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NOTE.-This print is a proposed tentative rearrangement and pro
posed new typographical setup of the income t·ax title of the Revenue 
Act of 1928. The basis for the rearrangement is the distribution of the 
provisions between two classifications: General Provisions and Supple
mental Provisions. There are also separated out a few Introductory 
.Provisions. 

The General Provisions are those which in general apply to the ordinary 
transactions of the ordinary classes of taxpayers. It is believed that 
approximately 80 per centum of the taxpayers who file returns will find 
in the General Provisions practically all the income tax statute law of 
interest to them. The General Provisions are divided into Parts and 
sections. 

The Supplemental Provisions comprise all provisions of the income 
tax title other than the General Provisions and the Introductory Pro
visions. In the main the Supplemental Provisions are those which 
apply only to extraordinary classes of taxpayers or which apply only to 
the extraordinary transactions of ordinary classes of taxpayers. The 
Supplemental Provisions are divided into Supplements and articles. 

The present draft is framed as the Revenue Act of 1928 would appear 
if-

(1) The Congress made no changes in policy; and 
(2) Transactions for prior taxable periods were left untouched a.nd 

would remain covered by the prior Acts. 
Mr. Middleton Beaman, House Legislative Counsel, Mr. Frederic P. 

Lee, Senate Legislative Counsel, and Mr. E. C. Alvord, Special Assistant 
to the Secretary of the Treasury, have contributed very largely both to 
the form and plan of this rearrangement. The present draft of the 
rearrangement has been prepared by Mr. Bettman. 

The Committee desires to express its appreciation of the hearty co
operation of the Public Printer, of Mr. E. S. Moorhead, Production 
Manager, and of Mr. E. A. Huse, Night Assistant Production Manager. 
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AN ACT 

To reduce and equalize taxation, provide revenue, and for other purposes. 

Be it enacted by the Senate and House oj Representatives oj the United 
States oj America in Oongress assembled, 
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Sec. 61. Laws made applicable. 
Sec. 62. Rules and regulations. 
Sec. 63. Definitions. 
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Sec. 67. Effective date of title. 
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Sec. 114. Basis for depreciation and depletion. 
Sec. 115. Distributions by corporations. 
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Sec. 117 . Net losses. 
Sec. 118. Loss on sale of stock or securities. 
Sec. 119. Income from sources within United States. 
Sec. 120. Unlimited deduction for charitable, etc., contributions. 
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Sec. 131. Taxes of foreign countries and possessions of United States. 
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Sec. 141. Consolidated returns of corporations. 
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SUPPLEMENT F-PARTNERSHIPS 
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Sec. 185. Earned income. 
Sec. 186. Capital net gains and losses. 
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Sec. 203. Net income of life insurance companies. 
Sec. 204. Insurance companies other than life or mutual. 
Sec. 205. Net losses. 
Sec. 206. Taxes of foreign countries and possessions of United States. 
Sec. 207. Mutual insurance companies other than life. 

SUPPLEMENT H--NONRESIDENT ALIEN INDIVIDUALS 

Sec. 211. Normal tax. 
Sec. 212. Gross income. 
Sec. 213. Deductions. 
Sec. 214. Credits against net income. 
·Sec. 215. Allowance of deductions and credits. 
Sec. 216. Credits against tax. 
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SUPPLEMENT I-FOREIGN CORPORATIONS 

Sec. 231. Gross income. 
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Sec. 233. Allowance of deductions and credits. 
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Sec. 236. Payment of tax. 
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Sec. 252. Citizens of possessions of United States. 

SUPPLEMENT K--CHINA TRADE ACT CORPORATIONS 

Sec. 261. Credit against net income. 
Sec. 262. Credits against the tax. 
Sec. 263. Consolidated returns. 
Sec. 264. Income of shareholders. 

SUPPLEMENT L--ASSESSMENT AND COLLECTION OF DEFICIENCI ES 
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S UPPLEMENT M-INTEREST AND ADDITIONS TO TAX 

Sec. 291. Fa ilure to file return. 
Sec. 292. Interest on deficiencies. 
Sec. 293. Additions to the tax in case of deficiency. 
Sec. 294. Additions to the tax in case of nonpayment. 
Sec. 295. Time extended for payment of tax shown on return. 
Sec. 296. Time extended for payment of deficiency 
Sec. 297. Interest in case of jeoparQY assessments. 
Sec. 298. Bankruptcy and receiverships. 
Sec. 299. Removal of property or departure from United States. 

SUPPLEMENT N-CLAIMS AGAINST TRANSFE REES AND FIDUCIARIES 

Sec. 311. Claims against transfer assets. 
Sec. 312. Notice of fiduciary relationship. 

SUPPLEMENT O-OVERPAYMENTS 

Sec. 321. Overpayment of installment. 
Sec. 322. Refunds and credits. 

SUBTITLE A-INTRODUCTORY PROVISIONS 

SEC. 1. CLASSIFICATION OF PROVISIONS. 
The provisions of this title are herein classified and designated 

BS-

Subtitle A-Introductory provisions, 
Subtitle B-General provisions, divided into Parts and sec

tions, 
Subtitle C-Supplemental provisions, divided into Supple

ments and sections. 

SEC. 2. SPECIAL CLASSES OF TAXPAYERS. 
The application of the General Provisions and of SuppleInents A 

to D, inclusive, to each of the following special classes of taxpayers, 
shall be subject to the exceptions and additional provisions found in 
the Supplement applicable to such cIa'ss, as follows : 

(a) Estates and trusts and the beneficiaries thereof,-Supple-
ment E. 

(b) 11embers of partnerships,-Supplement F. 
(c) Insurance companies,-Supplement G. 
Cd) Nonresident alien individuals,-Supplement H. 
(e) Foreign corporations,-Supplement 1. 
(f) Individual citizens of any possessjon of the United States who 

are not otherwise citizens of the United States and who are not 
residents of the United States,-Supplement J. 

(g) Individual citizens of the United St.ates or domestic corpora
tions, satisfying the conditions of Supplement J by reason of de
riving a large portion of their gross income from sources from wi thin 
a possession of the United States,-Supplement J . 

(h) China Trade Act corporations,-Supplement K. 
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SUBTITLE B-GENERAL PROVISIONS 

Part I-Rates of Tax 
SEC. 11. NORMAL TAX ON INDIVIDUALS. 

5 

There shall be levied, collected, and paid for each taxable year 
upon the net income of every individual a normal tax equal to the 
sum of the following: 

(a) 1 Y2 per centum of t.he first $4,000 of the amount of the 
net income in excess of the credits against net income provided 
in section 25; 

(b) 3 per centum of the next $4,000 of such excess amount; 
and 

(c) 5 per centum of the remainder of such excess amount. 

SEC. 12. SURTAX ON INDIVIDUALS. 

(a) Rates of surtax.-There shall be levied, collected, and paid 
for each taxable year upon the net income of every individual 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 incomes in 
excess of $14,000 and ~ot in excess of $16,000, 2 per centum in 
addi tion of such excess. 

$80 upon net incomes of $16,000; and upon net incomes in 
excess of $16,000 and not in excess of $18,000, 3 per centum in 
addition of such excess. 

$140 upon net incomes of $18,000; and upon net incomes in 
excess of $18,000 and not in excess of $20,000, 4 per centuln in 
addi tion of such excess. 

$220 upon net incomes of $20,000; and upon net incolnes in 
excess of $20,000 and not in excess of $22,000, 5 per centum in 
addi tion of such e:x(cess. 

$320 upon net incomes of $22,000; and upon net incomes in 
excess of $22,000 and not in excess of $24,000, 6 per centum in 
addition of such excess. 

$440 upon net incomes of $24,000; and upon net incomes in 
excess of $24,000 and not in excess of $28,000, 7 per centum in 
addition of such excess. 

$720 upon net incomes of $28,000; and upon net incOlnes in 
excess of $28,000 and not in excess of $32,000, 8 per centum in 
addition of such excess. 

$1,040 upon net incomes of $32,000; and upon net incomes in 
excess of $32,000 and not in excess of $36,000, 9 per centum in 
addition of such excess. 

$1,400 upon net incomes of $36,000; and upon net incomes in 
excess of $36,000 and not in excess of $40,000, 10 per centum 
in addition of such excess. 

$1,800 upon net incomes of $40,000; and upon net incomes in 
excess of $40,000 and not in excess of $44,000, 11 per centum 
in addition of such excess. 

$2,240 upon net incomes of $44,000; and upon net incomes in 
excess of $44,000 and not in excess of $48,000, 12 per cp.utum in 
addition of such excess. 
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$2,720 upon net incomes of $48,000; and upon net incomes in 
excess of $48,000 and not in excess of $52,000, 13 per centum in 
addition of such excess. 

$3,240 upon net incomes of $52,000; and upon net incomes in 
excess of $52,000 and not in excess of $56,000, 14 per centum in 
addition of such excess. 

$3,800 upon net incomes of $56,000; and upon net incomes in 
excess of $56,000 and not in excess of $60,000, 15 per centum in 
addition of such excess. 

$4,400 upon net incomes of $60,000; and upon net incomes in 
excess of $60,000 and not in excess of $64,000, 16 per centum in 
addition of such excess. 

$5,040 upon net inconles of $64,000; and upon net incomes in 
excess of $64,000 and not in excess of $70,000, 17 per centunl in 
addition of such excess. 

$6,060 upon net incomes of $70,000; and upon net i,nconles in 
excess of $70,000 and not in excess of $80,000, 18 per centum in 
addition of such excess. 

$7,860 upon net incomes of $80,000; and upon net incomes in 
excess of $80,000 and· not in excess of $100,000, 19 per centum 
in addition of such excess. 

$11,660 upon net incomes of $100,000; and upon net incomes 
in excess of $100,000, in addition 20 per centUlll of such excess. 

(b) Sale of mines and oil or gas wells.-:-For limitation of surtax, see 
section 102. 

(c) Capital net gains and losses.-For rate and computation of 
tax in lien of normal and surtax in case of net incomes of approxi
mately $30,000, see section 101. 

(d) Evasion of surtaxes by incorporation.-See section 104. 

SEC. 13. TAX ON CORPORATIONS. 

(a) Rate of tax.-There shall be levied, collected, and paid for 
each taxable year upon the net income of every corporation, a tax of 
13Y2 per centum of the amount of the net income in excess of the 
credits against net income provided in section 26. 

(b) Exempt corporations.-See section 103. 
(c) Improper accumulation of surplus.-For tax on corporations 

which accumulate surplus to evade surtax on stockholders, see sec
tion 104. 

SEC. 14. RETURNS EMBRACING YEARS WITH DIFFERENT LAWS. 

If a return embraces portions of two calendar years for which 
the laws are different, the tax shall be computed as provided in 
section 105. 

Part II-Computation of Net Income 

SEC. 21. NET INCOME. 

(a) General rule.-" Net income" means the gross income com
puted under section 22, less the deductions allowed by section 23. 

(b) Methods of accounting and accounting periods.-The account
ing periods and method of accounting on the basis of which the net 
income shall be computed shall be as provided in Part IV of this title. 
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(c) Installment sales.- For mothod of computing ILncl rotnrnillg 
incomc in the case of installmont sales, see section 44. 

SEC. 22. GROSS INCOME. 

(a) General definition.- " Gross incomo" inc] IIdcs gnills, profits, 
and income derivod from sfl1nrios, wflges, or eompollsaLioll for personal 
service (including in the case or the Prosident of ('11 0 Ullited Statos, 
the judges of the Supromo nnd inferior cOllrts of tho U llited States, 
and all other officers Etnel employeos, whothor oleci,ed or appo.inted, 
of tho United States, Alaskll" Hawaii, or any political s llhdivision 
thoreof, or the District of Oolumbia, tho componsation roeoivod fiS 

snch), of whatev~r kiwI and in whatev~r form paid, 01' from profos
sions, vocations, trades, bllsinesses, commerce, or sales, 01' doalings in 
property, whether real or pOl'sonnl, growing Ollt of the c)\vnership or 
use of or interest in slleh property; also from intorost, ron t, divi
donds, seeuritios, or tho trnnsnetion of any businoss clLJ'l'jc(l on for 

'gain or profit, or gnins or profits find incomo derivod from any 
source what~v~r. 

(b) Exclusions from gross income.- Tho following itcrns shall not 
be inchldecl ill gross income llnd slmll be oxompt from tn,Xn.tioll under 
this titlo: 

(1) LIFE INSUHANCE.- Amoullts roeeived ItIldel' 11lifeinslll'lUice 
contract paid by renson of tho doath of tIte insul'ed, whother ill a 
single SUIn or in installmonts (but if such amoullts nro held by 
tho insnrer ullcler an l1;g l'Ooment to pay int~rest theroon, the 
int~rest paymonts shall ho illcllldod in gross incomo); 

(2) ANNUI'l'IES, E'l'c.- AlllOllllts received (othcl' thllil funounts 
paid by roason of tho donUl of tllC insured lUld ill tel'ost plLytnell ts 
on such amollnts) Ilnder :t lifeillslIl'l1llce, elldowmont, 01' 1LIlnuity 
contract, but if sllch alllollllts (when ncllled to amounts receivod 
before the tn,xl1.ble yoar ulldor sll eh co ntract) exeeed the aggregato 
promiums or consiclol'ntion paid (whether or Hot paid dllring tho 
taxable year) then the oxeess shan be includod jn gross ill eoille. 
In the case of a transfer fo)' It valuablo consiclol'lLtion, by assign
ment or otherwise, of It lifo insl1l'nnce, ondowmoll t, or alllluity 
contract, or any interest thereill, only the actnal value of s lIeh 
consideration and the lLlllOUllt of the premiums alld othel' sums 
subsequently paid hy tho tJ'f1llsferee shall ho exempt from 
tn,xn,tion under parngrn,ph (1) or th is pl1.rflgrnph; 

(3) GIFTS, BEQUESTS, AND DEVISEs.- The val:te of property 
acquired hy gift, heclllOs t, deviso, oj' illllCl'itnllco (but t]IO income 
from sllch property shall be included in gross income); 

(4) TAX-FREE INTEIu~srl'.-llltorost upon (A) tho oblign,tiolls 
of a State, Territory, or any political subdivision t]lereof, or the 
District of Oolumbia; OL' (B) seeuritios issued under the pro
visions of the Fedol'lLl Farm Loan Act, ol'undol' tho provisions of 
such Act as amended; 01' (0) the oblign,tiolls of tho Unitod 
States or its possessions. IDvery person own'ing any or the 
obligations or soeurities onumern,ted in clause (A), (ll), 01' (0) 
shn,ll, in the roturn roquired by this title, SllLIllit n sta.tement 
showing the numb~r and amount of such obligations /Lna socuri
ties owned by him and the ineomo roceived therefmm, in such 
fonn and with such information as the OOlllmissioJlol' may 
require. In the case of obligations of the Ullited Stutes issued 
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after September 1, 1917 (other than postal savings certificates 
of deposit), the interest shall be exempt only if and to the 
extent provided in the respective Acts authorizing the issue 
thereof as amended and supplmnented, and shall be excluded 
from gross income only if and to the extent it is wholly exempt 
to the taxpayer from income taxes; 

(5) COMPENSATION FOR INJURIES OR SICKNEss.-Amounts 
received, through accident or health insurance or under work
men's compensation acts, as compensation for personal injuries 
or sickness, plus the anlount of any damages received whether 
by suit or agreement on account of such injuries or sickness; 

(6) PENSIONS AND WORLD WAR COMPENSATIoN PAYMENTS.
Amounts received as compensation, family allotments and 
allowances under tl;le provisions of the War Risk Insurance and 
the Vocational Rehabilitation Acts or the World vVar 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 beneficiary or another for which the State is 
paying a pension; 

(7) BUILDING AND LOAN ASSOCIATIONs.-The amount received 
by an individual as dividends or interest from domestic building 
and loan associations, substantially all the business of which is 
confined to making loans to members, but the amount excluded 
from gross income under this par.agraph in any taxable year 
shall not exceed $300; 

(8) MINISTERs.-The rental value of a dwelling house and 
appurtenances thereof furnished to a minister of the gospel as 
part of his compensation; 

(9) MISCELLANEOUS ITEMs.-The following items, to the 
extent provided in section 116: 

"Earned income" from sources without the United 
States; 

The income of foreign governments; 
Income of States, municipalities and other political 

su bdi visions; 
Receipts of ship owners mutual protection and indem

nity associations; 
Dividends from China Trade Act corporations. 

