of such bridge, and that if for any reaeon 
the contract which-le the baste of the claim for refund is not fully executed 
and performed, the taxpayer will repay to the United States upon its 
demand the entire amount of the refund with interest at 6 per cent per 
annum from the date the refund is made wlthout seeking or claiming the 
benefit of any statute of limitatlone which prior thereto may have run 
agalnst the United States. 

(2) No refund shall be made of any amount in exceea of the amount of 
the tax levlei$ asseseed. collected, and paid by the taxpayer for any taxable 
year or period. A seperate clalm shall be made in respect of each s q a r a t e  
taxable year or period. If by the terms of the contract on which the claim 
18 baaed two or more States or polltical subdivlslone of a State or States 
are eutitled to acqolre the bridge, the claim for refund In respect of each 
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separate taxable ycnr or perlod must be made jolntly by the States or 
polltical subdiviRions thereof RO entitled. The amount refunded under 
aection 116 (e) of the Revenue Act of 1928 and this Treasury decision Is 
not considered an overpayment within the meaning of sectlon 614 of the 
Revenue Act of lfE8, relating to Interest on overpayments, and no interest 
ahall be allowed or peld upon the amount of the refund. 
(3) A check or voucher in payment of a claim for refund allowed under 

section 116 (e) of the Revenue Act of 1828 will be drawn in the name of 
the flscal o8lcer or ofticera having authority, as  established under paragraph 
(1) ( c )  hereof, to recelve the eame, and wlll contain an express provision 
that I t  is lasued for the sole purpose and snbject to the conditlone prescribed 
in section 116 (e) of the Revenue Act of 1928 and thls Treasury decision. 

ART. 698. Domestic corporation owning a majority of the stock of 
foreign corporation. 

T. D. 4323 (approved September 28, 1081) 

Article 698 of Regulations 74-is hereby amended to read as follows: 
Am. 698. Domesfio mporatCon ozolc(ng a majot j ty  of the stook of ~ofek7n 

oorpordCon.-In the case of a domestic corporation whlch owns a majority 
of the voting stock of a foreign corporation from whlch it receives divl- 
denda (not deductible under Bectlon 28 ( p )  ) In any taxable year, the credit 
for foreign taxes Includes not only the lncome, war-proflte, and excess- 
proflts taxes paid or accrued durlng the taxable year to any foreign country 
or to any posaesslon of the United States by such domestic corporation, 
but also a credit for income, war-proflts, and excess-proflts taxes deemed 
to have been paid determined by taklng the eame proportion of any income, 
war-profits, and excess-proflts taxes paid or accrued by such controlled 
foreign corporation to any foreign country or to any possession of the 
Unlted States, upon or wlth respect to the accumulated proflts of such 
foreign corporation from which such dlvldende were paid, which the 
amount of any surh dlvldende received Imrs to the amount of such accu- 
mulated proflts. The credit for tuxes deemed to have heen pnld is llmited, 
however, to an amount whlch shall In no mse exceed the same proportlon 
of the taxes against whlch the credlt for foreign taxes is taken, which the 
amount of such dividende bears to the amount of the entire net lncome of 
the domestic corporation in whlch such dlvldends are Included. If dlvi- 
dends are received from more than one controlled foreign corporatlon, the 
llmltation is to be computed separately for the dividends recelved from 
each controlled foreign corporatlon. The credit for foreign taxes (includ- 
ing tax- pald or *rued by the domestic corporation and the credlt for 
taxes deemed to have been pald) may not, under any circumstances, exceed 
the eame proportion of the tax (computed on the basis of the domestlc 
corporatlon’s net income without the deduction of any income, war-proflts, 
or excessproflb tax any pnrt of whlrh may be allowed to the corporatlon 
as  a credlt by section 131), agalnat which the credlt is taken, whlch the 
domestic corporation’s net income (computed without the deduction of 
any such income. war-profits, and exce8s-profits tax) from sources wlth- 
out the United Statee bears to its entire net income (computed wlthout 
such deduction) for the sume tnxnble yenr. A domestic corporatlon which 
includee In the credlt for foreign taxes a credit for taxes deemed to have 

QlS14’31-26 
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been paid must furnish the same information wlth respect to the taxes 
deemed to have been paid as It 1s required to furnlsh with respect to the 
taxes actually paid or accrued by it. 

Taxes paid or accrued by a controlled foreign corporation are deemed 
to have beeu paid by the domestic corporation for purposes of credit only. 
Where the credit for foreign taxes includes both taxes paid or accrued by 
a domestic corporation and a credit for taxes deemed to have been pald, 
and the sum of the taxes pald or accrued and the credlt for taxes deemed 
to have been pnid exceeds the limitation on the entire amount of the credit 
allowable, the excess shall be apportloned between the taxes paid or 
accrued and the credlt for taxes deemed to have been ptild In proportion 
to  thetr respective amounts. The portlon of the ex- apportioned to 
the taxes pald or accrued, but not that apportloned to the credlt for ttlxrs 
deemed to hnve been pald, shall be allowed as a deduction from gross 
lncome under the provlRions of section 23 (c). 

ART. 811. Return of information as to payments of $1,600. 

T. D. 4302 (approved December 2, 1830) 

The first sentence of article 811, Regulations 74, as amended by 
Treasury Decision 4278 (C. B. VIII-2, l88), is hereby further 
amended to read as follows: 

All persons making payment to another person of flxed or determlna- 
ble lncome of $1,600 or more in any calendar year must render a return 
thereof to the Commissioner for such gear on or before February 16 of the 
following year except as  speclfled in articlee 818-816. 

* * * 
Am. 812. Return of information an to payments to  employees. 

T. D. 4302 (approved December 2, l W )  

The second sentence of article 812 of Regulations 74, 88 amended 
by Treasury Decision 4270, is hereby further amended to read as 
follows : 

Heads of branch ofeces and eubcontractore employlng labor, who keep 
the only complete record of payments therefor, should file returns of 
Information in regard to such payments dlrectly wlth the Commlesioner. 

* 0 

ART. 817. Return of information as to foreign item. 

T. D. 4302 (npproved December 2, 1930) 

* * * * * * * 
The last sentence of article 817, Regulations 74, as amended by 

Treasury Decision 4278, is hereby further amended to read as 
follows : 

Such forms nwompanied by Form 1006 should be forwarded to the Com- 
mlssloner of Intvrniil Rwenue, Sorting Scvtion, Washington, D. C., on or 
hefore Februnry 15 of each year. 
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T. D. 4277 (approved November 23, 1929) 

Section 149 of the Revenue Act of 1928 provides that every mr- 
poration subject to income tax shall, when required by the Commis- 
sioner, render a correct return, duly verified under oath, of its pay- 
ments of dividends, stating the name and address of each share- 
holder, the number of shares owned by him, and the amount of 
dividends paid to him. I n  accordance with this section of the Act, 
returns of information in respect of dividend payments shall be ren- 
dered for the calendar year 1929 and each calendar year thereafter 
as follows: 

(a) Except as provided in paragraph (b) below, every domestic 
or resident foreign corporation and every nonresident foreig?! cor- 
poration having a fiscal or paying agent in the United States, not 
specifically exempt from taxation, making payments of dividends 
and distributions out of its earnings or profits accumulated since 
February 28, 1918 (other than stock dividends or distributions in 
liquidation), to any shareholder who is an individual (citizen, resi- 
dent, or nonresident alien), a fiduciary, or a partnership, amounting 
to $500 or more during the calendar year, shall render an information 
return on Forms 1096 and 1099 for the calendar year 1929 and each 
calendar year thereafter. A separate Form 1099 must be prepared 
for each shareholder, upon which will be shown the name and 
addreas of the shareholder to whom such payment was made, and 
the amount paid. These forms, accompanied by letter of trans- 
mittal on Form 1096 showing the number of Forms 1099 filed there- 
with, shall be forwarded to  the collector of intarnal revenue for the 
district in which the corporation has its principal office or place of 
business on or before February 16 of the following year.' 

(b) In  cams where distributions are made from a depletion or 
depreciation reeerve, or which for any other reason are deemed by the 
corporation to  be nontaxable or partly nontaxable to its shareholders, 
the corporation will first fill in the information on the reverse side of 
Form 1096 and forward this form to the Commissioner of Internal 
Revenue, Sorting Section, Washington, D. C., not later than Febru- 
ary 1 of the following year. Upon receipt of this information the 
Commissioner will determine and advise the corporation by letter 
whether any portion of such distribution is subject to tax. The cor- 
poration after receiving this letter will then properly prepare for 
each shareholder a Form 1099, which shall be forwarded with Form 
1096 to the Commissioner of Internal Revenue, Sorting Section, 
Washington, D. C., not later than 80 days after such letter is received. 
'See T. D. 4806, p. 864. 
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In any cam where it is impossible to file the return within the 
time herein prescribed, the corporation may, upon a showing of such 
fact, obtain a reasonable extension of time for filing the return. 
The request for the extension of time must be forwarded to the 
collector on or before the date prescribed for filing the return.’ 

Treasury Decision 4236 (C. B. VII-2, p. 71), in so far as it is 
inconsistent with the provisions of this Treasury decision, is hereby 
revoked. 

Am. 831. Return of information an t o  paymenta of dividends. 
T. D. 4305 (approved January 19, 1931) 

The last sentence of the second paragraph of Treasury Decision 
4277 (C. B. VIII-2,140) is hereby amended to read as follows: 

These forms, accompanied by letter of transmittal on Form 1096 showfng 
the number nf Forms 1099 filed therewith, shall be forwarded to the Com- 
missioner of Internal Revenue, Sorting Section, Washington, D. 0.. on 
or before February 15 of the following year. 

The last sentence of the fourth paragraph of Treasury Decision 
4277 is hereby amended to read w follows: 

The request for the extenslon of time must be forwarded to the  Oom- 
missloner of Internal Revenue, Rules and RegulatIom SectIon, Washing- 
ton, D. 0.. on or before the date prescribed for flllng the return. 