(c) Inventories.-Whenever in the opinion of the CommIssioner 
the use of inventories is necessary in order clearly to determine the 
income of any taxpayer, inventories shall be taken by such taxpayer 
upon such basis as the Commissioner, with the approval of the 
Secretary, may prescribe as conforming as nearly as may be to the 
best accounting practice in the trade or business and as most clearly 
reflecting the income. 

(d) Distributions by corporations.-Distributions by corporations 
shall be taxable to the shareholders as provided in section 115. 

(e) Determination of gain or 10ss.-In the case of a sale or other 
disposition of property, the gain or loss shall be computed as pro
vided in sections 111, 112, and 113. 

(f) Gross income from sources within and without United States.
For computation of gross income from sources within and without 
the United States, see section 119. 
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SEC. 23. DEDUCTIONS FROM GROSS INCOME. 

In computing net income there shall be allowed as deductions: 
(a) Expenses.-All the ordinary and necessary expenses paid or 

incurred during the taxable year in carrying on any trade or business, 
including a reasonable allowance for salaries or other compensation 
for personal services actually rendered; traveling expenses (including 
the entire amount expended for meals and lodging) while away from 
home in the pursuit of a trade or business; and rentals or other pay
ments required to be made as a condition to the continued use or 
possession, for purposes of the trade or business, of property to which 
the taxpayer has not taken or is not taking title or in which he has 
no equity. 

(b) Interest.-All interest paid or accrued within the taxable 
year on indebtedness, except on indebtedness incurred or continued 
to purchase or carry obligations or securities (other than obligations 
of the United States issued after September 24, 1917, and originally 
subscribed for by the taxpayer) the interest upon which is wholly 
exempt from taxation under this title. 

(c) Taxes generally.-Taxes paid or accrued within the taxable 
year, except-

(1) income, war-profits, and excess-profits taxes inlposed by 
the authority of the United States; 

(2) so much of the income, war-profits, and excess-profits 
taxes imposed by the authority of any foreign country or pos
session of the United States as is a1lowed as a credit against the 
tax under section 131; and 

(3) taxes assessed against local benefits of a kind tending to 
increase the value of the property assessed. 

For the purpose of this subsection, estate, inheritance, legacy, and 
succession taxes accrue on the due date thereof, except as otherwise 
provided by law of the jurisdiction imposing sueh taxes. 

(d) Taxes of shareholder paid by corporation.-The deduction 
for taxes allowed by subsection (c) shall be allowed to a corporation 
in the case of taxes imposed upon a shareholder of the corporation 
upon his interest as shareholder which are paid by the corporation 
without reimbursement fronl the shareholder, but in such cases no 
deduction shall be allowed the shareholder for the amount of sueh 
taxes. 

(e) Losses by individuals.-In the case of an individual, losses sus
tained during the taxable year and not compensated for by insurance 
or otherwise-

(1) if incurred in trade or business; or 
(2) if incurred in any transaction entered into for profit, 

though not connected with the trade or business; or 
(3) of property not connected with the trade or business, 

if the loss arises frOlll fires, storms, shipwreck, or other casualty, 
or from theft. 

(f) Losses by corporations.-In the case of a corporation, losses 
sustained during the taxable year and not compensated for by 
insurance or otherwise. 

(g) Basis for determining loss.-The basis for determining the 
amount of deduction for losses sustained, to be allowed under sub-- ~-
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section (e) or (0 shall be the same as is provided in section 113, 
for determining the gain or loss from the sale or other disposition 
of property. 

(h) Loss on sale of stock or securities.-For disallowance of loss 
deduction in the case of sales of stock or securities where within 
thirty days before or after the date of the sale the taxpayer has 
acquired substantially identical property, see section 118. 

(i) Net 10sses.-The special deduction for net losses of prior 
years, to the extent provided in section 117. 

(j) Bad debts.-Debts ascertained to be worthless and charged 
off within the taxable year (or, in the discretion of the Commissioner, 
a reasonable addition to a reserve for bad debts); and when satisfied 
that a debt is recoverable only in part, the Commissioner may allow 
such debt to be charged off in part. 

(k) Depreciation.-A reasonable allowance for the exhaustion, 
wear and tear of property used in the trade or business, including 
a reasonable allowance for obsolescence. In the case of improved 
real estate held by one person for life with remainder to another 
person, the deduction provided for in this subsection shall be equi
tably apportioned between the life tenant and the remainderman 
under rules and regulations prescribed by the Commissioner with 
the approval of the Secretary. 

(1) Depletion.-In the case of mines, oil and gas wells, other 
natural deposits, and timber, a reasonable allowance for depletion 
and for depreciation of improvements, according to the peculiar 
conditions in each case; such reasonable allowance in all cases to 
be made under rules and regulations to be prescribed by the Com
missioner, with the approval of the Secretary. In the case of leases 
the deduction allowed by this subsection shall be equitably appor
tioned between the lessor and lessee. For percentage depletion in 
case of oil and gas wells, see section 114(b)(3). 

(m) Basis for depreciation and depletion.-The basis upon which 
depletion, exhaustion, wear and tear, and obsolescence are to be 
allowed in respect of any property shall be as provided in section 114. 

(n) Charitable, etc., contributions.-In the case of un individual, 
contributions or gifts made within the taxable year to or for the 
use of: 

(1) the United States, any State, Territory, or any politicfll 
subdivision thereof, or the District of Columbia, for exclusi,\Tely 
public purposes; 

(2) any corporation, or trust, or ~ommunity chest, fund, or 
foundation, organized and opera ted exclusively for religious, 
charitable, scientific, literary, or educational purposes, or for the 
prevention of cruelty to children or animals, no part of the net 
earnings of which inures to the benefit of any private shareholder 
or individual; . 

(3) the special fund for vocational rehabilitation author
ized by section 7 of the Vocational Rehabilitation Act; 

(4) posts or organizations of war veterans, or auxiliary 
units or societies of any such posts or organizations, if such 
posts, organizations, units, or societies are organized in the 
United States or any of its possessions, and if no pa.rt of their 
net earnings inures to the benefit of any private shareholder 
or individual; or 
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(5) 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, charit.able, scientific, 
literary, or educational purposes, or for the prevention of 
cruel ty to children or animals; 

to an amount which in all the above cases cOlnbined does not exceed 
15 per centum of the taxpayer's net income as computed without 
the benefit of this subsection. Such contributions or gifts shall be 
allowable as deductions only if verified under rules and regulations 
prescribed by the Commissioner, with the approval of the Secretary. 
For unlimited deduction if contributions and gifts exceed 90 per 
centum of the net income, see section 120. 

(0) Reserves in case of casual sales of real property.-In the ease 
of a casual sale or other casual disposition of real property by an 
individual, a reasonable allowance for future expense liabilities, 
incurred under the provisions of the contract under which such sale 
or other disposition was made, under such regulations as the Com
missioner, with the approval of the Secretary, may prescribe, includ
ing the giving of a bond, with such sureties and in such sum (not less 
than the estimated tax liability computed without the benefit of this 
subsection) as the Commissioner may require, conditioned upon the 
payment (notwithstanding any statute of limitations) of the tax, 

. computed without the benefit of this subsection, in respect of any 
amounts allowed as a deduction under this subsection and not 
actually expended in carrying out the provisions of such contract. 

(p) Dividends received by corporations.-In the case of a corpora
tion, the amount received as dividends-

(1) from a domestic corporation, or 
(2) from nny foreign corporation when it is shown to the 

satisfaction of the Commissioner that more than 50 per centUln 
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 foreign corporation has been in existence) was derived 
from sources within the United States as determined under 
section 119. 

The deduction allowed by this subsection shall not be allowed in 
respect of dividends received from a corporation organized under the 
China Trade Act, 1922, or from a corporation which under section 
251 is taxable only on its gross income from sources within the United 
States by reason of its receiving a large percentage of its gross 
income from sources within a possession of the United States. 

SEC. 24. ITEMS NOT DEDUCTIBLE. 

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

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

improvements or betterments made to increase the value of 
any property or estate; 

(3) Any amount expended in restoring property or in making 
good the exhaustion thereof for which an allowance is or has been 
made; or 
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(4) Premiums paid on any life insurance policy covering the 
life of any officer or employee, or of any person financially inter
ested in any trade or business carried on by the taxpayer, when 
the taxpayer is directly or indirectly a beneficiary under such 
policy. 

(b) Holders of life or terminable interest.-Amounts paid under 
the laws of any State, Territory, District of Columbia, possession of 
the United States, or foreign country as income to the holder of a 
life or terminable interest acquired by gift, bequest, or inheritance 
shall not be reduced or diminished by any deduction for shrinkage 
(by whatever name called) in the value of such interest due to the 
lapse of time, nor by any deduction allowed by this Act for the 
purpose of computing the net income of an estate or trust but not 
allowed under the laws of such State, Territory, District of 
Columbia, possession of the United States, or foreign country for 
the purpose of computing the income to which such holder is entitled. 

(c) Tax withheld on tax-free covenant bonds.-See section 
143 (a) (4). 

SEC. 25. CREDITS OF INDIVIDUAL AGAINST NET INCOME. 

There shall be allowed for the purpose of the normal tax, but not 
for the surtax, the following credits against the net income: 

(a) Dividends.-The amount received as dividends-
(1) from a domestic corporation, or 
(2) from a foreign corporation when it is shown to the satis

faction of the Commissioner that more than 50 per centum 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 
sources within the United States as deternlined under the pro
visions of section 119. 

The crcdit allowed by this subsection shall not be allowed in respect 
of dividends received from a corporation organized under the China 
Trade Act, 1922, or from a corporation which under section 251 
is taxable only on its gross income from sources within the United 
States by reason of its receiving a large percentage of its gross 
income from sources within a possession of the United States. 

(b) Interest on United States obligations.-The amount received 
as interest upon obligations of the United States which is included in 
gross income under section 22. 

(c) Personal exemption.-In the case of a single person, a personal 
exemption of $1,500; or in the case of the head of a family or a mar
ried person living with husband or wife, a personal exemption of 
$3,500. A husband and wife living together shall receive but one 
pcrsonal exemption. The amount of such personal exemption shall 
be $3,500. If such husband and wife make separate returns, the 
personal exemption may be takcn by either or divided between them. 

(d) Credit for dependents.-$400 for each person (other than hus
band or wifc) dependent upon and receiving his chief support from 
the taxpayer if such dependcnt person is under eighteen years of age 
or is incapable of self-support because mentally or physically defective. 



REPORT ON INTERNAL REVENUE TAXATION 13 

(e) Change of status.-
(1) The credit for dependents shall be determined by the 

status of the taxpayer on the last day of his taxable year. 
(2) The personal exemption allowed by subsection (c) of this 

section shall, in case the status of the taxpayer changes dur
ing his taxable year, be the sum of (A) an amount which bears 
the same ratio to $1,500 as the number of months during which 
the taxpayer was single bears to twelve Inonths, plus -(B) an 
alnount which bears the same ratio to $3,500 as the number of 
months during which the taxpayer was a married person living 
with husband or wife or was the head of a family bears to twelve 
months. For the purposes of this paragraph a fractional part 
of a month shall be disregarded unless it amounts to more than 
half a month, in which case it shall be considered as a month. 

(3) In the case of an individual who dies during the taxable 
year, the personal exemption and the credit for dependents shall 
be determined by his stat.us at the time of his death, and in such 
case full credits shall be allowed to the surviving spouse, if any, 
according to his or her status at the close of the taxable year. 

SEC. 26. CREDITS OF CORPORATION AGAINST NET INCOME. 

For the purpose only of the tax imposed by section 13 there shall 
be allowed the following credits: 

(a) The amount received as interest upon obligations of the 
United States which is included in gross income under section 22; 
and 

(b) In the case of a domestic corporation the net income of which 
is $25,000 or less, a specific credit of $2,000; but if the net income is 
more than $25,000 the tax imposed by section 13 shall not exceed the 
tax which would be payable if the $2,000 credit were allowed, plus 
the amount of the net income in excess of $25,000. 

Part III-Credits Against Tax 

SEC. 31. EARNED INCOME CREDIT. 

(a) Definitions.-For the purposes of this section-
(1) "Earned income" nleans wages, salaries, professional fees, 

and other amounts received as compensation for personal 
services actually rendered, but does not include that part of the 
compensation derived by the taxpayer for personal services 
rendered by him to a corporation which represents a dist.ribution 
of earnings or profits rather than a reasonable allowance as 
compensation for the personal services aetually rendered. In 
the case of a taxpayer engaged in a trade or business in which 
both personal services and capito'! are material income producing 
factors, a reasonable allowance as compensation for the personal 
services actually rendered by the taxpayer, not in excess of 20 
per centum of his share of the net profits of such trade or business, 
shall be considered as earned income. 