Am. 996. Net losses; insurance oompanies. 
T. D. 4309 (approved March 7, 1931) 

Regulations 74 are hereby amended by the addition thereto of 
the following new matter dealing with net losses of insurance 
companies : 

Am. 906. N e t  losses; Insurance companies.-In the case of an  Insurance 
company subject to the t ax  imposed by sectlon Wl, the “net  loss” is the 
amount hy whlch gross income as deflned In sectlon 202 (a) is exceeded 
by the deductlons allowed by section 20$3 excluding: 

(a) The  amount of interest recelved during the taxable year allowed 
as a deduction under section 2Q3 (n )  (11, In excess of the amount of inter- 
est paid withln the tnrable year whlch Is  not deductible under sectlon 203 
(a) (8); 

( b )  The nmount received as dlvldends and allowed as a deduction 
under sectlon 203 (a) ( 3 ) :  

( c )  The nmonnt allowed a8 a deduction under sectlon 203 (a) (4) on 
account of slims held as a reserve for dfviclends; and  

( d )  The amount allowed a8 a spedflc credlt under section 203 (a) (9). 
In the case of nn Insurance compnny subject to the tnx imposed by 

s d 1 o n  201, the “net  low” is the aniount by wliicli grow income as 
de5ned In 8ectIon 204 (b)  (1) Is exceeded by the deductlons allowed by 
aectlon 204 ( c )  excluding: 

( a )  The amount of Interest earned during the taxnble year allowed 
as a deduction under that part of sectlon 204 (c) (8) which refers to 

‘See T. I). 4306. this page. 
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Interest exempt from taxation under sectlon 22 (b )  (4), in excess of the 
amount of Interest accrued wltliin the taxnble year which Is not deduct- 
ible under section 204 (c)  (2) in view of the provisions of section 23 (b) ; 

( a )  The amount of Interest allowed as a deduction under that part of 
section 204 ( c )  ( 8 )  which refers to Interest allowed as a credit under 
section 26: 

( 0 )  The amount recelved a s  dlvidends and allowed as a deduction 
under section 204 ( c )  (7 )  ; and 

(d)  The amount allowed as a spedflc credit under sectlon zo4 (c)  (10). 

ART. 1042. Exclusion of earnings of foreign ships from gross income. 
T. D. 4269 (approved June 29, 1929) 

Section 213 (b) (8) of the Revenue Acts of 1921,1924, and 1926, and 
sections 212 (b) and 231 (b) of the Revenue Acts of 1998, provide 
that there shall be exempt from taxation the income of a nonrqident 
alien or foreign corporation which consists exclusively of earnings 
derived from the operation of a ship or ships documented under the 
laws of a foreign cotintry which grants an equivalent exemption to 
citizens of the United States and to corporations organized in the 
United States. 

Greece grants an equivalent exemption to citizens of the United 
States and to corporations organized in the United States, from 
January 1, 1921. Accordingly, article 89 of Regulations 62, as 
arnonded by Treasury Decisions 3488 (C. B. 11-1, p. 80), 3813 (C. B. 
V-1, p. 221i), 4013 (C. l3. VI-1, p. 59), 4098 (C. B. VI-2, p. 58) ,  and 
4227 (Bulletin VII-42, p. 4 [C. B. VII-2, 1251); article 89 of 
Regulations 65, as amended by Treasury Decisions 3812 (C. B. V-1, 
p. 47), 4013 (C. B. VI-1, p. 59), 4098 (C. B. VI-2, p. 5 8 ) ,  and 4227 
(Bulletin VII-42, p. 4 [C. B. VII-2,125]) ; article 89 of Regulations 
69, as amended by Treasury Decisions 4013 (C. B. VI-1, p. 59) , 4008 
(C. B. VI-2, p. 58), and 4227 (Diilletin VII-42, p. 4 [C. B. VII-2, 
1253) ; and article 104% of Regulations 74 are hereby amended so as 
to include Greece in the list of countries which exempt from tax so 
much of the income of citizens of the United States nonresident in 
such foreign countries and of corporations organized in the United 
States as consists of earnings derived from the operation of a ship 
or ships documented under the luws of the United States, and to 
exclude Greece from the list of countries which do not grant such 
exemption. 

T. D. 42A9 (nplirovvtl , \prll  25, 1930) 

Section 213 (b) (8) of the Revenue Acts of 1921, 1924, and 1926, 
and sections 212 (b) and 231 (L) of the Revenue Act of 1928, provide 
that there shall be exempt froin tnxtition the income of a nonreai- 
dent alien or foreign corporation which consists exclusively of 
earninga derived from the operation of a ship or ships documented 



366 INCOMH TAX BEOULATIONS 

under the laws of a foreign country which grants an equivalent 
exemption to citizens of the United States and to corporations 
organized in the United States. 

Spain grants an equivalent exemption to citizens of the United 
States and corporations organized in the United States, from Janu- 
ary 1, 1921. Accordingly, article 89 of Regulations 62, as amended 
by Treasury Decisions 3488 (C. B. 11-1, p. 80), 3813 (C. B. V-1, 

(C. B. VII-1, p. 81), 4227 (c. B. VII-2, p. 125), and 4269 (Bulletin 
VIII-27, p. 5 [C. 13. VIII-2, p. 1461) ; article 89 of Regulations 65, 
as amended by Treasury Deci6ions 3812 (C. B. V-1, p. 47), 4013 

p. 81), 4227 (C. B. VII-2, p. 125), and 4268 (Bulletin VIII-27, 
p. 6 [C. B. VIII-2, p. 1463); article 89 of Regulations 69, as 
amended by Treasury Decisions 4013 (C. B. VI-1, p. 69), 4098 (C. 

125), and 4269 (Bulletin VIII-27, p. 5 [C. B. VIII-2, p. 1481) ; 
and article 1042 of Regulations 74, us amended by Treasury Deci- 
sion 4269 (Bulletin VIII-27, p. 6 [C. B. VIII-2, p. 146]), are hereby 
further amended so a.s to include Spain in the lbt of countries 
which exempt from tax so much of the income of citizens of the 
United States nonresident in%uch foreign countries and of corpora- 
tions organized in the United States as consists of earnings derived 
from t.he operation of a ship or ships documented under the laws 
of the United States, and to exclude Spain from the-list of coun- 
tries which do not grant such exemption. 

p. 225), 4013 (C. B. VI-1, p. 59), 4098 (C. B. VI-2, p. 5 8 ) ,  4135 

(C. B. VI-1, p. 59), 4098 (C. B. VI-2, p. 58), 4135 (C. B. VII-1, 

B. VI-2, p. 58), 4135 (C. B. VII-1, pa 81), 4227 (C. B. VII-2, p. 

T. D. 4299 (approved September 10, 1980) 

Sections 212 (b) and 231 (b) of the Revenue Act of 1928 provide 
that there shall be exempt from taxation the income of a nonresident 
alien or foreign corporation which consists exclusively of earnings 
derived from the operation of a ship or ships documented tin& the 
laws of a foreign country which grants an equivalent exemption to 
citizens of the United States and to corporations organized in  the 
United States. 

Brazil grants an equivalent exemption to citizens of the Vnited 
States and corporations organized in the United States. Accord- 
ingly, article 1042 of Regulations 74, as amended by Treasury Deci- 
sions 4269 (C. B. VIII-2, p. 146) and 4289 (C. B. 1x4, p. 160), 
is hereby further amended so as to include Brazil (from December 
30, 1928, only, when the Brazilian law, designnted as Decree No. 
5623, went into effect) in the list of countries which exempt from 
taxation 80 much of the income of citizens of the United States non- 
resident in such foreign countries and of corporations organized in 
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the United States as consists of earnings derived from the operation 
of a ship or ships documented under the laws of the United Ststes, 
and to exclude Brazil (from December 30, 1928) from the list of 
countries which do not grant such exemption. 

h. 1173. Exteniion of time for payment of a deficienoy. 
T. D. 4816 (approved May 26, 1831) 

The second paragraphs of article 1234 of Regulations 69 and 
article 1173 of Regulations 74 are hereby amended by adding at the 
end of each paragraph a new sentence reading as follows: 

The Commissioner will not consider an application for an  extension of 
tlme for the payment of n deflciency unlens such appllcntion Is made on or 
hafore the date prescribed for payment thereof, as shown by the notice and 
demand from the collector. 

As so amended, the said paragraphs read as follows: 
An appllcation for an extension of time for the payment of a deficiency 

ehould be made under oath on Form 1127 and must be accompanied by evi- 
dence showing thnt undue hardship to the taxpayer would result if the 
extension were refused. The extwrsion wlll not be graiited on a general 
statement of hardship, but In each caw there must be furnished a state- 
me,nt of the speclflc facts showing what, if any, flnancial loss or sacriflce 
will result If the extenslon is not granted. Wherever practlcable n certifled 
statement of aswts and liabllities of the taxpayer should be submitted. The 
applicatlon, with the evidence, must be fllrd wlth the collector. who will nt  
once tranmmlt It to the Commlssloner with his recommendatlone ns to the 
extenslon. When i t  is rewired by the (?ommlssioner, it wlll be examlned 
immediately and, if ponsible, within 80 daye will be rejected. npproved. or 
tentatively apivoved subJect to certain conditions of which the taxpnyer 
will be immediately notified. The Uommlssloner wlll not coneider an  eppli- 
cation for an extension of tlme for the payment of a deflcleucy unlene such 
application Is made on or before the date prefwrlbed for puyment thereof, 
aa &own by the uutlce and demand from the collector. 

ART. 1254. Claims for refund by taxpayera. 
T. U. 4286 (apgrovetl March 27, 1929) 

(1) A claim for refund or credit of any internal revenue tax, or 
for refund of interest or penalties, erroneously or illegally collected 
should be made on the form prescribed by the Treasury Department 
(Form 843), and should be filed with the collector of internal reve- 
nue, although a claim will not be considered defective solely by 
reason of the fact that i t  is not made on the form or that it is filed 
with the Commissioner of Internal Revenue. The claim must set 
forth in detail and under oath ~ a c h  groiind upon which a refund or 
credit is claimed, and facts sufficicnt to npprine the Commissioner of 
the esact basis thereof. Buy claim wliicli does not coniply with the 
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requirements of the preceding sentence will not be considered for 
any purpose as a claim for refund or credit. 
(2) No refund or credit will be allowed after the expiration of 

the statutory period of limitation applicable to the filing of a claim 
therefor except upon one or more of the grounds so set forth in a 
claim, or an amendment thereof, filed prior to the expiration of such 

(3) These regulations shall take effect on May 1, 1929, and shall 
be applicable to all claims filed on or after such date, and all other 
regulations are modified in so far as they are inconsistent with these 
regulations. 