(2) "Earned income deductions" means snch deductions as 
are allowed by section 23 for the purpose of computing net 
income, and are properly allocable to or chargeable against 
earned income. 
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(a) "Enrned net incolllo" meaus tho oxcess of the n,mollnt 
of tho eurBed illeomo OVOl' the SUl11 of the earned ineomo deduc
tions. If tho {,n,xpn,yer's net income is not more thnn $5,000, his 
ont iro not illcome shnll bo considered t.o be enrned net income, 
lUlll if his noL income is moro thnn $5,000, his earlled net incoJl},e 
shnll not bo eonsidered to be less than $5,000. In no case shnll 
tho enrned net income be eOllsidered t.o bo lllore thft.ll $20,000. 

(b) Allowance of credit.- In t.he cnso of nn individnnl the tax shall 
bo credi ted with 25 pCI' centuIll of the n,mollnt of tnx which would be 
pllyublo if his elu'noll net incomo consti tuted his entire net income; 
but ill no case shall the credit nIl owed under this subsection exceed 
25 pel' COil tu In of his llol'mnl tn,x plus 25 pel' centum of the sllrtnx 
which would be pn,yn.blo if his enrned net illconlC constituted his 
ent.ire net illcome. This eredit shu]l be in nddition to nIl othe}' 
credi ts ngn.illst Lhe t.ns. 

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

The amollut of income, wnr-profLt.s, nnd excess-profits taxes im
posed by fon~igll cOllnt.ries or possessions of the Dni ted States shnll 
ho n.llowed as n. credit n.gninst. the tnx, to the extent provided in 
scct.ioll 131. 

SEC. 33. TAXES WITHHELD AT SOURCE. 

Tho llIlloun t of tns wi t.hhcld at tho sourco under section 143 
shall bc nllowed n,s it eredit n.gninst t.he tn.x. 

SEC. 34. ERRONEOUS PAYMENTS. 

(a) Credit for overpayments.-Fo!' credit ngainst the t.nx of over
pt'lyments of t.nxes imposed by this t.itle for othor tnxitble years, see 
section 322. . 

(b) Fiscal year ending in 1927.- For credit ngninst the t.nx of 
HlllOlmt.s of tnx pnid for it fisenl yenr beginning in 192G nnd ending in 
1927, seo St~ctiOll 132. 

Part IV-Accounting' Periods and Methods of 
Accounting' 

SEC. 41. GENERAL RULE. 

The net income shnll be computed upon tho bl1sis of the tnxpn.yer's 
nllllllni neeounting period (fLseal yenl' or cnlendnl' yenr, ns the cnse 
m.ny bo) in nceordnllce with tho method of nceounting regulnrly 
emplo)Ted in kccping the books of such tn.xpnyel'; but if no snch 
method of account.ing has bt'cn so employed, 01' if the l~lethod em
ployed does not c1cnrly rcl1ect the incomo, t.he computn.tlOll shnll be 
mudo in necordnl\ce with such lllothod ns in the opinion of the Com
missionel' docg clt'n rIy reHect the income. If the tllxpnyer's nllllunl 
nCc.ollllt.illg period is ot.hor thnn n fiscul yenI' l\S ~lefillcd in soction 48 
or if the tl\xpn~'or hns no l\nllllni n.ecoun t.illg perIod or docs not keep 
books, t.ho ne t income shull be cOlllput,cd on the bnsis of tho cnlcndnl' 
ycnr. For uso of innmtorit"s, Sl'e sect.io n 22(c). 
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SEC. 42. PERIOD IN WHICH ITEMS OF GROSS INCOME INCLUDED, 

Tho fllllOllllt. of !lit itolll s of ~J'()SR incoillo shllll bo illdlldod ill tho 
gross ilWOlllO 1'01' tho tnxnhlo yen,I' ill whieh ro<~oiv(~(l hy Lhe (,axpayor, 
unless, 1Indor mof.]wds of nceollnLillg pel'lniLl,ed ulldor soet.ioll 41, 
nny snch 1I.1ll011nt.s 11.1'0 to bo proporly nccoUIl Lod for as of l\. difl'ol'oll t 
perio(l, 

SEC. 43. PERIOD FOR WHICH DEDUCTIONS AND CREDITS TAKEN. 

The dodlleLiolls alld ('.l'o<iiLH pl'ovidod 1'01' jll LhiH l.iLlo shllil ho Lnkon 
for t,ho Laxnul(\ ynnl' ill which " plI.i(l 01' 11('(\1'110<1" 01' "pnid 01' illc,IIl'l'od " , 
dependellt UpOIl tho 11101.110<1 of 1t('('OllllLillg' IIpOIl tho bnRis or whi e, 1t 
tho 110li ineolllo is (',OlllpIIl.nd, 1I111nRR ill ol'd(\r (,0 ('lolI.l'ly l'ollc('t Lito 
incomo Lhe dodueLioll s OL' ('l'odiLg should bo t,nkOll as of I\. dill'ol'(,lIt 
period. 

SEC. 44. INSTALLMENT SALES. 

Under regllln.Liolls prescribed by Lho COlllmissiollOI' wit.h Lhe 
approval of Lite Socro(.nl',Y, a POI'HOII who roglliarly solis or oLhol'wiso 
disposos or personal propol'Ly Oil Lho illstlllhllollL plnll Illay roLnl'1l 
as incomo Ihorcl'roll1 ill allY I.axnhlo yenl' tllll.li pl'opol'Lioll or the 
iustl1l1111ont paymon(.s nC(,lInlly ro('oivod ill Lh:t,!-, yonI' whieh tho 
totn.l profit reali/jod 01' Lo bo rO Il.li/jod whon the p".ynIOIIL is cOll1pleted, 
'bem's t.o Lhe tol.al cOllt"'lleL pricc, ht the (:aso (I) or !I. (',ILS I 1111 Hnle or 
othol' clu31ml di sposiLioll or IWl'sollnl pl'opert,,Y for :t prieo ox('eodillg 
$1,000, (II' (2) or n. slIlo or otlwl' di spositioll of ronl pl'Opel'ty, if ill 
eit.hOl' cnso Lhe initinl pnYIII(\ll/.S do not ('~eeod oll o- rolll'LIt of Lho 
pnrehnso pl'ie,o , t.110 ilWOIlIO I lillY, 1111<\01' 1'og lllll.LioIlS pl'osel'ilwd by 
tho Commission~r wi Lit Lho II pprovlll of IJIlC S(W,l'Otlll'Y, ho rotllrllcd 
on the bnsis nnd in tho IlllllIll Ol' f1hovc proserihe(l in Lhis soetjoll , 
As ll scd .in Lhis so('.LioH Lb e LOI'JI\ "illitiil,l PIlYIlIOJltS" Ill elUl S tho 
pnyrnollLs roceived ill ensh Ol' property oLllor than evidcllces of 
indehtedness of the plll'(\llII RO r dllril1g the taxahle porio(l ill wbich 
the slLle 01' oth~r disposiLioll is mllde. 

SEC. 45. CONSOLIDATION OF ACCOUNTS. 

Til nny easo of two 01' 11101'0 l'oln.Lod Ll'lI.des 01' hm;; illesses (whethor 
UllillCOl'pOl'ntod or illoorpol'ntod nlld whether organi/jed, ill the UlliLod 
SLntes or lIot) oWlIod or conLl'ollod. dil'eetly 01' indil'ocLl.y by tllC SHIUO 
intorosts, the COlnlllissioll er way nlld at the ]'cqll(ls t or UlC LnxpllY0l' 
slml1, if necessary ill ord er 1,0 1l1nke all aCClII'ILLe di s Ll'ihutiOlI or 
npportionl1lcllt of gaills, profiLs,illoollle, dodu ctions, OJ' cllpitnJ 
bctweon or amollg such rolaLed, LJ'Hd.os or bllsinossos, consolidate Lhe 
accounts of Stich relaLe<l trades 01' bll sinesses. 

SEC. 46. CHANGE OF ACCOUNTING PERIOD. 
If n tn.xpnyol' challges h.is nceolllltillg period from riscnl yon.r to 

clllolld 1),1' ,YonI', I'roll!. calend ~l , r yeltl' to fi scnl. yeltl', 01' from one riscnl 
yeH\, to lI.11otho1', tlto Ilot JlWO.lll.e RIw.lI, .wltl,l tho n.pprovflJ o[ ~he 
COlllmissionor, be compute(l 011 tllC haSIs 01 Stich flOW I1CCOlllltlllg 
p~riod, subjoct to tho provi sioll s of scctioll 4-7. 

!H!JOO-2~-vo 1,11--2 



16 REPORT ON INTERNAL REVENUE TAXATION 

SEC. 47. RETURNS FOR A PERIOD OF LESS THAN TWELVE 
MONTHS. 
(a) Returns for short period resulting from change of account

ing period.-If a taxpayer, with the approval of the Commissioner, 
changes the basis of computing net income from fiscal year to calen
dar year a separate return shall be made for the period between the 
close of the last fiscal year for which return was made and the follow
ing December 31. If the change is from calendar year to fiscal 
year, a separate return shall be made for the period between the 
close of the last calendar year for which return was made and the 
date designated as the close of the fiscal year. If the change iR 
from one fiscal year to another fiscal year a separate return shall he 
made for the period between the close of the former fiscal year and 
the date designated as the close of the new fiscal year. 

(b) Income computed on basis of short period.-Where a separatp 
return is made under subsection (a) on account of a change in the 
accounting period, and in all other cases where a separate return is 
required or permitted, b y regulations prescribed by the Commis 
sioner with the approval of the Secretary, to be nlade for a fractional 
part of a year, then the income shall be computed on the basis of 
the period for which separate return is made. 

(c) Income placed on annual basis.-If a separate return is made 
under subsection (a) on account of a change in the accounting 
period, the net income, computed on the basis of the period for 
which separate return is made, shall be placed on an annual basis 
by multiplying the amount thereof by twelve and dividing by the 
number of months included in the period for which the separate 
return is made. The tax shall be such part of the tax computed on 
such annual basis as the number of months in such period is of 
twelve months. . 

(d) Capital net gains and losses-Earned income.-The Com
missioner with the approval of the Secretary shall by regulations 
prescribe the method of applying the provisions of subsections (b) 
and (c) (relating to computing income on the basis of a short period, 
and placing such income on an annual basis) to cases where the 
taxpayer makes a separate return under subsection (a) on account 
of a change in the accounting period, and it appears that for the 
period for which the return is so made he has derived a capital net 
gain, or sustained a capital net loss, or received earned income. 

(e) Reduction of credits against net income.-In the case of a 
return made for a fractional part of a year, except a return made 
under subsection (a) on account of a change in the accounting 
period, the personal exemption and credit for dependents, and the 
specific credit for corporations, shall be reduced respectively to 
amounts which bear the same ratio to the full credits provided as 
the nmnber of months in the period for which return is made bears 
to twelve months. 

(f) Closing of taxable year in case of jeopardy.-See section 146. 

SEC. 48. DEFINITIONS. 

'Vhen used in this title--
(a) Taxable year.-"Taxable year" means the calendar year, or the 

fiscal year ending during such calendar year, upon the basis of which 
the net income is computed under this Part. "Taxable year" 
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includes, in the case of a return made for a fractional part of a year 
under the provisions of this title or under regulations prescribed by 
the COInnlissioner with the approval of the Secretary, the period for 
which such return is made. The first taxable year, to be called the 
taxable year 1927, shall be the calendar year 1927 or any fiscal year 
ending during the ealenclar year 1927. 

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

. December. 
(c) Paid, incurred, accrued.-The terms "paid or incurred" and 

"paid or accrued" shall be construed according to the method of 
accounting upon the basis of which the net income is computed 
under this Part. 

Part V-Returns and Paynlent of Tax 
SEC. 51. INDIVIDUAL RETURNS. 

(a) Requirement.-The following individuals shall each make 
under oath a return stating specifically the items of his gross income 
and the deductions and credits allowed under this title-

(1) Every individual having a net incolne for the taxable 
year of $1,500 or over, if single, or if married and not living 
with husband or wife; 

(2) Every individual having a net income for the taxable 
year of $3,500 or over, if nlarried and living with husband or 
wife; and 

(3) Every individual having a gross income for the taxable 
year of $5,000 or over, regardless of the anlount of his net 
Income. 

(b) Husband and wife.--If a husband and wife living together 
have an aggregate net income for the taxable year of $3,500 or over, 
or an aggregate gross inconle for such year of $5,000 or ovar-

(1) Each shall make such a return, or 
(2) The income of each shall be ineluded in a single joint 

return, in which ease the tax shall be computed on the aggre
gate income. 

(c) Persons under disability.-If, the taxpayer is unable to make 
his own return, the return shall be made by a duly authorized agent 
or by the guardian or other person charged with the care of the per
son or property of such taxpayer. 

(d) Fiduciaries.-For returns to be made by fiduciaries, see sec
tion 142. 

SEC. 52. TIME AND PLACE FOR FILING INDIVIDUAL RETURNS. 

(a) Time for filing.-Returns shall be made on or before the 
fifteenth day of the third month following the close of the fiscal 
year, or, if the return is made on the basis of the calendar year, then 
the return shall be made on or before the 15th day of March. 

(b) Extension of time.-The Commissioner may grant a reason
able extension of tilne for filing returns, under such rules and regula
tions as he shall prescribe with the approval of the Secretary. Ex
cept iIt the case of taxpayers who are abroad, no such extension 
shall be for nlOre than six months. 

(c) To whom return made.-Returns shall be made to the collector 
for the district in which is located the legal residence or principal 
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plaee of business of the person making the return, or, if he has no 
legal residence or principal place of business in the United St~tRS, 
then to the collector at Baltimore, 11aryland. 

SEC. 53. CORPORATION RETURNS. 
(a) Requirement.-Every corporation subject to taxation under 

this title shall make a return, stating specifically the items of its gross 
income and the deductions and credits allowed by this title. The. 
return shall be sworn to by the president, vice president, or other 
principal officer and by the treasurer or assistant treasurer. In cases 
where receivers, trustees in bankruptcy, or assignees are operating 
the property or business of corporations, such receivers, trustees, or 
assig'nees shall make returns for such corporations in the same man
ner '-'and form as corporations are required to make returns. Any 
tax due on the basis of such returns made by receivers, trustees, or 
assignees shall be collected in the same manner as if collected from 
the corporations of ,vhose business or property they have custody 
and ('ontrol. 

(b) Time for filing.-Returns of corporations shall be made at the 
same time as is provided in section 52(a). 

(c) To whom made.-Returns shall be nlade to the collector of 
the district in which is located the principal place of business or prin
cipal office or agency of the corporation, or, if it has no principal place 
of business or principal office or agency in the United States, then to 
the collector at Baltimore, 11aryland. 

(d) Consolidated returns.-For provision as to consolidated returns 
of affiliated corporations, see section" 141. 

SEC. 54. RECORDS AND SPECIAL RETURNS. 
(a) By taxpayer.-Every person liable to any tax imposed by this 

title or for the collection thereof, shall keep such records, render under 
oath sllch statements, make such returns, and comply with such rules 
and regulations, as the Commissioner, with the approval of the Secre
tary, may from time to time prescribe. 

(b) To determine liability to tax.-\Vhenever in the judgment of 
the Commissioner necessary he may require any person, by notice 
served upon him, to make a return, render under oath such state
ments, or keep such records, as ' the Commissioner deems sufficient 
to show whether or not such person is liable to tax under this title. 

(c) Information at the source.-For requirement of stateInents and 
returns by one person to assist in determining the tax liability of 
another person, see sections 147 to 150. 
SEC. 55. PUBLICITY OF RETURNS. 

Returns Iuade under this title shall be open to inspection in the 
same lnanner, to the same extent, and subject to the same provisi.ons 
of law, including penalties, as returns made under Title II of the 
Revenue Act of 1026. 

SEC. 56. PAYMENT OF TAX. 
(a) Time of payment.-The total amount of tax imposed by this 

title shall be paid on the fifteenth day of 11arch following the close of 
the calendar year, or, if the return should be made on the basis of a 
fiscal year, then on the fifteenth day of the third month following 
the close of the fiscal year. 
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(b) Installment payments.- The taxpayer may elect to pay the 
tax in four equal installments, in which case the first installment shall 
be paid on the date prescribed for the payment of the tax by the tax
payer, the second installment shall be paid on the fifteenth day of 
the third month, the third instalhnent on the fifteenth day or' the 
sixth month, and the fourth installment on the fifteenth day of the 
ninth Inonth, after such date. If any installment is not paid on or 
before the date fixed for its payment, the whole amount of the tax 
unpaid shall be paid upon notice and demand from the collector. 

(c) Extension of time for payment.-At the request of the taxpayer, 
the COllllllissioner may extend the time for payment of the alllount 
determined as the tax by Lhe taxpayer, or any installment thereof, 
for a period not to exeeed six months from the date prescribed for 
the payment of the tax or an installment thereof. In such case the 
amount in respect of which the extension is granted shall be paid on 
or before the date of the expiration of the period of the extension. 

(d) Voluntary advance payment.-A tax imposed by this title, or 
any installment thereof, may be paid, at the election of the taxpayer, 
prior to the date prescribed for its payment. 

(e) Advance payment in case of jeopardy.-See section 146. 
(f) Tax withheld at source.-For requirement of withholding tax 

at the source in the case of nonresident aliens and foreign corpora
tions, and in the ease of so-called "tax··free covcnaH t bonos," see 
sections 143 and 144. 

(g) Fractional parts of cent.-In the payment of any tax under 
this title a fractional part of a cent shall be disregarded unless it 
amounts to one-half cent or 1:.I1ore, in which case it shall be increased 
to 1 cent. 

(h) Receipts.-Every collector to whom any payment of any in
COlne tax is made shallupoll request give to the person making such 
payment a full written or printed reeeipt, stating the amount paid and 
the particular account for which such payment was made; and when
ever any debtor pays taxes on account of payments made or to be 
made by hinl 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 receipt.s separately to his severul creditors in satisfaction of their 
respective deInands up to the amounts stated in the receipts; and 
such receipt shall be sufficient evidenee in favor of such debtor to 
justify him in withholding from his next pn,Ylllen t to his creditor 
the amount therein stated; but the creditor Inay, upon giving to his 
debtor a full written receipt acknowledging the payment to hilll of 
any snm actually paid and accepting the alllount of tax paid as 
aforesaid (specifying the same) as a further satisfaction of the debt 
to that amonnt, require the surrender to hin1 of such collector's 
receipt. 

SEC. 57. EXAMINATION OF RETURN AND DETERMINATION OF 
TAX. 
As soon as practicable after the return is filed the Commissioner 

shall examine it and shall determine the correct amount of the tax. 
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SEC. 58. PENALTIES. 
(a) For additions to the tax in case of negligence or fraud in the 

nonpayment of tax or failure to file return therefor, see Supplement M. 
(b) For criminal penalties for nonpayment of tax or failure to file 

return therefor, see section 145. 

SEC. 59. ADMINISTRATIVE PROCEEDINGS. 
For administrative proceedings in respect of the nonpayment or 

overpayment of a tax imposed by this title, see as follows: 
(a) Supplement L, relating to assessnlent and collection of defi

ciencies. 
(b) Supplement M, relating to interest and additions to tax. 
(c) Supplement N, relating to claims against transferees and 

fiduciaries. 
(d) Supplement 0, relating to overpayments. 

Part VI-Miscellaneous Provisions 

SEC. 61. LAWS MADE APPLICABLE. 

All administrative, special, or stamp provisions of law, including 
the law relating to the assessment of taxes, so far as applicable, are 
hereby extended to and made a part of th:s title. 

SEC. 62. RULES AND REGUI,ATIONS. 

The Commissioner, with the approyal of the Secretary, shall pre
scribe and publish all needful rules and regulations for the enforce
ment of this title. 

SEC. 63. DEFINITIONS. 

(a) VVhen used in this title-
(1) The term "person" means an individual, a trust or 

estate, a partnership, or a corporation. 
(2) The term" corporation" includes associations, joint-stock 

companies, and insurance companies. 
(3) The term" domestic" when applied to a corporation or 

partnership means created or organized in the United States or 
under the law of the United States or of any State or Territory. 

(4) The term" foreign" when applied to a corporation or 
partnership means a corporation 01' partnership which is not 
domestic. 

(5) The term" fiduciary" means a gnardian, trustee, execu
tor, administrator, receiYer, conservator, 01' any person acting in 
any fiduciary capacity for any person. 

(6) The term "withholding agent" means any person re
quired to deduct and withhold any tax under the provisions of 
section 143 or 144. 

(7) The term "stock" includes the share in an association, 
joint-stock company, or insurance company. 

(8) The term" shareholder" includes a member In an asso
ciation, joint-stock company, or insurance company. 

(9) The term" United States" when used in a geographical 
sense includes only the States, the Territories of Alaska and 
Hawaii, and the District of Columbia. 



REPORT ON INTERNAL REVENUE TAXATION 21 

(10) The term "Secretary" means the Secretary of the 
Treasury. 

(11) The term" Commissioner" means the Commissioner of 
Internal Revenue. 

(12) The term "collector" means collector of internal 
revenue. 

(13) The tenn " taxpayer" Ineans any person subject to a tax 
imposed by this title. 

(14) The term "military or naval forces of the United 
States" includes' the Marine Corps, the Coast Guard, the Army 
Nurse Corps, Female, and the Navy Nurse Corps, Female. 

(b) The terms" includes" and" including" when used in a defini
tion contained in this title shall not be deemed to exclude other 
things otherwise within the meaning of the term defined. 

SEC. 64. TAXES IN LIEU OF TAXES UNDER 1926 ACT. 

The taxes imposed by this title shall be in lien of the corresponding 
taxes imposed by Title II of the Revenue Act of 1926, in accordance 
with the following table: 
Taxes under tllis Title Taxes under 1926 Act 
Secs. 11 and 21L _________________ in lieu oL_______________________ Sec. 210 
Sec. 12 _________________________ _ in lieu oL_________ _ _____________ Sec. 211 
Sec. 13 ___________________________ in lieu oL _______________________ Sec. 230 
Secs. 201 and 204 _________________ in lieu oL______________ Sees. 243 and 245 
Sec. 104 _________________________ in lieu oL_______________________ Sec. 220 
Supp. E _________________________ ill lieu oL _______________________ Sec. 219 
Sec. 101 - ___ - ____________________ in lieu oL_______________________ Sec. 20S 

SEC. 65. CROSS REFERENCES. 

The cross references in this title to another portion of the title, 
where the word" see" is used, are made only for convenience, and 
shall be given no legal effect. 
SEC. 66. SHORT TITLE. 

This title may be cited as the" Income Tax Act of 1928 " 

SEC. 67. EFFECTIVE DATE OF TITLE. 

This title shall take effect as of January 1, 1927, except that 
sections - to -, inclusive, and this section, shall take effect on the 
enactment of this Act. 

SUBTITLE C-SUPPLEMENTAL PROVISIONS 

Supplement A-Rates of Tax 
[Supplementary to Subtitle B, Part I] 

SEC. 101. CAPITAL NET GAINS AND LOSSES. 

(a) Tax in case of capital net gain.-In the case of any taxpayer,_ 
other than a corporation, who for any taxable yea.r derives a capital 
net gain (as hereinafter defined in this section), there shall, at the· 
election of the taxpayer, be levied, collected, and paid, in lieu of all 
other taxes imposed by this title, a tax determined as follows: a 
partial tax shall first be computed upon the basis of the ordinary 
net income at the rates and in the manner as if this section had not. 
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been enacted and the total tax shall be this amount plus 12 Y2 per 
centum of the capital net gain. 

(b) Tax in case of capital net loss.-In the case of any taxpayer, 
other than a corporation, who for any taxable year sustains a capital 
net loss (as hereinafter defined in this section). there shall be levied, 
collected, and paid, in lieu of all other taxes imposed by this title, a 
tax determined as follows: a partial tax shall first be computed upon 
the basis of the ordinary net income at the rates and in the manner 
as if this section had not been enacted, and the total tax shall be this 
amount minus 12Y2 per centum of the capital net loss; but in no case 
shall the tax of a ta.""{payer who has sustained a capital net loss be 
less than the tax computed without regard to the provisions of this 
section. 

(c) Definitions.-For the purposes of this title-
(1) "Capital gain" means taxable gain from the sale or 

exchange of capital assets consummated after December 31, 
1921. 

(2) "Capital loss " means deductible loss resulting from the 
sale or exchange of capital assets. 

(3) "Capital deductions" means such deductions as are 
allowed by section 23 for the purpose of computing net income, 
and are properly allocable to or chargeable against capital assets 
sold or exchanged during the taxable year. 

(4) "Ordinary deductions" means the deductions allowed 
by section 23 other than capital losses and capital deductions. 

(5) "Capital net gain" nleans the excess of the total amount 
of capital gain' over the sum of (A) the capital deductions and 
capital losses, plus (B) the amount, if any, .by which the 
ordinary deductions exceed the gross income computed without 
including capital gains. 

(6) "Capital net loss" means the excess of the SUITI of the 
capital losses plus the capital deductions over the total amount 
of capital gain. 

(7) "Ordinary net income" means the net incOllle, computed 
in accordance with the provisions of this title, after excluding all 
items of capital gain, capital loss, and capital deductions. 

(8) "Capital assets" means property held by the taxpayer 
for more than two years (whether or not connected with his 
trade or business), but does not include stock in trade of the 
taxpayer or other property of a kind which would properly be 
included in the inventory of the taxpayer if on hand at the 
close of the taxable year, or property held by the taxpayer 
primarily for sale in the course of his trade or business. For 
the purposes of this definition-

(A) In determining the period for which the taxpayer 
has held property received on an exchange there shall be 
included the period for which he held the property ex
changed, if under the provisions of section 113, the property 
received has, for the purpose of determining gain or loss 
from a sale or exchange, the same basis in whole or in part 
in his hands as the property exchanged. 

(B) In determining the period for which the taxpayer 
has held property however acquired there shall be included 
the period for which such property was held by any other 



REPOHT ON INTERNAL REVENUE TAXATION 23 

person, if under the provisions of section 113, such property 
has, for the purpose of determining gain or loss from a sale 
or exchange, the saIne basis in whole or in part in hi hands 
as it wouldhave in the hands of such other person. 

(C) In determining the period for which the taxpayer has 
held stock or securities received upon a distribution where 
no gain is recognized to the distributee under the provi
sions of section 112(g) of this title or under the provisions of 
section 203(c) of the Revenue Act of 1924 or 1926, there 
shall be included the period for which he held the stock or 
securities in the distributing corporation prior to the receipt 
of the stock or securities upon such distribution. 

(d) 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 provisions of 
law, including penalties, as other taxes under this title. 

SEC. 102. SALE OF MINES AND OIL OR GAS WELLS. 

(a) In the case of a bona fide sale of lnines, oil or gas wells, or any 
interest therein, where the principal value of the property has been 
demonstrated by prospecting or exploration and discovery work 
done by the taxpayer, the portion of the tax imposed by section 12 
of this title attributable to such sale shall not exceed 16 per eentum 
of the selling price of such property or interest. 

(b) For limitation to 12Y2 per centum rate of tax, see section 10l. 

SEC. 103. EXEMPTIONS FROM TAX ON CORPORATIONS. 