T. D. 4!266 (approved March 27, 1929) 

( 1 )  Except as provided in paragraph (2), a refund or credit of 
any internal revenue tax will not be allowed in any c888 after the 
expiration of ‘the statutory period of limitation applicable to the 
filing of a claim therefor (computed without regard to the filing 
of any so-called in#orfnal or defective claim) unless prior to the 
expiration of such ‘period a formal claim has been duly filed which 
complies with all the requirements of the regulations applicable at 
the time such claim was filed, nor will any claim which does not 
comply with such regulations be considered for any purpose as a 
claim for refund or credit. (Sea e. g. Reg. 14; art. 1036, Reg. 45 
and 62; art. 1306, Rag. 65; art. 1304, Reg. 69; art. 1254, Reg. 74; 
Law Opinion 1116 [C. B. 111-1, 8501; T. D. 4265 [C. B. VIII-1, 

(2) A refund or credit may be allowed after the expiration of 
such statutory period of limitation, even if no formal claim has been 
fled prior thereto, in any case in which a so-called informal or 
defective claim, duly filed prior to the expiration of such period and 
etating specifically the grounds for the refund or credit, is perfected 
by the filing of a claim prior to May 1,1929, which complies with the 
requirements of Treasury Decision 4265, but (a) only the grounds 
eet forth in such formal claim which were also set forth in such in- 
formal or defective claim will be considered, and (b) no claim in 
respect of which a suit in court has been commenced a t  any time may 
be 80 perfected. 

period. 

1101 .) 

ART. 1256. Claimr for refund in case of judgment obtained againrt 
the United States. 

T. D. 4282 (approved March 8, 1829) 

Claims for the payment of judgments rendered by United States 
district courts and the United States Court of Claims against the 
United States representing taxes, penalties or other sums, should be 
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executed on Form 843 in duplicate and filed directly with the Com- 
missioner 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 commence- 
ment, the data of the judgment, the court in which it was recovered, 
and its amount. To this affidavit there should be annexed two certi- 
fied copies of the final judgment, and an itemized bill of the costa 
paid, receipted by the clerk or other proper officer of the court. I n  
the case of a judgment rendered by t,he Court of Claims, there may 
be submitted in lieu of a certified copy of the final judgment, a cer- 
tificate of judgment issued by the clerk of the court and two copies 
of the court’s opinion, if any was rendered. 

SEC 613. LIEN FOR TAXES 

T. D. 4276 (approved November 18, I&@) 

Section 8186 of the Revised Statutes, as amended, is further 
amended by section 613 (entitled “Lien for taxes”) of the Revenue 
Act of 1928 to read as follows: 

Sm. 8188. (a )  If any pereon llable to  pay any tax neglects or refusee to 
pay the same after demand, the amount (including any interest, penalty, 
addltional amount, or additlon to such tax, together with any coste that 
may accrue in addltion thereto) shall be a Hen in favor of the Unlted 
States upon all property and rights to property, whether real or personal, 
belonging to such perRnn. Unless another date is speciflcally flxed by law, 
the lien shall arlae a t  the tlme the assessment list was received by the 
collector and shall continue until the llabillty for such amount is satisfled 
or becomes unenforreable by reason of lapse of tlme. 

(b) Rurh lien RhRll not he valid a8 against any mortgagee, purchaser, or 
judgment creditor until notice thereof has been filed by the mllector- 

(1) In accordnnce with the law of the State or Territory In which the 
property 8ohjec-t lo the lien in nltiwted. whenever the Btate or Territory has 
by law provided for the flllng of such notlce : or 
(2) In the offlce of the clerk of the United States dtstrlct court for the 

judldal district in which the proprrty subject to the Hen 1s situated, when- 
ever the State or Territory has not by law provided for the flling of such 
notice: or 
(3) In the oltlce of the clerk of the Bupreme Court of the District of 

UQlurtibia, if the property subject to the llen 1s situated In the Dlstrlct of 
Oohmbla. 

(c) Bubject to such regulations as the Oommts&mer of Internal Rev- 
enue, with the apprnvel of the Becretnry of the Treasury, may prescribe, 
the collector of lnternal revenue charged with an assessment In respect 
of any tnx- 

(1) May issue a certificate of release of the llen lf the collector finds that 
the Ilabllity for the amount as#ea&, together wtth all interest in respect 
thereof, has been sattsfled or has become unenforceable; 

(2) May lasue a certificate of release of the llen if there Is furnished 
to the collector and accepted by him a bond that is conditioned upon the 
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payment 05 the amount assessed, together With all laterest In respect 
thereof, wlthln the tlme prescribed by law (includlng any extensfon of 
such tlme). and that  Is in accordance wlth Such requlrementa relatlng 
to term6 conditions, and form of the bond and suretlea thereon, a s  may 
be specified in  the regulations; 
(3) May Issue a certlflcate of partlal dlschnrge of any part  of the p r o p  

erty subject to the lien if tho collector flnds that the Palr market value of 
that  par t  of such property remnirilng subject to the llen is at least double 
the amount of the llablllty remalnlng unsutisfled in respect of such tax and 
the umount of all prior liens upon such property. 

(d )  A certlflcate of release or of partial discharge issued under this 
Rectlon shall be held conclusive that the Hen upon the Droperty covered by 
the certiflcnte is extlngulshed 

(e)  The (%mmlsslnner of Internal Revenue, wlth the approval of the 
Secretnry of the Treasury, may by regulation provide for  the acceptance 
of a elngle bond complylnq bnth with the requlremenb of eectian 272 (j) 
of the Revenue Act of 1928 (relating to the extension of time for the pay- 
ment of a ddciency),  or of any similar providons of any prior law, and 
the requirements of subsection (c)  of this d o n .  

( f )  (lubsections (c),  (a), and ( e )  of thls section shall npply to a iim 
in respect of any Internal-revenue tar, whether or not the llen fs imposed 
by this section. 

In accordance with the provisions of subsections (c) and (e), 

Tbe collrctnr of Internal revenue to whom Is charged a n  a a e e m e n t  in 
respect of niiy internnl-revenue tax shall I ~ R W  a certificate of release of the 
tnx llen whenever he flnde thnt the Ilrblllty for the amount assensed 
(tmether with all IntercRt I n  reqwct thereof) han bcrn eatisfled or has 
become iinenforceable. The word ‘‘ unenforceable” as here wed  mmns 
unenforcc*ahle ns a matter of law, and not merely uncollectlble or uneu- 
forcenhle a8  a matter o? fact. Tnx liabil l t le~ frequently are unenforeeable 
in fact for the tlinr belng, due to the temporary nonposwwlon by the 
taxpnyer of dlscovernlrle property or property rights. In all case8 the 
llahillty for the ~rnymcnt of the tax continues untll Ratlsfactlon of tlre tax 
In Pull or untll the expiration of the stntutory per1011 for collectlon, In- 
c!uding nw’h period ns the tnxpuyer hy consent In writlng may agree with 
the Comnil~doner shall constitute the time withln which the tax assessed 
mny lawfully br collrcted. Collectors shooltl contlnue to  inventlgale c a r e  
fully all cnscrt of dellnqiicwt tnxpayers wlierr notlcr of llen ha8 been filed, 
mlth a view of obtiilnliig, before the erplrution of the collwtlon period, 
such wrltten consent for the extension of the rollertion perlod, whenever it 
is reaaonnbly posslble tlint the tiixpriyer may, In the future, ucquire property 
or property rightq from which the tiix Ilnliilltg mny be satisfied. 

The collertor may in his discrrtioii I X R U ~ ~  n ctbrtiflc.tlte of rcleaw of the tnx 
ilen If lie l s . fnn i i~hd  :ii1(1 ncrrpts n boiicl that is c~ondltlonctl q m n  the pay- 
nient c r f  thr ninoiint H W - S S C ~  (tngrthw wlth nl l  Iritrrt~rrt In resDect thereof) 
wltliiti tho time ngiwrl upon in the t m d ,  but not lntc-r than six riiontiin prior 
to  tlre cxpfrntion of tht. Htntulory period for c.ollec~tlou. inclcding any perlocl 
for collection ngrecd upoil in writing hy the CommisNiollc~r and the tnxpayer. 
The ftrnn of ally Irond so fllm~Nhlitl slinll he the ntantlnrtl form (Form 1131), 
entitled “Bond for release of FecleraI tax Hen,” and shall be execate3 by a 

supra, the following regulations are hereby prescribed : 
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surety company holdlng R certificate of authorlty from the Secretaw of the 
Treasury as an accelrtnl)le Rurety on Federal bonds. 
The collector may ulno 111 his dlnrretion isnue a certlflcate Of diecharge Of 

any part  of the property suhject to the tax lien if he flnde that  the falr  
market vnlue of t.he part  of tlie property not released from 8uch lien Is at 
least doulh? the umount of the tixlsting Ilabllity in re8pa.t of such tax plum 
double the amuunt of  1111 Ilens prior to thut of the tax lien. Iu general, fair  
market value Is that  nmount which one ready and willlng but not compelled 
to buy would liny t o  another ready nnd willing but not compellml to sell the 
property. Collertors must, be conservative In determining property vnluea 
and nhwld iiiake cnreful inqitiry wlth r e spc t  thereto. 
In case8 where the cvillivtor issues a crrtlficnte of release of tax llen nw’ 

a t  the same t h e  nn rxtrnelot~ o P  tltiie In grnntnl for the ~iiiyineut of the de- 
ficleiiry In trix piirsiiniit to t.lie prwidons of sectlon 272 (1) of the ltcvenue 
A r t  of 19% or rrrc.tion ‘274 ( k )  or 3OS ( I )  of tlie Revenue Act of 1026 a slligle 
hond may Iw acceptmi by tbe collec-tor conclltlon9d upon the payment of the 

. amount i i~se~n1~11 (together with all interest In rcnpect thereof) in  nccord- 
ance with the terms of tlie extension and not Inter than six months prior 
to the explrntion of tlie statutory period fnr collectlon, llicludilig ally 
perlod ror collertlon nyreetl upon In writing by the Commi~elnner nnd the 
taxpayer. Form 1181, hereinl)eforc mentiulltul, shiill be used In these cases 
rilid shall be modlfitrl to meet the rlrcumstanren. Where a crrtifk-at.c of 
releiiw of the ~ I I X  1 iwi  IIIIH I w n  1sxur.tl by the collertor, ant1 the bond fur- 
nlshetl to and :rrcc*ptcd by the cnllt?c*tor fcllly protwte the interests of the 
Iliilt,etl Rtatrn wi th  rivqrwt to the tnx asnrswtl, iio ndtllt.lonrkl iiontl will 
ht. requlrrtl try the ~:o~~imIsxlonrr nR u contlltlon to  tlie grnntliig of an ex- 
tension of time f o r  tlie pnymrnt of the deflclWry in tnx under 1 1 1 0  provinion8 
nP swtlnn 272 ( J )  t r f  the llrreliue Act of 1928 or section 274 ( k )  or 308 ( I )  
of the I(eve1iue Act of 1020. 
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Brokere, returns of information-.- - - - - - - - _ -  - - - - - - - - - - - 
Building and loan associations, dividends, exemption--- 

I I 

- - - - - - - --  - 
618 - _ _ _  - - - - - - 
116 _ _ _ _ _ _ _ _ - -  
22 _ _ _ _ _ _ _ _ - -  
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Citizens of United States possessions, status _ _ _ _ _ _ _ _ _ _ _  
Withholding tax at source _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Civic leaguea, exemption- - - _ _  - - - - - _ _  - - - - - - - _ _  - _ _  _ _  _ _  
Claimed,defined--_----- . - - - - - - - - - - - - - -__--__--_---  
Claims, abatement. See Abatement of tax. 