The following organizations shall be exempt from taxation under 
this title-

(1) Labor, agricultural, or horticultural organizations; 
(2) Mutual savings banks not having a capital stock repre

sen ted by shares; 
(,3) Fraternal beneficiary societies, orders, or associations, (a) 

operating under the lodge system or for the exclusive benefit of 
the members of a fraternity itself operating under the lodge 
system; and (b) providing for the payment of life, sickJ accident, 
or other benefits to the members of such society, order, or asso
ciation or their dependents; 

(4) Domestic building and loan associations substantially all 
the business of whieh is confined to nlaking loans to In~mbers; 
and cooperative banks without capital stock organized and 
operated for mutual purposes and without profit; 

(5) Cemetery companies owned and operated exclusively for 
the benefit of their members or which are not operated for profit; 
and any eorporation chartered solely for burial purposes as a· 
cemetery corporation and not permitted by its charter to engage 
in any business not necessarily incident to that purpose, no part 
of the net earnings of which inures to the benefit of any private 
shareholder or individual; 

(6) Corporations, and any community chest, fund, or founda
tion, organized and operated exclusively for. religious, charitable, 
~cientific, literary, or educational purposes, or for the prevention 
of cruelty to children or animals, no part of the net earnings of 
which inures to the benefit of any private shareholder or 
individual; 
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(7) Business leagues, chambers of commerce, or boards of 
trade, not organized for profit and no part of the net earnings of 
which inures to the benefit of any private shareholder or indi
vidual; 

(8) Civic leagues or organizations not organized for profit but 
operated exclusively for the promotion of social welfare, or local 
associations of employees, the membership of which is limited 
to the employees of a designated person or persons in a particulnr 
municipality, and the net earnings of which are devoted exclu
sively to charitable, educational, or recreational purposes; 

(9) Clubs organized and operated exclusively for pleasure, 
recreation, and other nonprofitable purposes, no part of the net 
earnings of which inures to the benefit of any private shareholder; 

(10) Benevolent life insurance associations of a purely local 
character, mutual ditch or irrigation companies, mutual or 
cooperative telephone companies, or like organizations; but 
only if 85 per centum or more of the income consists of amounts 
collected from members for the sole purpose of meeting losses and 
expenses; 

(11) F armers ' or other mutual hail, cyclone, casualty, or fire 
insurance companies or associations (including interinsurers and 
reciprocal underwriters) the income of which is used or held for 
the purpose of paying losses or expenses; 

(12) Farmers', fruit growers', or lil(e associations organized 
and operated on a cooperative basis (a) for the purpose of 
marketing the products of members or other producers, and 
tUl11ing back to them the proceeds of sales, less the necessary 
marketing expenses, on the basis of either the quantity or the 
value of the products furnished by them, or (b) for the purpose of 
purchasing supplies and equipment for the use of members or 
other persons, and turning over such supplies and equipment to 
them at actual cost, plus necessary expenses. Exemption shall 
not be denied any such association because it has capital stock, 
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 centum 
per annum, whichever is greater, on the value of the considern.
tion for which the stock \vas issued, and if subst antially all such 
stock (other than nonvoting preferred stock, the owners of 
which are not entitled or permitted to participate, directly or 
indirectly, in the profits of the association, upon dissolution or 
otherwise, beyond the fixed dividends) is owned by producers 
who market their products or purchase their supplies and 
equipment through the association; nor shall exemption be 
denied any such association because there is accumulated and 
maintained by it a reserve required by State law or a reasonable 
reserve for any necessary purpose. Such an association may 
market the products of nonmembers in an amount the value of 
which does not exceed the value of the products marketed for 
members, and may purchase supplies and equipment for non
members in an amount the value of which does not exceed the 
value of the supplies and equipment purchased for members, 
provided the value of the purchases made for persons wh~ are 
neither mem bers nor producers does not exceed 15 per centum 
of the value of all its purchases; 
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(13) Corporations organized for the exclusive purpose of 
holding title to property, collecting income therefrom, and 
turning over the entire amount thereof, less expenses, to an 
organization which itself is exempt from the tax imposed by 
this title; and 

(14) Federal land banks, national farm-loan associations, and 
Federal intermediate credit banks, as provided in the Federal 
Farm Loan Act, as amended. 

SEC. 104. ACCUMULATION OF SURPLUS TO EVADE SURTAXES. 
(a) If any corporation, however created or organized, is formed or 

availed of for the purpose of preventing the imposition of the surtax 
upon its shareholders through the medium of permitting its gains 
and profits to accumulate instead of being divided or distributed, 
there shall be levied, collected, and paid for each taxable year upon 
the net income of such corporation a tax equal to 50 per centuln of 
the amount thereof, which shall be in addition to the tax ilnposed by 
section 13 and shall be cOlnputed, collected, and paid upon the same 
basis and in the same manner and subject to the same provisions 
of law, including penalties, as that tax. 

(b) The fact that any corporation is a mere holding or investment 
company, or that the gains or profits are permitted to accumulate 
beyond the reasonable needs of the business, shall be prilna facie 
evidence of a purpose to escape the surtax. 

(c) As used in this section the term "llet income" means the net 
inconle as defined in section 21, increased by the sum of the amount 
of the dividend deduction allowed under section 23 (p) and the 
amount of the 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 mvner. 

(d) The tax imposed by this section shall not apply in respect of 
any taxable year if all the shareholders of the corporation include 
(at the tilne of filing their returns) in their gross income their entire 
distributive share, whether distributed or not, of the net income 
of the corporation for such year. Any amount so included in the 
gross inconle of a shareholder shall be treated as a dividend received. 
Any subsequent distribution lnade by the corporation out of the 
Barnings or profits for such taxable year shall, if distributed 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. 
SEC. 105. RETURNS EMBRACING YEARS WITH DIFFERENT LAWS. 

If the taxpayer lnakes return for a period beginning in one calen
dar year (hereinafter in this section called" first calendar year") and 
ending in the following calendar year (hereinafter in this section called 
"second calendar year") and the law applicable to the second calen
der year is different from the law applicable to the first calendar 
year, then his tax under this title for the period ending during the 
second calendar year shall be the sum of: (1) the saIne proportion 
of a tax for the entire period, deternlined under the law applicable 
to the first calendar year and at the rates for such year, which the 
portion of such period falling within the first calendar year is of the 
entire period; and (2) the same proportion of a tax for the entire 
period, determined under the law applicable to the second calendar 
year and at the rates for such year, which the portion of snch period 
falling within the second calendar year is of the entire period. 
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Supplement B-Computation of Net Income 

[Supplementary to Subtitle B, Part II] 

SEC. 111. DETERMINATION OF AMOUNT OF GAIN OR LOSS. 
(a) Computation of gain or loss.-Except as hereinafter provided 

in this section, the gain from the sale or other disposition of property 
shall be the excess of the amount realized therefrom over the basis 
provided in section 113, and the loss shall be the excess of such basis 
over the amount realized. 

(b) Adjustment of basis.-In computing the amount of gain or 
loss under subsection (a)-

(1) Proper adjustment shaH be made for any expenditure or 
item of loss properly chargeable to capital account, and 

(2) The basis shall be diminished by the amount of the 
deductions for exhaustion, wear and tear, obsolescence, amorti
zation, and depletion which have since the acquisition of the 
property been allowable in respect of such property under this 
Act or prior income tax laws; but in no case shall the amount of 
the diminution in respect of depletion exceed a depletion deduc
tion computed without reference to discovery value or to per
centage depletion under section 114(b) (3). In addition, if the 
property was acquired before 11arch 1, 1913, the basis (if other 
than the fair market value as of 11arch 1, 1913) shall be di
minished in the amount of exhaustion, wear and tear, obso
lescence, and depletion actually sustained before such date. 

(c) Amount realized.-The aIllOunt realized from the sale or 
other disposition of property shall be the sum of any money received 
plus the fair market value of the property (other than money) 
received. 

(d) Recognition of gain or loss.-In the case of a sale or exchange, 
the extent to which the gain or loss determined under this section 
shall be reeognized for the purposes of this title, shall be determined 
under the provisions of section 112. 

(e) Installment sales.-Nothing in this section shall be construed 
to prevent (in the case of property sold under con tract providing 
for payment in installments) the taxation of that portion of any 
installment payment representing gain or profit in the year in which 
such payment is received. 

SEC. 112. RECOGNITION OF GAIN OR LOSS. 
(a) General rUle.-Upon the sale or exchange of property the 

entire amount of the gain or loss, determined under section 111, shall 
be recognized, except as hereinafter provided in this section. 

(b) Exchanges solely in kind.-
(1) PROPERTY HELD FOR PRODUCTIVE USE OR INVESTMENT.

No gain or loss shall be reeognized if property held for pro·· 
ductive 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, certificates of trust or 
beneficial interest, or other securities or evidences of indebtedness 
or interest) is exchanged solely for property of a like kind to 
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be held either for productive use 'in trade or business or for 
investment. 

(2) STOCK FOR STOCK OF SAME CORPORATION.-No gain or 
loss shall be recognized if conlmon 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. 

(3) STOCK FOR STOCK ON REORGANIZATION.-No gain or loss 
shall be recognized if stock or securities in a corporation a party 
to a reorganization are, in pursuance of the plan of reorganiza
tion, exchanged solely for stock or securities in such corporation 
or in another corporation a party to the reorganization. 

(4) SAME-GAIN OF CORPORATION.-N 0 gain or loss shall be 
recognized if a corporation a party to a reorganization exchanges 
property, in pursuance of the plan of reorganization, solely for 
stock or securities in another corporation a party to the reorgani
zation. 

(5) TRANSFER TO CORPORATION CONTROLLED BYTRANSFEROR.
No gain or loss shall be recognized if property is transferred to a 
corporation by one or more persons solely in exchange for stock 
or securities in such corporation, and immediately after the 
exchange such person or persons are in control of the corpora
tion; but in the case of an exchange by two or more persons this 
paragraph shall apply only if the amount of the stock and 
securities received by each is substantially in proportion to his 
interest in the property prior to the exchange. 

(c) Gain from exchanges not solely in kind.-
(I) If an exchange would be within the provisions of sub

section (b)(l), (2), (3): or (5) of this section if it were not for 
the fact that the property received in exchange consists not 
only of property permitted by such paragraph to be received 
without the recognition of gain, but also of other property 
or money, then the gain, if any, to the recipient shall be 
re'cognized, but in an amount not in exeess of the sum of such 
money and the fair market value of such other property. 

(2) If a distribution made in pursuance of a plan of reorganiza
tion is within the provisIOns of paragraph (1) of this subsection 
but has the effect of the distribution of a taxable dividend, 
then there shall be taxed as a dividend to each distributee such 
an amount of the gain recognized under paragraph (1) as is not 
in excess of his ratable share of the undistributed earnings and 
profits of the corporation accumulated after February 28, 1913. 
The remainder, if any, of the gain recognized under paragraph 
(1) shall be taxed as a gain from the exchange of property. 

(d) Same-Gain of corporation.-If an exchange would be within 
the provisions of subsection (b) (4) of this section if it were not for 
the fact that the property received in exchange consists not only of 
stock or securities permitted by such paragraph to be received 
without the recognition of gain, but also of other property or 
money, then-

(1) If the corporation receiving such other property or money 
distributes it in pursuance of the plan of reorganization, no gain 
to the corporation shall be recognized from the exchange, but 
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(2) If the corporation receiving such other property or mone 
does not distribute it in pursuance of the plan of reorganization 
the gain, if any, to the corporation shall be recognized, but in an 
amOUD t not in excess of the sum of such money and the fair 
market value of such other property so received, which is not 
so distributed. 

(e) Loss from exchanges not solely in kind.-If an exchange 
would be within the provisions of subsection (b)(l) to (5), inclusive, 
of this section if it were not for the fact that the property received 
in exchange consists not only of property pernlitted by such paragraph 
to be received without the recognition of gain or loss, but also of 
other property or money, then no loss fr0111 the exchange shall be 
recognized. 

(f) Involuntary conversions.-If property (as a result of its destruc
tion in whole or in part, theft or seizure, or an exercise of the power 
of requisition or condemnation, or the threat or imminence thereof) 
is compulsorily or involuntarily converted into property sllnilar or 
related in service or use to the property so converted, or into money 
which is forthwith in good faith, under regulations prescribed by the 
Commissioner with the approval of the Secretary, expended in the 
a.cquisition of other property sinlilar or related in service or use to 
the property so converted, or in the acquisition of control of a cor
poration owning such other property, or in the establishment of a 
replacement fund, no gain or loss shall be recognized. If any part 
of the money is not so expended, the gain, if any, shall be recognized, 
but in an amount not in excess of the money which is not so expended. 

(g) Distribution of stock on reorganization.-If there is distributed, 
in pursuance of a plan of reorganization, to a shareholder in a cor
poration a party to the reorganization, stock or securities In such 
corporation or in another corporation a party to the reorganization, 
without the surrender by such shareholder of stock or securities in 
such a corporation, no gain to the distributee from the receipt of 
such stock or securities shall be recognized. 

(h) Same-Effect on future distributions.-The distribution, in 
pursuance of a plan of reorganization, by or on behalf of a corpora
tion a party to the reorganization, of its stock or securities or stock 
or securities in a corporation a party to the reorganization, shall not 
be considered a distribution of earnings or profits within the meaning 
of section 115 (b) for the purpose of determining the taxability oi 
subsequent distributions by the corporation. 

(i) Definition of reorganization.-As used III this section and 
sections 113 and 115-

(1) The term "reorganization" means (A) a merger or con
solidation (including the acquisition by one corporation of at 
least a majority of the voting stock and at least a majority of 
the total number of shares of all other classes of stock of another 
corporation, or substantially all the properties of another cor
poration), or (B) a transfer by a corporation of all or a part of its 
assets to another corporation if immediately after the transfer 
the transferor or its stockholders or both are in control of the 
corporation to which the assets are transferred, or (0) a recapital
ization, or (D) a mere change in identity, form, or place of 
organization, however effected. . 

(2) The term "a party to a reorganization)1 includes a cor
poration resuJting from a reorganization and includes both 
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corporations in the case of an acquisition by one corporation 
of at least a majority of the voting stock and at least a majority 
of the total number of shares of all other classes of stock of 
another corporation. 

(j) Definition of control.-As used in this section the term" con
trol" means the ownership of at least 80 per centum of the voting 
stock and at least 80 per centum of the total number of shares of 
all other classes of stock of the corporation. 

SEC. 113. BASIS FOR DETERMINING GAIN OR LOSS. 