Against transferees and fiduciaries. 

Credit or refund. 

See Trans- 
ferees; Fiduciaries. 

See Credits or refunds. 

I &tion 

262 
_ _ _ _ _ _ _ _ _ .  ioa 

708 States, deduction by employer- - - - - ---. _ _ _ _ _ _ _ _  ~ ._ 
Employees, universities, undersmith-Lever Act- _ _ _  _ 
Excessive, treatment of - - - - _ _  _ _  - _ _ _  _ _  _ _ _ _ _ _ _ _ _ _ _  
Federal officers and employees, taxability-- - _ _  - - - _ _  
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Forgiveness of indebtedness-- - - - - - - _ _  - - _ _  - - _ _  _ _ _ _  
Croes incomc- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
Information at murce, returne- - _ _ _ _ _ _ _ _ _ _ _ - _ _ _ _ _  
Injuries or sickness, exemption _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Injury t o  employee, deduction- - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
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_ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _  - _ _ _  _ _ _  _ _ _  - - - - _ _ - - - _ _  _ _  - 
22 
148 
22 

_ _ _ _ _ _ _ _ _  ~ 

1141 
1141 4 
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Living quarters or commutation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Not received, deduction 88 bad debt _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Paymentsother than m p n e y - _ _ - - _ _ _ _ _ _ , , _ _ ~ _ _ - ~ - - _ _ - - - _ _ _ _  
Personal services, gross income- - _ _  - - _ _  - _ _ _ _ _  - _ _  - 

Sourcee within United States _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Sources without United States- - _ _ _ _ _ _ _ _ _ _ _ _ _  
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~ - - - - - - - - _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
_ _ _ _ _  _ _ _  _ _  
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i ia 

63 

Premivm on insurance policy, deduction _ _ _ _ _ _ _ _ _ _ _  ~ ~ ~ _ _ _  
Promissor notes, Rross income- - - - - _ _  - - _ _  _ _ _  - _ _ _  
Balary, of&er or cm loyce after death, deduction-- 
State onicere or oinpi)oyees-- - - - _ _ _ -  - - _ _ _ _ _ _  _ _ _ _ _  - 
Stock of cor o r a t i o n . - . - _ _ _ _ - _ _ _ _ - - _ _ _ _ _ _ - - _ _ _ _ - _ _ _ _ _ _ _ _ _ _  
rcnchers ,~Akka and Hawaii- - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

1231 
80 1 
1202 
1202 
1202 
1202 

1202 
1202 

1201 

1182,1261, 
1263 

11811192, 
1241 
1268 

- - - - - - - - - 

1201,1202 

- - - - _  - - - -  

- - - - - - - - - 
431 1172, 

- - - - - _ _ - -  - - _ - - - - - -  - - - - - - - - -  
121 
282 
52 
352 
282 
043 
762 
1320 
627 
63 

_ _ _  -_._--___- _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  - - -  
116 - -  

122 
91 
074 
52 
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Territorial em doyees, exemption - - - - - - _ _  - - - _ _  _ _  - - 
Vocational Re\iabilitetion Act - - - - - _ _ _ _ _  _ _  _ _  - - - 
War risk iiiniiraiicc- -. - - - - - . . . . . . . . . . . . . . . . . . . . .  
When included in gross income _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Wibliholding tax at Rource.. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
World War Veterans’ Act- .____-________________ 

Comproiniaes, concealment of assets- - - _ _  - _ _ _  - - _ _ _ _ _ _ _  
Consolidated returns. See Returns. consolidated. 

041 

~~ ._ 
22 - -  
22 
22 

144 
22 
610 _ _  

_ _ _ _ _ _ _ _  _ _  
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&ned income. See Earned income. I i 
I Employees in military or naval service of United I 

Constructive receipt of income- - - - - - - _ - _ _  - _ _  - . -. ~~. - - - _ - _ _ _ _ - - - _ - Consuls, foreign, exetnption of income- _ _ - - _ _ _  _ _  _ _ _  _ _ _  _ _ _ _ _ _  - - - - 
ContKacts, annuity, income from- - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  I 221 
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61 
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Affillation (see oleo Affiliation; Return,  consoli- 
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Bankruptcy. See Bankruptcy. 
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- - - - - - - - -. _ _ _ _ _ _ _ _ _ _  
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66 
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Corporations-Continued. 
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Sale and retirement of bonds ___________________. 
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China Trade Act corporations _ _ _ _ _ _  _ _  - _ _  _ _  _ _ _ _ _ _  
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Limitation on tax, specifiocredit not allowed--_ 
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.Estates, trustcl and beneficiaries- - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
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Date detarmininR- - - - - _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _  
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~ ~ _ _ _ _  
Personnl exem tion ---I-- - _ _ _ _ _ _ _ _ _ _ _  

ChanRe ofs)etnt;isI::: _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Decedent spouse and survivor--_ _ _ _ _ _ _ _ _  
Executor for individual- - - - - _ _  _ _ _ _ _ _ _ _ _  
Husband arid wife _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _  

Insurance cpmpanies. See Insurance companies. 
Nonresident aliens, allowance- - - - - - _ _ _ _ _  - - _ _  - - - _ 

Personal exemption- - - - - - - - - - - - - - - - - _ _ _ _  _ 
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Departure $om country, cloaing of taxable year by Cam- 

missioner - - - - - _ - - - - - - - _ - - - - - - - - - - - - - - - - - - - - - - - - . I .  

291 
296 
294 
294 
801 

1081 
1071,1072 

237 
171,661 

011 
011 
611 

230 { 221-224 
24d 
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section 

Depletion-Continued. 
Life or terminable interests _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Life tenant arid rcmainderman- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Mines. See Mines. 

23 Natural deposits- - _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Nonresident aliens, deduction__- _ _ _ _ _  _ _ _ _ _ _ _  _ _ _  _ - _ _ _ _ _  ____ .  
Oil and ~[aa wells. See Oil and aaa wells. 
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Article 

284 
221 

221-246 
1061 

237,267 
221 

863,364 
626 
228 
22 1 

66 
221 

221 
221 
22 1 
132 
237 

171, 176, 
661 
202 
204 
202 

!XM, 611 

204 
202 
204 
223 
224 

' 222 
206 

203,207 
202 

201-210 
208 
210 
210 
203 
202 
203 
284 
130 
244 

203,207 
202 
202 
204 
204 
203 
284 

201,221 
131,210 

210 
202 
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DeDreciation-Continued. --r ~ 

Article 

_ _  ~ 

Bales, ad'ustment _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Reserves, distributions from- - - - - - - _ _ _  - - - _ _  _ _  _ _ _ _  _ _  _ 
Residence, personal _ _ _ _ _ _ _ _ _ _ _ _  _ _  _ _ _ _ _ _ _ L _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Tan 'ble property, application to  - _ _ _ _ _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  
Timfer properties, irnprovementa _ _ _ _ _ _ _  _ _  _ _  _ _ _ _  _ _ _ _ _ _  _ _  
Treatment in computing gross income _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  

Details to  Washington, internal-revenue officers and 
ernployees_-_- - - - - - -_- - - - - - - -~_- - - - - - -_- - - -_- - -_-  712 

Devisee, payments to annuitant, how treated- _- - -__ -__  _ _ _ _ _ _ _ _ _ _  
Sale of real eetate, income from _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  

Devises, exclusion from income _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  22 
Income from-----__-------- - - - - - - - - - - - - - -_____-  22 
Sale of property scqiiired by ain or loss _ _ _ _ _ _ _ _ _ _  113 

Discount, bond8 of corporation, deLction of _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Capital stock, treatment by corporation _ _ _ _ _ _ _ _ _  _ _ _  _ _ _ _ _ _ _ _ _  
Purchases, treatment in inventor _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Sale of capital stock, how treatedl--- _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  _ _ _ _ _ _ _  

Discovery value, basis de letion of mines _ _ _ _ _ _ _ _ _ _ _ _ _  114 
11s 

Discoveries, mines, meaning _ _ _ _  - _ _  _ _  _ _  - - _ _ _ _  _ _  - - - _ _ _ _  114 
Mstraint, bankruptcy and receivership cases.- - - - - _ _ _  - - ' 274 

Collection, claims against transferees and fiduoiaries- 311 
Collection of tax after aasessment _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  270 
Limitation period, suspension of running _ _ _ _ _ _ _  _ _ _ _  277 
When b e g u n - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ - _ ~ _ , , , - - _ - - .  

Distributions (see also Dividends) - - - - _ _ _ _  _ _ _ _ _  _ _ _ _ _ _ _  116 
Appreciation, value of roperty _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Corporation, accumula&d surplus to evade tax, how 

104 tared to  recipient _ _ _ _ _ _  _ - _ _ _ _ _  - _ _ _  _ _ _ _ _ _ _ _  
E x e m p t i n c o m e - - - - - - - - _ _ - - - - - - - - - - - - - - - - - - _ - , - _ _ _ _ _ ~  
How taxed to  ehareholders-- - - - - - - - - 22 

Depletion reserve based on discovery value of mines- . 116 
Earninga or profits, accumulated before March 1, 

1913-_____ , -_ -______- - - - - - - - - - - - - - - - -~ -  116 
Of another corporation accumulated before 

March 1 , 1 9 1 3 - - - _ - _ _ _ , _ _ - _ ~ ~ ~ _ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ _ , _ _ _ ~ _ _ _ .  
From capital _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  116 
Increase in value of property accrued before March 

1 , 1 9 1 3 - - _ _ _ _ _ - - _ ~ _ _ _ - - - - - - - - - - - - - - - - - - - -  116 
Received from another corporation and dis- 

tributed _ _ _ _ _ _  - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ _  _ - _ _ - - -. 
Liquidation- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 116 

Gain, option to  be taxed 88 capital net gain _ _ _ _  _________. 
Gain or baa from-.. _ _ _  _ _ _ _ _ _ _ _  _ _ _  - - _ _ _  _ _ _ _ _  116 
P a r t i a l _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
When uivalent to  taxable dividend_- - _ _ _ _ _ _  

propert? accrued before March 1, 1913 _ _ _ _ _ _ _ _ _ _  

- 

Trust and beneficiary _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  23 

Reserve for depletion Eased upon, distribution of--- 

- - - - - - - - 

Other thanyrom earnings or incream in value of 
116 

Partnership, assets in kind, gain or 108s from _ _ _ _ _ _ _  _________. 