(a) Property acquired after February 28, 1913.-The basis for 
determining the gain or loss from the sale or other disposition of 
property acquired after February 28, 1913, shall be the cost of such 
property; except that-

(1) INVENTORY VALUE.-If the property should have been 
included in the last inventory, the basis shall be the last inven
tory value thereof; 

(2) GIFT AFTER DECEMBER 31, 1920.-If the property was 
acquired by gift after December 31, 1920, the basis shall be the 
same as it would be in the hands of the donor or the last preced
ing owner by whom it was not acquired by gift. If the facts 
necessary to determine such basis are unknown to the donee, the 
Commissioner shall, if possible, obtain such facts from such donor 
or last preceding owner, or any other person cognizant thereof. 
If the Commissioner finds it impossible to obtain such facts, the 
basis shall be the fair market value of such property as found 
by the Commissioner as of the date or approximate date at 
which, according to the best information that the Commissioner 
is able to obtain, such property was acquired by such donor or 
last preceding owner; 

(3) TRANSFER IN TRUST AFTER DECEMBER 31, 1920.-If the 
property was acquired after December 31, 1920, by a transfer 
in trust (other than by a transfer in trust by a bequest or devise) 
the basis shall be the same as it would be in the hands of the 
grantor, increased in the amount of gain or decreased in the 
amount of loss recognized to the grantor upon such transfer 
under the law applicable to the year in which the transfer was 
made. The provisions of this paragraph shall not apply to the 
acquisition of such property interests as are specified in section 
402(c) or (e) of the Revenue Act of 1921, or in section 302(c) 
or (f) of the Revenue Act of 1924 or the Revenue Act of 1926; 

(4) GIFT OR TRANSFER IN TRUST BEFORE JANUARY 1, 1921.
If the property was acquired by gift or transfer in trust on or 
before Decenlber 31, 1920, the basis shall be the fair Inarket 
value of such property at the time of such acquisition; 

(5) BEQUEST, DEVISE, OR INHERITANCE.-If the property was 
acquired by bequest, devise, or inheritance, the basis shall be 
the fair market value of such property at the tinle of such acqui
sition. The provisions of this paragraph shall apply to the 
acquisition of such propert.y interests as are specified in section 
402(c) or (e) of the Revenue Act of 1921, or in section 302(c) 
or (0 of the Revenue Act of 1924 or the Revenue Act of 1926; 



30 REPORT ON INTERNAL REVENUE TAXATION 

(6) TAX-FREE EXCHANGES GENERALLY.-If the property was 
acquired upon an exchange described in section 112(b) to (e), in
clusive, the basis shall be the same as in the case of the property 
exchanged, decreased in the amount of any money received by 
the taxpayer and increased in the amount of gain or decreased 
in the amount of loss to the taxpayer that was recognized upon 
such exchange under the law applicable to the year in which the 
exchange was made. If the property so acquired consisted in 
part of the type of property permitted by section 112 (b) to be 
received without the recognition of gain or loss, and in part of 
other property, the basis provided in this paragraph shall be 
allocated between the properties (other than money) received, 
and for the purpose of the allocation there shall be assigned to 
such other property an amount equivalent to its fair market value 
at the date of the exchange. This paragraph shall not apply to 
property acquired by a corporation by the issuance of its stock or 
securities as the consideration in whole or in part for the transfer 
of the property to it; 

(7) TRANSFERS TO CORPORATION WHERE CONTROL OF PROP
ERTY REMAINS IN TRANSFEROR.-If the property (other than 
stock or securities in a corporation a party to the reorganiza
tion) was acquired after December 31, 1917, by a corporation 
in connection with a reorganization, and immediately after the 
transfer an interest or control in such property of 80 per centum 
or more remained in the same persons or any of them, then the 
basis shall be the same as it would be in the hands of the trans
feror, increased in the amount of gain or decreased in the amount 
of loss recognized to the transferor upon such transfer under 
the law applicable to the year in which the transfer was made; 

(8) SAME-CORPORAT:ION CONTROLLED BY TRANSFEROR.
If the property (other than stock or securities in a corporation 
a party to a reorganization) was acquired after December 31, 
1920, by a corporation by the iSf3uance of its stock or securities 
in connection with a transaction described in section 112(b)(5) 
(including, also, cases where part of the consideration for the 
transfer of such property to the corporation was property or 
money, in addition to such stock or .securities), then the basis 
shall be the same as it would be in the hands of the transferor, 
increased in the amount of gain or decreased in the amount of 
loss recognized to the transferor upon such transfer under the law 
applicable to the year in which the transfer was made; 

(9) TAX-FREE DISTRIBUTIONS.- lf the property consists of 
stock or securities distributed after December 31, 1923, to a 
taxpayer in connection with a transaction described in section 
112(g), the basis in the case of the stock in respect of which the 
distribution was nlade shall be apportioned, under rules and 
regulations prescribed by the Commissioner with the approval 
of the Secretary , between such stock and the stock or securities 
distributed; 

(10) INVOLUNTARY CONVERSION.-If the property was ac
quired as the result of a compulsory or involuntary conversion 
described in section 112 (f), the basis shall be the same as in the 
case of the property so converted, decreased in the amount of 
any money received by the taxpayer which was not expended 
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in accordance with the provisions of law (applicable to the year 
in which such conversion was made) determining the taxable 
status of the gain or loss upon such conversion, and increased in 
the amount of gain or decreased in the amount of loss to the 
taxpayer recognized upon such conversion under the law appli-
cable to the year in which such conversion was lnade; . 

(11) WASH SALES OF STOCK.-If substantially identical prop
erty was acquired after December 31, 1920, in place of stock or 
securities which were sold or disposed of and in respect of which 
loss was not allowed as a deduction under section 118 of this Sup
plement, or under section 214(a)(5) or 234(a)(4) of the Revenue 
Act of 1921, the Revenue Act of 1924, or the Revenue Act of 
1926, the basis in the case of the property so acquired shall be 
the basis in the case of the stock or securities so sold or disposed 
of, except that if the repurcha'se price was in excess of the sale 
price such basis shall be increased in the aInount of the difference, 
or if the repurchase price was less than the sale price such basis 
shall be decreased in the aInount of the difference. 

(b) Property acquired before March 1, 1913.-The basis for deter
mining the gain or loss from the sale or other disposition of property 
acquired before March 1, 1913, shall be: 

(1) the cost of such property (or, in the case of such property 
as is described in subsection (a)(I), (4), or (.5) of this section, the 
basis as therein provided), or 

(2) the fair market value of such property as of 11arch 1, 
1913, 

whichever is greater. In determining the fair market value of stock 
in a corporation as of 1I1arch 1, 19J3, due regard shall be given to 
the fair market value of the assets of the corporation as of that date. 

SEC. 114. BASIS FOR DEPRECIATION AND DEPLETION. 

(a) Basis for depreciation.-The basis upon which exhaustion, 
wear and tear, and obsolescence are to be allowed in respect of any 
property shall be the same as is provided in section 113 for the purpose 
of determining the gain or loss upon the sale or other disposition of 
such property. 

(b) Basis for depletion.-
(1) GENERAL RULE.-The basis upon which depletion is to 

be allowed in respect of any property shall be the same as is 
provided in section 113 for the purpose of determining the gain 
or loss upon the sale or other disposition of such property, 
except as provided in paragraphs (2) and (3) of this subsection. 

(2) DISCOVERY VALUE IN CASE OF MINEs.-In the case of mines 
discovered by the taxpayer after February 28, 1913, the basis 
for depletion shall be the fair market value of the property 
at the date of discovery or within thirty days thereafter, if such 
mines were not acquired as the result of purchase of a proven 
tract or lease, and if the fair market value of the property is 
lnaterially disproportionate to the cost. The depletion allowance 
based on discovery value provided in this paragraph shall 
not exeeed 50 per centum of the net income of the taxpayer 
(computed without allowance for depletion) from the property 
upon which the discovery was made, except that in no case shall 
94500-28-VOL II--3 
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the depletion allowance be less than it would be if computed 
without reference to discovery value. Discoveries shall include 
minerals in commercial quantities conta.i~ed within a vein or 
deposit discovered in an existing mine or mining tract by the 
taxpayer after February 28, 1913, if the vein or deposit thus 
discovered was not merely the uninterrupted extension of a eon
tinuing commercial vein or deposit already known to exist, and 
if the discovered l1linerals are of sufficient value and quantity 
that they could be separately mined and marketed at a profit. 

(3) PERCENTAGE DEPLETION FOR OIL AND GAS WELLs.-In 
the case of oil and gas wells the allowance for depletion shall 
be 27Yz per centum of the gross income fronl the property dur
ing the taxable year. Such allowance shall not exceed 50 per 
centum of the net income of the taxpayer (computed without 
allowance for depletion) from the property, except that in no 
case shall the depletion allowance be less than it would be if 
computed without reference to this paragraph. 

SEC. 115. DISTRIBUTIONS BY CORPORATIONS. 

(a) Definition of dividend.-The term" dividend" when used in this 
title (except in section 203 (a) (4) and section 207 (c) (1) ) means any 
distribution made by a corporation to its shareholders 1 whether in 
money or in other property, out of its earnings or profits aceumulated 
after February 28, 1913. 

(b) Source of distributions.-For the purposes of this Act every 
distribution is made out of earnings or profits to the extent thereof, 
and fronl the most recently accumulated earnings or profits. Any 
earnings or profits accumulated, 01' increase in value of property ac
crued, before March 1, 1913, lnay be distributed exempt from tax, 
after the earnings and profits accumulated oJter February 28, 1913, 
have been distributed, but any such tax-free distribution shall be 
applied against and reduce the basis of the stock provided in section 
113. 

(c) Distributions in liquidation.-Amounts distributed in complete 
liquidation of a corporation shall be treated as in full payment in 
exchange for the stock, and amounts distributed in partial liquida
tion of a corporation shall be treated as in part or full payment in 
exchange for the stock. The gain or loss to the distributee resulting 
from such exchange shall be de termined under sec tion 111, but shall be 
recognized only to the extent provided in section 112. In the case of 
amounts distributed in pm-tialliquidation (other than a distribution 
within the provisions of section 112 (h) of stock or securities in con
nection with a reorganization) the part of such distribution which is 
properly chargeable to capital account shall not be considered a 
distribution of earnings or profits within the meaning of subsection (b) 
of this section for the purpose of determining the taxability of subse
quent distributions by the corporation. 

(d) Other distributions from capital.-If any distribution (not in 
partial or complete liquidation) made by a corporation to its share
holders is not out of increase in value of property accrued before 
March 1, 1913, and is not out of earnings or profits, then the amount 
of such distribution shall be applied against and reduce the basis of 
the stock provided in section 113, and if in excess of such basis, such 
excess shall be taxable in the same manner as a gain from the sale or 
Qxchflne-e of Droperty . . The provisions of this subsection shall also 
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apply to distributions frOln depletion reserves based on the discovery 
value of nlines. 

(e) Distributions by personal service corporations.-Any distribu
tion made by a corporation, which was classified as a personal service 
corporation under the provisions of the Revenue Act of 1 9 18 or the 
Revenue Act of 1921, out of its earnings or profits which were taxable 
in accordance with the provisions of section 218 of the Revenue Act 
of 1918 or section 218 of the Revenue Act of 1921, shall be exempt 
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 such stock was issued as a stock dividend) at 
such time and in such luanner as to make the distribution and can
cellation or redemption in whole 01' in part essentially equivalent to 
the distribution of a taxable dividend, the amount so distributed in 
redemption or cancellation of the stock, to the extent that it repre
sents a distribution of earnings or profits accunlulated after Febru
ary 28, 1913, shall be treated as a taxable dividend. In the case of 
the cancellation or redemptjon of stock not issued as a stock dividend 
this subsection shall apply only if the cancellation or redemption is 
made after !January 1, 1926. 

(h) Definition of partial liquidation.-As used in this section the 
term "alnounts distributed in partial liquidation" means 1 a distri
bution by a corporation in complete cancellation or redmuption of a 
part of its stock, or one of a series of distributions in complete can
cellation or redenlption of all or a portion of its stock. 

SEC. 116. EXCLUSIONS FROM GROSS INCOME. 

In addition to the items specified in section 22(b), the following 
items shall not be included in gross income and shall be exempt from 
taxa tion under this title: 

(a) Earned income from sources without United States.-In the 
case of an individual citizen of the United States, a bona fide nonresi
dent of the United States for more than six months during the taxable 
year, amounts received from sources without the United States if 
such amounts constitute earned income as defined in section 31; but 
such individual shall not be allowed as a deduction fronl his gross 
inconle any deductions properly allocable to or chargeable against 
amounts excluded from gross inconle under this subsection. 

(b) Income of foreign governments.-The income of foreign gov
ernnlents received frOln investluents in the United States in stocks, 
bonds, or other domestic securities, owned by such foreign govern
ments, or from interest on deposits in banks in the United States of 
moneys belonging to such foreign governments, or from any other 
source within the United States. 

(c) Income of States, municipalities, etc.-Income derived from 
any public utility or the exercise of any essential governmental 
function and accruing to any State, Territory, or the District of 
Columbia, or any political subdivision of a State or Territory, or 
income accruing to the Governnlent of any possession of the United 
States, or any political subdivision thereof. 

Whenever any State, Territory, or the District of Colulllbia, or 
any political subdivision of a State or Territory, prior to September 
8, 1916, entered in good faith into a contract with any person, the 
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object and purpose of which is to acquire, construct, operate, or 
maintain a public utility-

(1) If by the terms of such contract the tax imposed by this 
title is to be paid out of the proceeds from the operation of such 
public utility, prior to any division of such proceeds between the 
person and the State, Territory, political subdivision, or the Dis
trict of Colulnbia, and if, but for the imposition of the tax imposed 
by this title, a part of such proceeds for the taxable year would 
accrue directly to or for the use of such State, Territory, political 
subdivision, or the District of Columbia, then a tax upon the net 
income from the operation of such public utility shall be levied, 
assessed, collected, and paid in the manner and at the rates 
prescribed in this title, but there shall be refunded to such State, 
Territory, political subdivision, or the District of Columbia 
(under rules and regulations to be prescribed by the Commis
sioner with the approval of the Secretary) an amount which 
bears the same relation to the amount of the tax as the amount 
which (but for the irnposition of the tax imposed by this title) 
would have accrued directly to or for the use of such State, 
Territory, political subdivision, or the District of Columbia, 
bears to the amount of the net income from the operation of 
such public utility for such taxable year. 

(2) If by the terms of such contract no part of the proceeds 
from the operation of the public utility for the taxable year 
would, irrespective of the tax ilnposed by this title, accrue 
directly to or for the use of such State, Territory, political sub
division, or the District of Columbia, then the tax upon the net 
income of such person from the operation of such public utility 
shall be levied, assessed, collected, and paid in the manner and 
at the rates prescribed in this title. 

(d) Dividends from "China Trade Act" corporation.-In the case 
of a person, amounts distributed as dividends to or for his benefit 
by a corporation organized under the China Trade Act, 1922, if, at 
the tinle of such distribution, he is a resident of China, and the 
equitable right to the inconle of the shares of stock of the corporation 
is in good faith vested in him. 

(e) Shipowners' protection and indemnity associations.-The re
ceipts of shipowners' mutual protection and indemnity associations 
not organized for profit, and no part of the net earnings of which 
inures to the benefit of any private shareholder; but such corpora
tions shall be subject as other persons to the tax upon their net 
income frOln interest, dividends, and rent's. 

SEC. 117. NET LOSSES. 
(a) Definition of "net loss" ,-As used in this section the term 

"net loss" means the excess of the deductions -allowed by this title 
over the gross income, with the following exceptions and limitations: 

(1) NON-BUSINESS DEDUCTIoNs.-Deductions otherwise al
lowed by law not attributable to the operation of a trade or busi
ness regularly carried on by the taxpayer shall be allowed only to 
the extent of the amount of the gross income not derived from 
such trade or business; 

(2) CAPITAL LossEs.-In the case of a taxpayer other than a 
corporation, deductions for capital losses otherwise allowed by 
law shall be allowed only to the extent of the capital gains; 
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(3) DEPLETIoN.-The deduction for depletion shall not ex
ceed the amount which would be allowable if computed without 
reference to discovery value, or to percentage dcple~ion under 
section 114(b)(3); 

(4) DIVIDENDs.-The deduction provided for in section 23(p) 
of amounts received as dividends shall not te allowed; 

(5) INTEREsT.-There shall be included in computing gross 
inCOlne the amount of interest received free from tax under this 
title, decreased by the amount of interest paid or accrued which 
is not allowed as a deduction by section 23(b); 

(6) NET LOSS NOT TO PRODUCE NET Loss.-In computing the 
net loss for any taxable year a net loss for a prior year shall not 
be allowed as a deduction. 

(b) Net loss as a deduction.-If, for any taxable year, it appears 
upon the production of evidence satisfactory to the Comnlissioner 
that any taxpayer has sustained a net loss, the amount thereof 
shall be allowed as a deduction in computing the Het income of the 
taxpayer for the succeeding taxable year (hereinafter in this section 
called "second year"), and if such net loss is in excess of such net 
income (computed without such deduction), the amount of such 
excess shall be allowed as a deduction in computing the net income 
for the next succeeding taxable year (hereinafter in this section 
c~lled "third year"); the deduction in all cases to be made under 
regulations prescribed by the COlnmissioner with the approval of 
the Secretary. 

(c) Capital net gain or loss in second year.-
(I) OAP1TAL NET Loss.-If in the second year the taxpayer 

(other than a corporation) sustains a capital net loss, the de
duction allowed by subsection (b) of this section shall first be 
applied as a deduction in c0lnputing the ordinary net income for 
such year. If the deduction is in excess of the ordinary net 
incOIne (computed without such deduction) then the amount 
of such excess shall be allowed as a deduction in computing net 
incOlne for the third yenr. . 

(2) CAPITAL NET GAIN.-If in the second year the taxpayer 
(other than a corporation) has a capital net gain, the deduction 
allowed by subsection (b) of this section shall first be applied as 
a deduction in computing the ordinary net income for such 
yeftr. If the deduction is in excess of the ordinary net income 
(computed without such deduction) the amount of such excess 
shal1 next be applied against the capital net gain for such year, 
and if in excess of the capital net gain the amount of that excess 
shall be allowed as a deduction in cOlnputing net income for 
the third year. 

(d) Capital net gain or loss in third year.-If any portion of a net 
loss is allowed as a deduction in conlputing net income for the third 
year, under the provisions of either subsection (b) or (c) of this section 
and the taxpayer (other than a corporation) has in such year a capital 
net gain or a capital net loss, then the method of allowing such de
duction in such third year shall be the same as provided in sub
section (c). 

(e) Net loss for 1925 or 1926.-If for the taxable year 1925 or 1926 
a taxpayer sustained a net loss within the provisions of the Revenue 
Act of 1926, the amount of such net loss shall be allowed as a deduc-
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tion in computing net income for the two succeeding taxable years 
to the same extent and in the same manner as a net loss sustained for 
one taxable year is, under this Act, allowed as a deduction for the 
two succeeding taxable years. 

(f) Fiscal year returns.-If a taxpayer makes return for a period 
beginning in one calendar year (hereinafter in this subsection called 
"first calendar year") and ending in the following calendar yeal 
(hereinafter in this subsection called "second calendar year") and 
the law applicable to the second calendar year is different from the 
law applicable to the first calendar year, then his net loss for the 
period ending during the second calendar year shall be the sum of: 
(1) the same proportion of a net loss for the entire period, determined 
under tbe law applicable to the first calendar year, which the portion 
of such period falling within such calendar year is of the entire period; 
and (2) the same proportion of a net loss for the entire period, de
termined under the law applicable to the second calendar year, which 
the portion of such period falling within such calendar year is of the 
entire period. 

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 wbere it appears 
that within thirty days before or after the date of such sale or other 
disposition the taxpayer has acquired (otherwise than by bequest or 
inheritance) or has entered into a contract or option to acquire sub
stantially identical property, and the property so acquired is held by 
the taxpayer for any period after such sale or other disposition, no 
deduction for the loss shall be allowed under section 23 (e) (2) of 
this title, or under section 23 (f) unless the claim is made by a cor
poration, a dealer in stocks or securities, and with respect to a trans
action made in the ordinary course of its business. If such acquisi
tion or the contract or option to acquire is to the extent of part 
only of substantially identical property, then only a proportionate 
part of the loss shall be disallowed. 

SEC. 119. INCOME FROM SOURCES WITHIN UNITED STATES. 

(a) Gross income from sources in United States.-The following items 
of gross income shall be treateJ as income :from sources within the 
United. States: 

(1) IXTEREsT.-Interest on bonds: notes, Or other intcrest
bearing obligations of residents, corporate or otherwise, not 
incluc1ing- . 

(A) interest on deposits with persons carrying on the 
banking bllsine.ss paid to persons not engaged in business 
within the United States and not having an omce or place 
of business therein. or 

(B) interest recciyed from a resident alien individual , a 
resident foreign corporation, 01' a domest ic corporation, 
,,,hen it is shown to the satisfactjon of the Commissioner 
that Jess than 20 per centum of the gross income of s11eb 
r esident payor 01' domestic corporation has been derived 
from sources ,,·ithin the United States, as determined nnder' 
the provisions of this section, for the three-year period end
ing with the close of the taxable year of such payor preced-
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lng the payment of such interest, or for such part of such 
period as may be applicable; 

(2) DIVIDENDs.-The amount received as dividends-
(A) from a domestic corporation other than a corpora

tion entitled to the benefits of section 251, and other than 
a corporation less than 20 per centum of whose gross income 
is shown to the satisfaction of the Commissioner to have 
been derived from sources within the United States, as 
determined under the provisions of this section, for the 
three-year period ending with the close of the taxable year 
of such corporation preceding the declaration of such divi
dends (or for such part of such period as the corporation 
has been in existence), or 

(B) from a foreign corporation unless less than 50 per 
centum 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 sources within the United 
States as determined under the provisions of this section; 

(3) PERSONAL SERVICEs.-Compensation for labor or personal 
services performed in the United States; 

(4) RENTALS AND ROYALTIEs.-Rentals or royalties from prop
erty located in the United States or from any interest in such 
property, including rentals or royalties for the use of or for the 
privilege of using in the United States, patents, copyrights, 
secret processes and formulas, good will, trade-marks, trade 
brands, franchises, and other like property; and 

(5) SALE OF REAL PROPERTy.-Gains, profits, and income from 
the sale of real property located in the United States. 

(b) Net income from sources in United States.-From the items of 
OTOSS income specified in subsection (a) of this section there shall be 
deducted the expenses, losses, and other deductions properly appor
tioned or allocated thereto and a ratable part of any expenses, losses, 
or other deductions which can not definitely be allocated to some item 
or class of gross income. The remainder, if any, shall be included in 
full as net income fl'om sonrces within the United States. 

(c) Gross income from sources without United States.-The following 
items of gross income shall be treated as income from sources without 
the United States: 

(1) Interest other than that derived from sources wi thin the 
United States as provided in subsection (a) (1) of this section; 

(2) Dividends other than those derived from sources within 
the United States as provided in subsection (a) (2) of this 
section; 

(3) Compensation for labor or personal services performed 
without the United States; . 

( 4) Rentals or royalties from property located 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-niarks, trade brands, franchises, 
and other like properties; and 

(5) Gains, profits, and income from the sale of real property 
located without the United States. 
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(d) Net income from sources without United States.-:---From the items 
of gross income specified in subsection (c) of this section the~'e shall be 
deducted the expenses, losses, and other dednctions properly appor
tioned or allocated thereto, and a ratable part of any expenses, losses, 
or other deductions which can not definitely be allocated to some item 
or class of gross income. The remainder, if any, shall be treated in 
full as net income from sources without the United States. 

(e) Income from sources partly within and partly without United 
States.-Items of gross income, expenseS', losses and deductions, other. 
than those specified in subsections (a) and (c) of this section, shall 
be allocated or apportioned to sources within or without the United 
States, under rules and regulations prescribed by the Commissioner 
with the approval of the Secreta!.'y. 'Vhere items of gross income are 
separately allocated to sources 'within the United States, there shall 
be deducted (for the purpose of computing the net income therefrom) 
the expenses, losses and other deductions properly apportioned or 
allocated thereto and a ratable part of other expenses, losses or 
other deductions which can not definitely be allocated to some item 
or class of gross in come. The remainder, if any, shall be included 
in full as net income from sources within the United States. In 
the case of gross income derived from sources partly within and 
partly without the United States, the net income may first be com
puted by deducting the expenses, losses or other deductions appor
tioned or allocated thereto and a ratable part of any expenses, losses 
or other deductions which can not definitely be allocated to some 
items or class of gross income; and the portion of such net income 
attributable to sources within the United States may be determined 
by processes or formulas of general apportionment prescribed by the 
Commissioner with the approval of the Secretary. Gains, profits 
and income from-

(1) transportation or other services rendered partly within 
and partly without the United States, or 

(2) from the sale of personal property produced (in whole 
or in part) by the taxpayer within and sold without the United 
States, or produced (in whole or in part) by the taxpayer with
out and sold within the United States, 

shall be treated as derived partly from sources with:n and partly 
from sources without the United States. Gains, profits and incom€ 
derived from the purchase of personal property within and its sale 
without the United States or from the purchase of personal property 
wjthout and its sale within the United States, shall be treated as 
derived entirely from sonrces within the country in which sold, 
except that gains, profits and 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 partly from sources 
within and partly from sources without the United States. 

(f) Definitions.-As used in this section the words" sale" or " sold" 
include" exchange" or "exchanged"; and the word" produced" in
cludes " created," " fabricated," "manufactured," "extracted," " proc ... 
essed," "cured," or "aged.~' 
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SEC. 120. UNLIMITED DEDUCTION FOR CHARITABLE, ETC., CON· 
TRIBUTIONS. 
In the case of an incliyidllal if in the taxable year and in each of 

the ten preceding taxable years the amount of the contributions or 
gifts described in section 23 (n) pIns the amonnt of income, war
profits, or excess-profits taxes paid during such year in respect of 
preceding taxable years, exceeds 90 per centum of the taxpayer's 
net income for each such year, as computed without the benefit of 
section 23 (n), then the 15 per centum limit imposed by such section 
shall not be applicable. 

Supplement C-Credits against Tax 
[Supplementary to Subtitle B, Part III] 

SEC. 131. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF 
UNITED STATES. 

(a) Allowance of credit.-The tax imposed by this title shall be 
credi ted wi th : • 

(1) CITIZEN AND DOMESTIC CORPORATION.-In the case of a 
citizen of the United States and of a domestic corporation, the 
amount of any income, war-profits, and excess-profits taxes paid 

. or accrued during the taxable year to any foreign country or to 
any possession of the United States; and 

(2) RESIDENT OF UNITED STATEs.-In the case of a resident 
of the United States, the amount of any such taxes paid or 
accrued during the taxable year to any possession of the United 
States; and 

(3) ALIEN RESIDENT OF UNITED STATEs.-In the case of an 
alien resident of the United States, the amount of any such 
taxes paid or accrued during the taxable year to any foreign 
eountry, if the foreign country of which sueh alien resident is 
a eitizen or subject, in imposing such taxes, allows a similar 
credit to citizens of the United States residing in such eountry; 
and 

(4) PARTNERSHIPS AND ESTATEs.-In the case of any such 
individual who is a member of a partnership or a beneficiary of 
an estate or trust, his proportionate share of such taxes of the 
partnership or the estate or trust paid or accrued during the 
taxable year to a foreign country or to any possession of the 
United States, as the case Illay be. 

(b) Limit on credit.-In no case shall the amount of credit taken 
under this section exeeed the same proportion of the tax (computed 
on the basis of the taxpayer's net income without the deduction of 
any income, war-profits, or excess-profits tax any part of which may 
be allowed to him as a credit by this section), against which sueh 
credit is taken, which the taxpayer's net ineome (eomputed without 
the deduction of any sueh income, war-profits, or excess-profits tax) 
from sources without the United States bears to his entire net income 
(eomputed without such deduction) for the same taxable year. 

(c) Adjustments on payment of accrued taxes.-If accrued taxes 
when paid differ from the amounts claimed as credits by the tax
payer, or if any tax paid is refunded in whole or in part, the taxpayer 
shall notify the Commissioner, who shall redetermine the amount 
of the tax for the year or years affected, and the amount of tax due 
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upon such redetermination, if any, shall be paid by the taxpayer 
upon notice and demand by the collector, or the amount of tax 
overpaid, if any, shall be cr~dited or refunded to the taxpayer in 
accordance with the provisions of section 322. In the case of such a 
tax accrued but not paid, the Commissioner as a condition precedent 
to the allowance of this credit may require the taxpayer to give a 
bond with sureties satisfactory to and to be approved by the Com
missioner in such sum as the Commissioner nlay require, conditioned 
upon the payment by the taxpayer of any amount of tax found due 
upon any such redetermination; and the bond herein prescribed shall 
contain such further conditions as the Commissioner nlay require. 

(d) Year in which credit taken.-The credits provided for in this 
section may, at the option of the taxpayer and irrespective of the 
method of accounting employed in keeping his books, be taken in 
the year in which the taxes of the foreign country or the possession 
of the United States accrued, subject, however, to the conditions 
prescribed in subsection (c) of this section. If the taxpayer elects to 
take such credits in the year in which the taxes of the foreign country 
or the possession of thJ3 United States accrued, the credits for all 
subsequent years shall be taken upon the SaIne basis. 

(e) Proof of credits.-These credits shall be allowed only if the 
taxpayer furnishes evidence satisfactory to the Commissioner showing 
the amount of income derived fronl sources without the United 
States, and all other information necessary for the verification "and 
computation of such credits. 