363,364 
020 

202,210 
202 
262 

66 
20 1 

02 
888 
83 
83 

696,690 
08,170 

66 
103 
66 

240,011 
020 
240 

1191,1192 
1231 
1202 
1202 
1202 

621-029 
023 

641 
02 1 

620 

023 

623 
624 

023 

023 
025 
025 
025 
026 
029 

024 
604 

-----_-___ 

_ - _ _ _ _ _ _ _ _  

, 
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I b t i o n  

Diatributions-Continued. 
Personal service corporation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _  -- 11s 
Redemption of stock, information required- - _ _ - _ _ _  _ _ _ _ _ _ _ _ _ _  
Reor anization, gain or lona _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  112 

liource of _-.____- - - . . . . . . . . . . . . . . . . . . . . .  ---- ________- .  
Reserve, depletion, based on discovery value _ _ _ _ _ _ _  _________.  

Depletion, baaed on March 1,1913, value _ _ _ _ _ _  _________.  
Reserve for depletion or depreciation, gain or lo= _________.  
Source of _______.__ .__.._________.______________ 11s 
Stock or aecurities in reorganization, source of _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ .  
Tax free, adjustment of basis when stock disposed of- 116 

Whon &xable to recipient- - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _________ .  
116 
n 

116 
Appreciation, vahe  of property _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ -  - _ _ _  

22 
When included in income _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ r _ _ _  _ _ _ _ _ _ _ _ _ .  

Chine Trade Act corporations _ _ _ _ _ _ _  - - - - _ - _ - - _ - - - - - - - - - - - - - . 
Deduction by recipient corporation - - _ - _ _ _ _ _ _  - 23 
Exemption----..--..------------------------ 22,110 
Withholding tax at source _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ .  

Constructive receipt by shareholder _ _ _ _ _ _ _  - - - - - - - - - - _ _ - _ - - - -. 
Corporation, exem t income- - - - - _ _  - - - - - - - _ _  _ _ _ _ _  _ _ _ _ _  _ _ _ _  

Income from enited States possessions, deduo- 
ti on__-_---______--^--------------------_ 23 

Credit against net income, individuals _ _ _ _ _ _ _ _ _ _ _  - _  26 
Deduction by corporations..- _ _  - - - _ _ _  - - - - - - _ _  - _ - _ 23 
Defined_..-.._---------------------------------- 116 
Depletion or depreciation reserves, distribution from- _ _ _ _ _  - - - - 
Earnings or profits accumulated before March 1, 

1913- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -__  11s 
Effect on net loss _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  117 
Federal intermediate credit bank, taxability,,_,,_, 22 
Federal land bank, taxabilit _- - - - - -___ - - -_  22 
Federal reserve bank, taxabik;:;::.. _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  
Gross income- - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  22 
Increase, value of property acarued before March 1, 

1913- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -_ -__ -_ -_ - -  11s 
Information of payment-- - - - - _ _  _ _  - - - - - - _ _  _ - - - - - - 149 

203 
202 Life, income of _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Mutual- - - - _ _  - - _ _  _ _  - _ _  _ _ _ _ _  _ _ _ _  _ _ _ _ _ _ _ _ - _ _  _ _ _ _ _ _ _ _ _  
Other than life or mutual, deduction _ _ _ _ _ _ _ _ _ _  204 

Income of--..--_----------------------- 204 
Liquidation, when equivalent to taxable dividend--- 11s 

11s Gain or loss from __________.  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Partial__-----------------------,_-- 11s 

National farm loan association, taxability- _ - - _ _  - _ _  22 
Personal service corporation- - - - - - - - - - - - - - - - _ - _ _ _ 11s 
Property_------..----------------------_-__.--_-_-_----- 
Record owner, returnn of information _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ - _ _  
Redemption or cancellation of stock-- _ _ _ _ _ _ _ _ _ _ _ _  116 
Rent paid ahareholders by corporation'e lessee- - - _ - _ _ _ _ _ _ _ _ -  
Scrip-- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ - - - - _ _  _ - - - - 

Interest on, deduction _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ - - -  
Shipowners' mutual protection and indemnity mo- 

c iat ions-___-- , - - - - - - - - - - - - - - - - - - - - -___-_- - - -  116 
Source of. presumption _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  115,131 

Adjustment, when gain or 1066, disposition of 
r o p c r t y ~ ~ ~ ~ ~ ~ ~ ~ ~ - - - - ~ ~ ~ ~ - - - - - - - - ~ ~ ~ ~ - - -  111 

District of Columbia, exemption of income _ _ _ _ _ _ _ _ _ _ _ _  
Dividends (see d s o  Distributions) - - - _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _  Obligations, interest, exemption- - - - - _ _  - - - _ _ _  - - - - _ 

Bullding and loan asRociations, exemption- - _ _  _ _  - _ _  

Insurance companies, life, deductions- - - - - - - - _ - - _ _ 

I' 

Article 

.-------_ 
029 

675,676 
025 
020 
020 
020 

022,023 
578 

023,024 

60 1 
021 
042 

023 

333 
781 

763,781 

021-629 84 

_ _  - - - - - - -  

- -__-----  _ -__ - - -_ -  
1154 
333 
621 

291 

62 1 
626 

023 
661 
86 
86 
80 
51 

023 
83 1 
976 
901 
02 

993 
992 
629 
025 
626 
86 

027 
818 
029 
70 

027 
141 

_ -__- - - - -  
___- - - - - -  

__-__- - - -  

_ _ _ _ _ - - - -  622,023, 

073 
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Section 

Dividends-Continued. 

E 

market value- _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ .  
State, exemption of compensation.. - - _______._____ - _ _ _ _ _  - _. 

103 Employeen’ aasociatione, local. exemption- _ _ _ _ _ - - - _ - - I 

Article 

073 
077 
1162 
028 
027 
61 

333,021 
703 

202 
128 
84 
208 
404 
162 

- - - - - -___ 

312 

312 
311, 312 

60 1 
311 
921 

311,312 
312 - - - - - _ _ _ _  

---....____ 
312 

621,627 

11 
342 
043 
332 
041 

61 
043 
629 

1318 

02,82 

281 
172 
164 
282 
803 
801 

891 
1264 

201,802 
422 

- - - - -____  

_ _ _ _ _ _ _ _ _  
- _ _ _ - _ _ _ _  

.-----___ 

._- _ - _ _ _ _  
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~ o s s _ - _ - - _ _ - - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - .  
Period of adminintrntion, deductions- - - - - - - - - - ___. 
Period of administration or acttlemerit _ _ _ _ _  _ _  _ _ _  __. 
Proceeds of insurance, exemption.- - - - ___________. 
Request for rompt asncssment of t ax  ____________. 

Under &venue Act of 1826 _________________. 
re turns._-__---_-__.---------,-------^_^^^^^_^. 

Period less than 12 months _________________.  
Tax, computation and pnyment- - _ _  _ _ _ _ _ _  _ _ _ _ _ _ _ _  

Evasion of surtax by incorporation ___________________.  
Evasion of taxes, deficicricy, procedure- - _ _ _ _ _  ________. 
Exchangca, farm produce for merchandise, etc., groan 

income- - _ _  - - - - - - - - - - - - - - - - - - - -. - - - - - - - - - - - -. 
Gain or Ions from (see also Gain or loss) - _________. 

Excise taxes deductions. -. - - - - - - - - - - _ _  - _ _  _ _  _ _  ______. 
Executors ciaime for rcfund- - - - - - _ _  - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Liabihy for payment of tax . . . . . . . . . . . . . . . . . . . . .  
Exempt corporations and aasociations (nee abo heading 

for each class of organizations) _ _  _ _ _ _  _ _ _ _ _ _ _ _ _ _  - 
Lists kept b collectors _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Exemption certiI&ates. See Ownership certificates. 
Exemptions, ehi a under foreign laws _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Ekpeneee, clasei&ation sa between capital and expense. 

Farmers.-------------_-------_----------------- 
Insurance companies, other than life or mutual----. 
Nonresident aliens, deduction- - - _ _  _ _  - - - _ _  - - - - - _ _  - 
When deductible_--____------------------------ 

Extension of time, filing returns _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Filink returns, effect aa to payment of tax _ _ _ _ _ _ _ _ _  
Foreign organizations- - - - - - - - - - - - - - - - - - - - - - - - - 
Military and naval forces of United States filing 

returns when abroad-..------------..----------. 
Payment of dcficiancy-------------------_.  
Payrncntoftaxes._--_-------- - - - - - - - - , - -_--__-_~ 

Bankruptcy or receivership canen ____________. 
F I 1 

871 
09 1 
740 
862 

804 

164 
421 
802 

803 
802 
803 
82 

1201 

801 
371 
802 

461 

67 
671-680 

162 
1264 
804 

621-632 
52 1 

1042,1102 
323 
131 
993 
1061 

402-404 
432 
403 

403 
1173 
432 
1192 

- _ - _ - _ _ _ _ _  

- - - -_- -_-_ 

- _ _ _ _ _ _ _ _ _  

641-543 

a42 

!X!l 
622 
28 1 

86 
100 
106 
131 
131 
176 



392 INDEX 

- I I 

Transportatich -aervicem, income from- - - _ _  _ _  - - - - - 
Withholding tax at Bource- - - - - - - - _ _ _ _ _ _  - _ _ _ _ _  _ _  - 

Foreign country, defined- - - - - - - _ _  _ _  _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Foreign countnee, taxes of, credit againmt United States 

t a x - - - - - - - - - - - - _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - -  
Which do or do not allow credits against tax _ _ _ _ _ _ _  
Which do or do not exempt earnings of ships under 

foreign  flags.^^^________^^____^^^^^.^___^__.___,,_____. 
Foreign governments, income from bank deposits in 

United States, exemption _ _ _ _  _ _ _ _ _  _ _ _  _ _ _ _ _ _ _ _ _ _  
Income of, exemption _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  :- 

Forei n items, collection of- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
%efined- - -. - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - 
License for collection--- - _ _  _ _  - - - - - - - - - - - - - - - _ _ _ _ _  
Returns of information _ _ _ _  _ _ _ _  - - - - - - - _ _  - _ _  - _ _  _ _  - 

Foreian oruanieationa. interest, United States obliua- 

131 
67 
210 
131 
210 
131 
131 
131 
67 
68 1 
67 

67,106 
106 
176 
176 
176 
176 
176 
176 
131 
67 
67 
67 
86 
86 

- _ _ _ _ _  - - - ~ 

144 _ _ _ _ _ _ _ _ _ _  
131 _ _ _ _ _ _ _ _ _ _  

116 
22,116 

161 
- - - _ - - - - -. _ _ _ _ _ _ _ _  _ _  

148 

i 
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714 
1121 
683 
761 
692 

691-898 
696 

1042 

64 1 
64 1 
851 
816 
861 
817 

90 
403 



394 

Gain or loon-Continued. 
Bas&-Continued. 

Property, partnerahip _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Repoeeessed after installment or deferred- 

payment Bele _ _ _ _  - - - - - - - - - _ - - _ _ - - _ _  _ - - 
Transmitted at death- _ _ _ _ _  _ _ _ _ _ _  _ _ _ _ _ _ _  
Trust, revocable..- - - - - - _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _  

Property acquired, before March 1,1918 _ _ _ _ _ _ _  
Corporation, reorganization after Decem- 

b e r 3 1 , 1 9 2 0 _ _ _ _ - - _ _ - _ - _ _ _ _ _ _ - - - - - - - _ -  
During affiliation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Exchange, gain or low previously recog- 

lNDEX 

_________.  
- _ _ _ _ _  - - -. 

113 
113 
113 

113 
113 

811 813 
sib,  831' 

841 

cember 31, 1920 . . . . . . . . . . . . . . . . . . . . .  
Reorganization - - - - - - - - - - - - - - - - - - - - - - - - 
Transfer in trust after,Docember 81,1920- 

&unties distributed in reorganization.- - - - - - - - 
Becuritiea on which distribution in  reorRanisa- 

tion received _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Stock upon which tax-free distribution received- 
rax-free distributions- - - - - - _ _  - - - _ _ _  - - - - _ _ _ _  - 
Tax-tree exchanges- - - _______________. _ _ _ _ _ _  
Transfer to corporation controlled by transferor- 
Transfers in trust- _ _  - _ _  _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Wash sales of stock _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Claims before March 1,1913, paymrnb of _ _ _ _ _ _ _ _ _  
Computation, general- - - - - - - - - - - - - - - - _ _  - - _ _ _ _  _ _  - 
Corporation, capital assets..- - - - - - - - - - - - - - - _ _  _ _ _  - 

Distribution of aasete in kind at liquidation _ _ _ _  
Purchaae or nale of bonds, capital stock, or 

treesury stock _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Dlmponition of property, determination of amount--.. 

EBtatea,priorto 1928------_---,-,---------- 
Inaurance companies, mutual other than life_-- 
Insurance compmiea other than life or mutual. 

Distribution of stock on reor anization _ _ _ _ _ _ _ _ _  
Exchanges, not solely in kinrf- _ _ _  - ---I:: _ _ _ _ _ _ _ _ _  

Property for property of lie, kind- _ _ _ - _ - - _ _ _ _  Property for other propert and money__----- 

Reorganization.--.------------------------- 
Solely in kind _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Stock for stock, reorganization- _ _ _ _ _  - - _ _ _ _ _  _ _  

Same corporation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Executor, male, property of decedent _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Gifts acquired before March 1, 1913 _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Inatallment obligations, disposition of.. _ _ _  - - - - - - - 

070-678 

113 
113 
113 
113 

113 
115 
113 
113 
113 
113 
113 

_ _ _ _ _ _ _ _ _ .  
111-118 _ _ _ _ _ _ _ _ _ .  _ _ _ _ _ _ _ _ _ .  

_ _ _ _ _ _ _ _ _ .  
22, 111 

702 
_ _ _ _ _ _ _ _ _ .  

204 
112 
112 
112 
112 
112 
112 
112 
112 _ _ _ _ _ _ _ _ _  

_ _ _ _ _ _ _ _ _ .  
44 

992 
56 1 

591-604 
693,595 

692 
601 

Inatallment sales, taxation of - - - _ _ _  _ _ _ _  _ _ _ _ _ _ _ _ _  - 
Insurance policy, disposition of _ _  _ - _ _ _ _  - _ _  _ _  _ _  
Involuntary conversion of property--, __-_-_------  

Replacement funda- - _ _ _ _ _ _ _ -  - _ _  - - -_-  - -_ _ _ _  - 
Liquidation distribution. - - - - - - - _ - _ _ _  _- - - -_ - - - _ - - 
Partnershi , readjustment of inheEtfI-_ _ _ _ _ _ _ _ _  _ _  

Distrigution of assets in kind- - - - _ _  _ _  _ _ _ _ _ _  _ _  
Passage of property from decedent t o  executor _ _ _ _ _  
Purchaae and retirement of bonds by corporation--- 
Realty acquired by bequent 604 

111 _ _ _ _ _ _ _ _  - .  
112 
112 
115 

_ _ _ _ _ _ _ _ _ .  - _-__-_-- .  -_-_----- .  __-__- - -_ .  
118 
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I &mtion 

- 
nized-- _ - _ _ _  - - - - _ _  _ _  - - - - _ _ _ _  - _ _ _  _ _  _ _ _  

Gift after December 81, 1920 _ _ _ _ _ _ _ _ _ _ _ _  I 
Gift or transfer in trust on or before De- 

113 
113 

395 

Arttole 

004 

363-366 
690 
696 

691,590 

699 
603 

697 
593 

696 
688,600 

594 
600 

60 
023,624 

600 
597-600 

698 
694,595 
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276 Collection of tax, after Bsneasrnent. - - - - - _ _ _ _ _ _ _ _ _  - 
276 Fraud or failure to file rcturn _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Suspension of running.. - - - .  - - - - - - - _ _  - - _ _  _ _ _  - ( 141, :;? 
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Sunday, last d a y , r r i o d  for petition t o  Board _ _ _ _ _ _ _ _ _ _  
La& dny for ling rcturn due date _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  

Supplemrnte of Act, application, special clseses of tax- 
p a y e r a - - - - _ - _ _ _ _ _ - - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - -  4 

supplies used, deduction of cost _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Surtax, computaiiop and table _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  

Credits against net incoine subject to- - _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _  
Evasion by incorporation.-- _ _ _  - _ _ _  - _ _ _ _ _ _ _ _ _ _ _ _  
Gain, sale of mlncn and oil or 6- wella _ _ _ _ _ _ _ _ _ _ _ _  
Imposition and rati-8.- - - - - - - - - - _ _  - - _ _ _ _ _ _ _ _  _ _ _ _ _  
Nonresident aliens. - - - - - - - - - - - - - - - - - - - - - - - - - 
Obligations Of United Stabs or pOEM3EEiOnE-:-- _ _  - _ _  _ _ _ _ _  _ _ _ _  - 

Suspennion of running of statute. See Limitation 

See also Proceedings in court. 

104 
102 
12 _ - - - - - - - - - - 

Article 

691 

68 
68 

61, 68 
171,176 

164 

- - - - - - - - - - 
- _ _ _ _ _ _ _ _  - 

1267 
1171 
404 

I 
123 
22 

21,291 
641-543 

61 1 
21,22 
1021 
87 

84 
236 
676 
677 
702 ._--_---_ 

078 
66 1 
802 
67 

671-680 

20 1 
171-173 

122 
84 
627 
627 
1023 

_-  _ - - - _ - -  

_ _ _ _ - _ - _ _  
1162 
161 
194 
121 
65 
362 

Sale, sold, defined _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - _ _ _ - - - _ _ - _ - -  
Basis for computing gain or lose _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

sales farm products gross income--- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
kealty, casual iuture expense liabilitiw-- _ _  _ _ _ _ _  _ _  
Recognition of gain or 108s _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Salvage, depreciation and obaolesc-wm allowanow 
affected by _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Lossesreduced by_--_- - - - - - - - - - - - - - - - - - - - - - - - - - - - - -_- - - -  
Sample rooms, expense deduction-- - - - - - - - - _ _ _ _  - - - - _ _  - 
School distriota, interest on obligations of ________. _ _ _ _ _  
Scientific organizations, exemption-- - - - - - - - - - - - _ _ - - - 
Scrip d i v i d e n d s _ _ - - - - - - - - - - - - - - - - - _ - - - - - - - - - - - - - - - - - - - _ _ - - - - -  
Seamen, aliens, when regarded as residenta _ _ _ _ _ _ _ _ _ _ _ _ _  
Secretary, de5ned .___ _ _ _ _  _ _  _ _  - - _ _  _ _  - _ _ _  - - - _ _ _  _ _  _ _  _ _  - 
Secretary of Commerce, certification of special dividend 

by China Trade Act corporations _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Secured debt laws, payments under _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Securities, worthless, bad debta _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Sellin expenses, deduction _ _ _ _ _  - . . . . . . . . . . . . . . . . . . . . .  

+reatment in computing gross income _ _ _ _ _ _ _ _ _ _ _ _ _  
Treatment in deferred-payment sales of real estate 

Separability olause of Act _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Separation agreement! allowance baaed on- _ _ _ _  - - _ _  - - - - 
Sewer districts, taxability of interest on obligations of--- 
Shareholder,defined ---.----..-.-......----------------- 
Shareholders, contributions to corporation - - _ _  - - - - - - - - - 

Taxes Faid on stock by corporation _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
shipowners mutual protection and indemnity associa- 

tions, receipts of, exemption- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Shipwreck, loases, deduction- - - - - _ _  - - _ _ _  _ _ _ _ _ _  _ _ _ _ _ _ _  
Ships under foreign flag, exemption of income from---- 
Short sales of securities, gain or ~ O E E  from--- _ _ _ _ _ _ _ _ _ _ _  
Sinkin fund, income from--.. _ _ _  - _ _ _  _ _  _ _ _  _ _ _  _ _ _ _ _ _ _ _ _  
Smith-Lver Act, taxability of salaries paid from funds 

available under _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Social welfare organizations, exemption _ _ _ _ _ _  - - _ - _ _ - _ - - 
Special clasees of taxpayers _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Special dividend, defined- - - - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _  - _ _ _ _  - 
Specific exemption, cor rations- _ _ _  _ _ _ _ _  _ _ _ _  - _ _ _  - - - - - 

Insurance cornpang, life- - _ _  _ _ _ _ _ _ _ _ - _ _ _ _  ____-  - - 
Other than life or mutual _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

tamp taxes deduction- - - - - - - - - _ _  - - - - - - - - - _ _  - - - - _ _ _  
!tamps, trading, subtraction for redemption of _ _ _ _ _ _ _ _ _  
&ate contracts, rofit of independent contractor _ _ _ _ _ _ _ _  

Exemption of compensation.-- - - - - - - - - - _ _ _ - _ - - - - - 
States, inspection of returns by State officers _ _ _ _ _ _ _ _ _ - -  

Obli$atiOne, interest, exemptiou- _ _  - _ _  _ _  _ _  _ _  _ _ -  _--  
Pensions, exemption of.. - - - - - - - - _ _ _  - - - - - - - - _ _ -  -- - 
Incomeof _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Sale and repurchase of securities, losses _ _ _ _ _ _  _ _ _  _ _ _ _ _ _ _  

State officers an B employees, defined-- - - _ _ _  _ _  _ _ _  _ _ _  - - - 

States and siibdivislons, bridges to  be acquired. - - - - - - - - 
Statute of limitations. See Limitation period. 

- - - - -  - - - -  
171 

1042, 1102 
00 1 
06 

643 

1 
1163 
30 1 
976 
993 
162 
336 
66 
643 
643 
423 
84 
82 

a29 

119 
118 
113 _ _ _ _ _ _ _ _  _. 
23 

111, 112 

_ _ _ _ _ _ _ _ _ .  
- _ _  _ _  - - - - _ _ _ _ _ _ _ _ _  

103 

_ _ _ _ _ _ _ _ _  
70 1 

20 1 _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  _ _ _ _ _  _ _ _ _  _ - - - - - 
715 _ _  - - - - - - _ _ _ _ _ _ _ _ _  
70 1 _ _  _ _  - - - - - 

23, 203 

22, 110 
23 

212,231 _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ -  
_ _ _ _ _ _ _ _ _  

103 
4 

261 
20 
203 
204 _ _ _  - - - - - - 

_ _ _ _ _ _ _ -  - _ _ _ _ - - - -  - 
- - - - - - - - - _ _ _ _ _  - --- 

22 
22 

11a 
22,118 

- - _ _  - - - - - 

842 

Tangible property, depreciation allowance- - _ - - _ - - _ - - - - 
Taxable period, closing by Commissioner.. - - - - _ _ _ _  _ _  - - - 

Years with different tax laws _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Taxable year. See also Taxable period. 

Beneficiary, different from estate or trust--.. _ _ _ _ _ _ _  
Change in- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
Closing by Commissioner, additions to tax _ _ _ _ _ _ _ _ _  

Aliens- ._-_-__-------- - - - - - - - - - - - - - - - - - - - - -  
Citizcne of United Statas _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _  _ _  - 
Tax, assessment _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Defined -__-____-__-- - -~- - -_- - - . . . . - - - - - - - - -_- - - -  
Income and dedrictione not allowable in other years- 
Insurance companies, other than life or mutual _ _ _ _ _  

raxes, abatement. See Abatement of tar. 
Additions to. See Additions to  tnx. 
Aids to  collection of _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
AEEeEEmeilt. 
Automobile liccnke fees, deduction-- - - _ _ _  _ _ _ _ _ _ _ _ _  
Bankruptcy cmen, juriRdiction of coiirte- _ _  _ _ _ _ _ _ _ _  
Banks, paid on stock of shareholder _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Partners, different from partnership _ _ _ _ _ _  _ _ _ _ _ _  - - 

See &W!EsInent of tax;  Deficiency. 

- - _ - - - - - - . 
147 

14, 106 

104 
46,47 
147 
147 
147 
147 
48 _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _  
182 

64 

_ _ _ _ _ _ _  - - 
273 
23 

period. 
T I I  

80 1 
80 1 
801 
324 
n42 
991 

902,803 

411 

161 
1191,1192 

101 



418 

Taxes-Continued. 
Business, license and privilege, deduction..- _ _ _ _ _ _ _ _  
By whom deductible _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Capital gdns and IOEEeE- - _ _  _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Collection. See Collection of tax. 
Computation, years with different tax laws _ _ _ _ _ _ _ _  
Corporation, accumulation of surplus to evade 

surtax._____--------____________________----- 
Corporations- - - - - - - - - - - - - - - - - - - - - - - - - - - _ - - - - - - - 
Credits (see also Credits or refunds) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Credits againet. 
Deduction of, general _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Determination b Commissioner _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Determination oldeficiency-- - - - - - - - - - - - - - - - - - - - 
Discharge by bankruptcy or receivership proceed- 

D$~n,-&&m, import, and tariff, deduction..__ - - 
Estate, Federal, accrual- - - _ _ _ _ _ _ _  - _ _  _ _ _ _ _ _ _ _ _ _ _ _  
Estate and inheritance, 1920 Act and prior Act#---- 
Estates. See Estates. 
Evesion, determination of tax in cam of attempt-__ 
Excens proflts and war profits, deduction- - _ _ _  _ _ _ _  - 
Excise, deduction--- _ - -  _ _ _  __-_.___ - _ _  _ _ - _ _ _ _ _ _ _ _  
Federsl,deduction----_---._-__________________, 

Federal estate and State inheritance- _ _ _ _ _ _ _ _ _ _ _ _ _  
Forei n countries, credit for . . . . . . . . . . . . . . . . . . . . .  

Beduction of. _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
In lieu of taxea usder 1920 Act _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Income, deduction _ _ _ _ _  - - _ _  _ _  - _ _ _  - - - - _ _  _ _ _ _ _ _ _ _ _  
Inheritance, legacy or succession, accrual- - - - - - _ _  - - 
Ineurance companies. Sea Insurance oompanies. 
Legacy and succession _ _ _ _  - - _ _  - - _ _  _ _ _  - _ _  - _.______ 
Leasee, paid for lessor, treatment _ _ _ _  _ _ _ _ _ _ _ _ _ _ _ _ _  
Liability for, In case of traneferred w e t s  _ _ _ _ _ _ _ _ _ _  
Local benefits, deduction- _ _  - _ _  _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  . 

see Credits against tax. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

P r i o r i t y _ - _ _ _ _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ , _ ~ - ~ ~ _ _ ~ - - - - ~ -  

Drainage, irrigation, levee, street, sidewalk, 
e t c - . - _ - - - _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ _ , , _ _ _ _ - _  

Insurance companies, life-- - - _ _  _ _  - - 
Repairs and maintenance-- - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Nonresident aliens deduction- - - - _ - _ _ _  - _ - - _ - - _ _  - 
Normal, individuds _ _ _ _  - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

Nonresident aliens- - - - - - _ _ - - _ _  
Residents of United States _ _ _ _  __________ .  _ _ _ _  

Ovcrpaymenta, credit or refund of _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Payment. See Payment of taxea. 
Period leas than 12 months, rates and time for pay- 

Poeseasions of United States, deduction- - - - _ _  - _ _ _ _  
Recei ts for _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

'franslation when in forei n language _ _ _ _ _ _ _ _ _  
Real estate, insurance companfee, life, deduction- - - 
Refunds (see also Credits or refunds) _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Shareholder, paid by corporation- - - - _ _  - &  - - - - _ _ _  _ _  
Stamp, deduction _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
State deduction--------------------_--------__- 

Elurtax. see Surtax. 
Trusts. ScsTruata. 

_ _ _  _ _ _  
_ _  - - _ _  _ _  - 

m e n t _ - _ - - _ _ _ _ _ _ _ _ _ _ - - - - - - - ~ - - - - - - - - - - - - _ - - - - _ _ _ _ _ ~ - - - -  

Security for payment, taxpayer not in default------ 

$eoured debt laws, deduotion _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

INDEX 

_ _ _ _  - _ _ _ _ _  152 
161 _ _ _ - _ _ _ _ _ _  

101 601-603 

14, 106 _ _ _ _ _ _ _ _ _ _  
104 64 1 
13 31 

321,322 1251-1267 

23 { 101 
67 461 
272 1171 

1191 - _ _ _  - - _ _  - - 162 _ _ _ _ _ _ _ _ _ _  164 
703 - - _ - - - - - _ _ 

_ _ _ _ _ _ _ _ _ _  461 
23 151 _ _ _ _ _ _ _ _ _ _  162 
23 ( 15', 'fl4 

1191 
23 164 
131 691-098 
23 151 
03 - - - - - - - - 
23 161 
23 164 

23 

311 1231, 1241 
23 151,163 

163 
203 974 
23 163 _ _ _  - - - - - - - 1051 
11 11-13 
211 1021 _ _ _ _ _ _ _ _ _ _  12 

321,322 1251-1257 

371 
23 161 
60 434 _ _ _ _ _ _ _ _ _ _  693 
203 974,970 

321,322 1251-1267 
147 80 1 

23,203 101,974 _ _ _ _ _ _ _ _ _ _  162 
23 151, 164 _ _ _ _ _ _ _ _ _ _  161 

161-164, 

' % _ _ _ _ _ _ _ _ _ _  
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U 
Underwriting income, insurance companies, other than 
life or mutual-- 204 

Undue hardship, defined-- _ _  _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _  _ _ _  
United States, defined- _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ _  70 1 
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APPENDIX 

PARALLEL REFERENCE TABLES - 
Section. of Revenue Act of 1926 and corresponding eectiono of Revenue 

Act of 1928 

W l o n  of lold Act 
1 _ _ _ _ _ _ _ _ _ - _ - _  Enacting clause. 
2(a) (1)-(4)--..-- 701(8)(1)-(4) 
2(8)(6) _ _ _ _ _ _ _ _  701 (8) (9) 
2(a) (6) - _ _  _ _ _ _  - 701 (a) (10) 
2 h )  (7) - _ _ _  - _ _  - 701 (a) (1 1) 
2(a) (8) - - - - - - - - 701 (a) (12) 
2(a)(9)- _ _ _ - _  _ _  701(a)( 13) 
Z(a)(lO) _ _ _ _ _ _ _  70l(a)(14) 
2(b) _ _ _ _ _ _ _ _ _ _ _  701(b) 
zOO(a)--, _ _  _ _ _  - 48(a),(b) 
200(b) _ _ _ _ _ _ _ _ _  701 (8) (6) 
200(c) _ _ _ _ _ _ _ _ _  701(8)(6) 
200(d) _ _ _ _ _ _ _ _ _  43, 48(c) 
200(e)-- _ _  _ _ _  _ _  701 (a) (7) 

Bectlon of 1m Aat 

200(f) - -__ - -_ -_  701 (8) (8) 
201 (a)-(h) - - - - - 22(d), 116(a)-(h) 
202(a) _ _ _ _ _ _ _ _ _  22(e), l l l (a )  
202(b) (1) (2) _- - - 22(e), 11 1 (b) (l), (2) 
202(c)-(e) - - - - - 22(e), 11 1 (c)-(e) 
203(a) _ _ _ _ _ _ _ _ _  22(e), 112(a) 
203(b) ( 1) - - - - - - 22 (e) , 1 12( b) ( l), (2) 
203(b)(2)------ 22(e),112(b)(8) 
203(b)(3) _ _ _ _ _ _  22(e), 112(b)(4) 
203( b) (4) _ - _ - - - 22(e), 112( b) (6) 
203(b)(6) _ _ _ _ _ _  22(e), 112(f) 
203(c) _ _ _ _ _ _ _ - _  22(e), 112(g) 
203(d) _ _ _ _ _ _ _ _ _  22(e), 112(c) 
203(e) _ _ _ _ _ _ _ _ _  22(e), 112(d) 
203(f) _ _ _ _ _ _ _ _ _  22(e), 112(e) 
203(g) _ _ _ _ _ _ _ _ _  22(e), 112(h) 
203(h) _ _ _ _ _ _ _ _ _  22(e), 112(i) 
203(i) _ _ _ _ _ _ _ _ _  22(e) 112(j) 
204(a) (1)-(11)-- 22(e), 113(a)(l)-( 11) 
204(b) _ _ _ _ _ _ _ _ _  22(e), 113(b) 
204(c) _ _ _ _ _ _ _ _ _  23(m), 114 
206 - - - - - - _._ - - - 22(c) 
206(a) (l)-(S)--- 23(i), 117(8)(1)-(6) 
206(b)-(f)----- 23(i), 117(b)-(f) 

8ectlon of 1028 Act Beotlon of I= Aat 
206(g) _ _ _ _ _ _ _ _ _  169. 187, 206 
207(a) _ _ _ _ _ _ _ _  14, 106 
207(b) _ _ _ _ _ _ _ _ _  182(b) 

208(a) - -______-  101(c) 
208(b) _ _ _ _ _ _ _ _  101(a) 
208(c) _ _ _ _ _ _ _ _ _  101(b) 
208(d) _ _ _ _ _ _ _ _ _  101(d) 
208(e) _ _ _ _ _ _ _ _ _  168, 186 
209(a),(b) _ _ _ _ _  31(a),(b) 
209(c) _ _ _ _ _ _ _ _ _  186 
21O(a) _ _ _ _ _ _ _ _ _  11,63, 21l(a),(o) 
210(b) _ _ _ _ _ _ _ _ _  211(b),(c) 
21l(a) _ _ _ _ _ _ _ _ _  12(a), 83 
211(b) _ _ _ _ _ _ _ _ _  lO2(a) 
212(a)-, _ _ _ _ - - -  21 
212(b) _ _ _ _ _  ~ - - -  41 
212(c) _ _ _ _ _ _ _ _ _  48 
212(d) _ _ _ _ _ _ _ _ _  44(a),(b) 
218(a) _ _ _ _ _ _ _ _ _  22(a), 42 

213(b)(6) _ _ _ _ _ _  22(b)(9), 116(c) 
213(b) (8) - - -"_- - 22(b) (6) 
213(b) (7) _ _ _ _ _ _  22(b) (Q), 116(d) 
218(b)(8) _ _ _ _ _ _  212(b), 231(b) , 

213(b)(9)------ W b )  (6) 
213(b)(10) _ _ _ _ _  22(b) (7) 
213(b)(ll) _ _ _ _ _  22(b)(8) 
213(b)(12) _ _ _ _ _  22(b)(9), 118(g) 
213(b) (13) _ _ _ _ _  22(b)(9), 116(f) 
213(b)(14) _ _  _ _  - 22(b)(9), 116(a) 
213(c) _ _ _ _ _ _  _ _ _  212(a) 
214(a)(l) - _ _ _ _ _  23(a) 

23(b) 214(a) (2) - _ _ _ _ _  
214(8)(3) - _ _ _ _ _  23(c),(d) 
2 14(a) (4) - _ - - - - 23 (e) 
214(8)(6) _ _ _ _ _ _  23(e), 118, 213(b)(l) 
214(a) (6) - _ _ _ _ _  23(e),(g) ; 213(b)(2) 

2 0 7 ~  _ _ _ _ _ _ _ _ _  182 

213(b)(1)-(4) _ _  22(b)(l)-(4) 

422 
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Sections of Revenue Act of 1928 and corrcoponding .actions of Revenue 
Act of 1926 



426 APPENDIX PARALLEL REFERENCE TABLES 427 
SectIan of 1- Act 

112(f) _ _ _ _  _ _  _ _ _  203(b) (6) 
112(g) _ _ _ _ _ _ _ _  203(c) 
112(h) _ _ _ _ _ _ _ _  203(g) 
lla(i) _ _ _ _ _ _ _ _ _  203(11) 
112(1) _ _ _ _ _ _ _ _ _  203(i) 
113(a) (1)-(11)-- 204(a) (1)-(11) 
113(a)(l2)___-- 
113(b) _ _ _ _ _ _ _ _  204(b) 
114--------,-- 204(c) 
116(a)-(h)___-_ 201 (a)-(h) 
116(a) _ _ _ _ _ _ _ _  213(b)(14) 
116(b) _ _ _ _ _ _ _ _  
110(c) _ _ _ _ _ _ _ _ _  213(b)(6) 
110(d) - - - - _ - - - 213(b) (7) 
llS(e) _ _ _ _ _ _ _ _ _  
110(f) _ _ _ _ _ _ _ _ _  213(b)(13) 
110(g) - - - _ - - - - 213(b) (12) 

117(a)(6) - _ _  - - - 
1 18 - _ - - - - - - - - - 2 14(a) (6) ,234(a) (4) 
119(a) (1) (A),(B) 217(a) (1),233(b) 

Sectlon of lold Act 

117(~)(1)-(6)--- 200(a) (1)-(6) 

117(b)-(f)__--- 206(h)-(f) 

llQ(a)(l)(C)--- 
118(~)(2)-(6)--- 217(a) (2)-(6),233(b) 
119(b)-(f) - _ _ _ _  217(b)-(f),233(b) 
120 _ _ _ _ _ _ _ _ _ _ _  214(a)(10) 
131(8) _ _ _ _ _ - - -  222(a)(1)-(4),238(a) 
131 (b) 
131 (c) _ _ _ - - - - 222( h) ,238( b) 
131(d) _ _ _ _ _ _ _ _  222(c),238(c) 
131(e)-- - _ _ _ _  - - 222(d),238(d) 
131(f) _ _ _ _ _ _ _ _ _  238(c) 
131(g) _ _ _ _ _ _ _ _ _  238(f) 
132 _ _ _ _ _ _ - _ - _ -  207(c) 
141(a) _ _ _ _ _ _ _ _  240(a) 
141(b) _ _ _ _ _ _ _ _  
14l(c) _ _ _ _ _ _ _ _ _  240(b) 
141(d),(e) - - - - - 240(d) 
141Q _ _ _ _ _ - _ _ _  240(e) 
141(g) _ _ _ _ _ _ _ _  240(#\ 
141(h)-(j) _ -  _ _ _  
142(a),(b) _ _  _ _ _  240(a), (b) 
142(c) _ _ _ _ _ _ _ _ _  240(d) 
142(d) _ _ _ _ _ _ _ _ _  240(e) 
142(e) _ _ _ _ _ _ _ _ _  240(g) 
142(f),(g) _ _ _ _ _ _  
143(a) _ _ _ _ _ _ _ _ _  225(a) 
143(b),(c) _ _ _ _  - - 225W 
144(a)(1)-(3)--- 221(b) 
144(8) (4) - _ _ _ _  - 234(a) (3) 
144(b) _ _ _ _ _ _ _ _ _  221(s) 
144(c) _ _  - - 
144(d),(e) _ _ _ _ _ _  221(d),(e) 

_ - _ - - - 222 (a) (6) ,238(a) 

- - - 221 (c) ,270(e) 
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REGULATIONS 75 

CONSOLIDATED RETURNS O F  AFFILIATED CORPORATIONS 
PRESCRIBED UNDER SECTION 14l(b) OF THE REVENUE ACT OF 1928 

(Applicable to the taxable yeur 1029 i i n c l  su1)sequent tnxuble years) 

SECTION 1 4 1  OF THE REVENUE ACT OF 1928 

Section 141 of the Revenue Act of 1928 provides ns follows: 

SEC. 141. C O N S O L I D A T E D  R E T U R N S  OF CORPORATIONS-1929 
A N D  S U B S E Q U E N T  T A X A B L E  YEARS. 

(a) Privilege to Ale coniolidated returns.-An nlllliated group of 
corporations sbnll, hrlbject to the provisions of this Rection, have the 
privilege of mnking , n consolidated return for the tnxnblc ycnr 1929 
or nny subsequent taxable jenr, in lieu of sepnrate returns. The 
ninking of n consolitluted return shall be upon the condition that nll 
the corporations which have been members of the nflillnted group nt nny 
time during the taxablt. year for which tht' ivturn is mndt* conselit 
t o  all the regulntions under subsectlon (b )  prescribed prior to the  
muklng of sucli return; ant1 tlw making of a consnlidnted return 
shall be considered ns such consent. In  the ciise of a corporation 
which is a member of the iiffilintetl group for n froctional part of 
the year the consolidated return shall include the income of such 
corporation for such part of the year as It Is a member of the nffllintcd 
group. 

(b) Eegnlation6.-The Commissioner, with thc approval of the 
Secretary. slriill prescribe such rcgulrit ions us he mny deem necessary 
in order that the tax liability of U I I  cifRlintetl groiip of corPorntious 
nmkiiig 11 consolitli~tetl return nntl (if etlrh corWrutlon in the group. 
beth durlng and after the period of nffllintlun, may be determined, 
computed, assessed, collcctrtl. nut1 atljustcd In such n ~ n n n ( ~  HB clrarly 
to  reflect the income nntl to prcwmt uvoidnrice of t a r  liablllty. 

( 0 )  Computation and payment of tax.-In iiny cnse in which n CoUsoli- 
dated return is mnde the tux shull be detcirminc~d, computed, assessed, 
collected, and ntljiistetl In arcortliurc with the rc~gulatioils under sub- 
sectlon (b) prescribed prlor to the date on which such returu I s  made. 
Only one specific credit, computed as provided in section 26(b) ,  shall 
be allowed in computing the tax. 
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