(f) Taxes of foreign subsidiary.-For the purposes of this section 
a domestic corporation which owns a majority of the voting stock 
of a foreign corporation from which it receives divid~nds (not 
deductible under section 23(p)) in any taxable year shall be 
deemed to have paid the same proportion of any income, war-profits, 
or excess-profits taxes paid by such foreign corporation to any foreign 
country or to any possession of the United States, upon or with 
respect to the accumulated profits of such foreign corporation from 
which such dividends were paid, which the amount of such dividends 
bears to the amount of such accumulated profits: Provided, That 
the credit allowed to any domestic corporation under this subsection 
shall in no case exceed the same proportion of the taxes against which 
it is credited, which the alnount of such dividends bears to the 
amount of the entire net income of the domestic corporation in 
which such dividends are included. The term "accumulated 
profits" when used in this subsection in reference to a foreign cor
poration, means the amount of its gains, profits, or income in excess 
of the income, war-profits, and excess-profits taxes imposed upon or 
with respect to such profits or income; and the Commissioner with 
the approval of the Secretary.shall have full power to detennine from 
the accumulated profits of what year or years such dividends were 
paid; treating dividends paid in the first sixty days of any year as 
having been paid from the accumulated profits of the preceding year 
or years (unless to his satisfaction shown otherwise), and in other 
respects treating dividends as having been paid from the most 
recently accumulated gains, profits, or earnings. In the case of a 
foreign corporation, the income, war-profits, and excess-profits 
taxes of which are determined on the basis of an accounting period 
of less than one year, the word "year" as used in this subsection 
shall be construed to mean such accounting period. 
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(g) Corporations treated as foreign.-For the purposes of this 
section the following corporations shall be treated as foreign corpo
rations: 

(1) A corporation entitled to the benefits of section 251, 
by reason of receiving a large percentage of its gross income 
from sources within a possession of the United States; 

(2) A corporation organized under the China Trade Act, 
1922, and entitled to the credit provided for in section 261. 

SEC. 132. PAYMENTS UNDER 1926 ACT. 
Any amount paid before or after the enactment of this Act on 

account of the tax imposed for ft fiscal year beginning in 1926 and 
ending in 1927 by Title II of the Revenue Act of 1926 shall be 
credited toward the payment of the tax inlposed for such fiscal 
year by this Act, arid if the amount so paid exceeds the alnount of 
such tax imposed by this Act, the excess shall be credited or re
funded in accordance with the provisions of section 322. 

Supplenlent D-Returns and Payment of Tax· 
[Supplementary to Subtitle B, Part V] 

SEC. 141. CONSOLIDATED RETURNS OF CORPORATIONS. 

(a) Consolidated returns permitted.-Corporations which are 
affiliated within the meaning of this section nuty, for any taxable 
year, nlake separate returns or, under regulations prescribed by the 
Commissioner with the approval of the Secretary, lnake a consoli
dated return of net income for the purpose of this title, in which case 
the taxes thereunder shall be computed and determined upon the 
basis of such return. If return is Inade on either of such bases, all 
returns thereafter made shall be upon the same basis unless permis
sion to change the basis is granted by the Commissioner. 

(b) Co mputation and payment of tax.-In any case in which a 
tax is assessed upon the basis of a consolidated return, the total tax 
shall be computed in the first instance as a unit and shall then be 
assessed upon the respective affiliated corporations in such propor
tions as may be agreed upon aIllong them, or, in the absence of any 
such agreement, then on the basis of the net income properly assigna
ble to each. T here shall be allowed in computing the income tax 
only one specific credit computed as provided in seetion 26 (b). 

(c) Definition of ~.Jfiliation.-For the purpose of this section two or 
more domestic corporations shall be deemed to be affiliated (1) if 
one corporation owns at least 95 per centunl 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 same interests. As used in this 
subsection the tenu "stock n does not include nonvoting stoek which 
is limited and preferred as to dividends. 

(d) Ching, Trade Act corporations.-A corporation organized under 
the China Trade Act, 1922, shall not be deemed to be affiliated with 
any other corporation within the meaning of this section. 

(e) Corporations deriving income from possessions of United 
States.-:-For the purposes of this section a corporation entitled to 
the benefits of section 251, hy reason of receiving a large percentage 
of its income from possessions of the United States, shall be treated 
as a foreign corporation. 
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(f) Consolidation of accounts.-For consolidation of accounts of 
related trades or businesses, see section 45. 

SEC. 142. FIDUCIARY RETURNS. 

(a) Requirement of return.-Every fiduciary (except a receiver 
appointed by authority of law in possession of part only of the 
property of an individual) shall m ake under oath a return for any of 
the following individuals, esta tes, or trusts for which he acts, stating 
specifically the items of gross income thereof and the deductions and 
credits allowed under this title-

(1) Every individual having a net income for the taxable year 
of $1,500 or over, if single, or if married and not living with 
husband or wife; 

(2) Every individual having a net income for the taxable 
year of $3,500 or over, if married and living with husband or 
wife; 

(3) Every individual having a gross income for the taxable 
year of $5,000 or over, regardless of the amount of his net income; 
. (4) Every estate 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 the amount of the net 
income; and 

(6) Every estate or trust of which any beneficiary is a non
resident alien. 

(b) Joint fiduciaries. - Under such regulations as the Commissioner 
with the approval of the Secretary may prescribe a return made by 
one of two or more joint fiduciaries and filed in the office of the col
lector of the district where such fiduciary resides shall be sufficient 
compliance with the above requirement. Such fiduciary sh all m ake 
oath (1) that he has sufficient knowledge of the affairs of the individual, 
estate or trust for which the return is made, to enable him to make the 
return , and (2) that the re turn is, to the best of his knowledge and 
belief, true and correct. . 

(c) Law applicable to fiduciaries.-Any fiduciary required to make 
a return under this title shall be subj ect to all the provisions of this 
title which apply to individuals. 

SEC. 143 . WITHHOLDING OF TAX AT SOURCE. 

(a) Tax-fr ee covenant bonds.-
(1) REQUIREMENT OF WITHHOLDING.--In any case where 

bonds, mortgages, or deeds of trust, or other similar obliga tions 
of a corporation cont ain a contract or provision by which 
tho obligor agrees to pay any portion of the t ax imposed by 
this title upon the obligee, or to reimburse the obligee for any 
portion of the tax, or to pay the interest wi thout deduction for 
Dny tax which the obligor may be required or permitted to pay 
thereon, or to retain therefrom under any law of the United 
States, the obligor shall deduct and withhold a tax equal to 2 
per centum of the interest upon such bonds, mortgages , deeds of 
trust, or other obligations, whether such intereE) t is payable 
annually or at shorter or longer periods and whether payable to 
a nonresiden t alien individual or to an individual citizen or 
resident of the United States or to a partnership: Provided, 



REPORT ON INTEHNAL REVENUE TAXATION 43 

That the Commissioner may authorize such tax to be deducted 
and withheld in the ease of interest upon any such bonds, 
nlort.gages, deeds of trust, or other obligations, the owners of 

, which are not known to the withholding agent. 
(2) BENEFIT OF CREDITS AGAINST NET INCOME.-Such deduc

tion and withholding shall not be required in the case of a citizen 
or resident entitled to receive such interest, if he files 'with the 
withholding agent on or before February 1 a signed notice in 
writing claiming the benefit of the credits provided in section 
25(c) and (d); nor in the case of a nonresident alien individual 
if so provided for in regulations prescribed by the Conlmissioner 
under section 119. 

(3) 'YITHHOLDING AT LOWER RATE.--,-Such deduction and 
withholding shall be at the rate of lYz per centunl instead of at 
the rate of 2 per centUln in the case of a citizen or resident en
titled to receive s11ch interest if he files with the withholding 
agent on or before February 1 a signed notice in writing that his 
net incOlne in excess of the credits against net income provided 
in section 25 does not exceed $4,000. 

(4) INCOME OF OBLIGOR .A ... ND OBLIGEE.-The obligor shall not 
be allowed a deduction for the payment of the tax imposed by 
this title, or any other tax paid pursuant to the tax-free covenant 
clause, nor shall such tax be included in the gross income of the 
obligee. 

(b) Nonresident aliens.-All persons, in whatever capacity acting, 
including lessees or mortgagors cif real or personal property, fiduciaries, 
employers, and all officers and employees of the United States, having 
the control, receipt, custody, disposal, or payment of interest (except 
interest on deposits with persons carrying on the banking business 
paid to persons not engaged in business in the United States and 
not having an office or place of business therein), rent, salaries, 
wages: premiUlns, annuities, compensations, remunerations, emolu
ments, or other fixed or determinable annual or periodical gains, 
profits, and income, of any nonresident alien individual, or of any 
partnership not engaged in trade or business 'within the United 
States and not having any office or place of business therein and 
composed h"'1 whole or in part of nonresident aliens, (other than 
income received as dividends of the class allowed as a credit by 
section 25(a» shall (except in the cases provided for in subsection 
(a) of this section and except as otherwise provided in regulations 
prescribed by the Commissioner under section 119) deduct and with
hold fron1 such annual or periodical gaUlS, profits, and income a tax 
equal to 5 per centum thereof: Provided, That the Conllnissioner may 
authorize such tax to be deducted and withheld frOl11. the interest 
upon any securities the owners of which are not known to the with
holding agent. 

(c) Return and payment.-Every person required to deduct and 
withhold any tax under this section shall make return therE'of on or 
before March 15 of each year and shall on or before June 15, in lieu 
of the time prescribed in section 56, pay the tax to the official of the 
United States Government authorized to receive it. Every such 
person is hereby made liable for such tax and is hereby indemnified 
against the claims and demands of any person for the aIl10un t of any 
payments made in accordance with the provisions of this section. 
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(d) I?-come of recipient.-Income upon which any tax is required 
to be wIthheld at the source under this section shall be included in the 
return of the recipient of such income, but any amount of tax so 
withheld shall be credited against the amount of income tax as 
computed in such return. 

(e) Tax paid by recipient.-If any tax required under this section 
to be deducted and withheld is paid by the recipient of the income, it 
shall not be recollected from the withholding agent; nor in cases in 
which the tax is so paid shall any penalty be imposed upon or collected 
from the recipient of the income or the withholding agent for failure 
to return or pay the same, unless such failure was fraudulent and for 
the purpose of evading payment. 

(f) Refunds and credits.-Where there has been an overpayment 
of tax under this section any refund or credit made under the pro
visions of section 322 shall be made to the withholding agent unless 
the amount of such tax was actually withheld by the withholding 
agent. 

SEC. 144. PAYMENT OF CORPORATION INCOME TAX AT SOURCE. 

In the case of foreign corporations subject to taxation under this 
title not engaged in trade or business within the United States and 
not having any office or place of business therein, there shall be 
deducted and withheld at the source in the same manner and upon 
the same items of income as is provided in section 143 a tax equal to 
13 Y2 per centum thereof, and such tax shall be returned and paid 
in the same manner and subject to the same conditions as provided 
in that section: Provided, That in the case of interest described in 
subsection (a) of that section the deduction and withholding shall be 
at the rate of 2 per centum. 

SEC. 145. PENALTIES. 

(a) Any person required under this title to pay any tax, or required 
by law or regulations made under authority thereof to make a return, 
keep any records, or supply any information, for the purposes of the 
computation, assessment, or collection of any tax imposed by this 
title, who willfully fails to pay such tax, make such return, keep such 
records, or supply such information, at the time or times required by 
law or regulations, shall, in addition to other penalties provided by 
law, be guilty of a misdemeanor and, upon conviction thereof, be 
fined not more than $10,000, or imprisoned for not more than one 
year, or both, together with the costs of prosecution. 

(b) Any person required under this title to collect, account for, 
and pay over any tax imposed by this title, who willfully fails to 
collect or trn.thfully account for and pay over such tax, and any per
son who willfully attempts in any manner to evade or defeat any tax 
imposed by this title or the payment thereof, shall, in addition to 
other penalties provided by law, be guilty of a felony and, upon 
conviction thereof, be fined not nlore than $10,000, or imprisoned 
for not lnore than five years, or both, together with the costs of 
prosecution. 

(c) The term "person" as used in this section includes an officer 
or employee of a corporation or a member or employee of a partner
ship, who as such officer, employee, or member is under a duty to 
perform the act in respect of which the violation occurs. 
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SEC. 146. CLOSING BY COMMISSIONER OF TAXABLE YEAR. 

(a) Tax in jeopardy.-If the Conlmissioner finds that a taxpayer 
designs quickly to depart from the United States or to renlOve his 
property therefrom, or to coneeal himself or his property therein, or 
to do any other act tending to prejudice or to render wholly or partly 
ineffectnal proceedings to collect the tax for the taxable year then last 
past or the taxable year then current unless such proceedings be 
brought without delay, the Commissioner shall declare the taxable 
period for such taxpayer inln1.ediately terminated and shall cause 
notice of such finding and deelaration to be given the taxpayer, to
gether with a demand for inlmediate payment of the tax for the tax
able period so declared terminated and of the tax for the preceding 
taxable year or so nluch of such tax as is unpaid, whether or not the 
time otherwise allowed by law for filing return and paying the tax 
has expired; and such t.axes shall thereupon beconle immediately due 
and payable. In any proceeding in court brought to enforc.e pay
ment of taxes made due and payable by virtue of the provisions of 
this section the finding of the Commissioner, made as herein provided, 
whether llHtde after notice to the taxpayer or not, shall be for all 
purposes presnmptive evidence of the taxpayer's design. 

(b) Security for payment.-A taxpayer who is not in default in 
making any return or paying income, war-profits, or excess-profits 
tax under any Act of Congress may furnish to the United States, 
under regulations to be, prescribed by the Commissioner, with the 
approval of the Secretary, security approved by the Commissioner 
that he will duly make the return next thereafter required to be 
filed and pay the tax next thereafter required to be paid. The 
Commissioner may approve and accept in like manner security for 
return and payment of taxes made due and payable by virtue of the 
provisions of this section, provided the taxpayer has paid in full all 
other income, war-profits, or excess-profits taxes due from him under 
any Act of Congress. 

(c) Same-Exemption from sectioR.-If security is approved and 
accepted pursuant to the provisions of this section and such further 
or other security with respect to the tax or taxes covered thereby is 
given as the Comnlissioner shall from time to time find necessary and 
require, payment of such taxes shall not be enforced by any pro
ceedings under the provisions of this section prior to the expiration 
of the tinle otherwise allowed for paying such respective taxes. 

(d) Citizens.-In the case of a citizen of the United States or of a 
possession of the United States about to depart frOln the United 
States the Commissioner luay, at his discretion, waive any or all of 
the requirmnents plac.ed on the taxpayer by this section. 

(e) Departure of alien.-N 0 alien shall depart from the United 
States unless he first procures from the collector or agent in charge 
a certificate that he has conlplied \\-Tith all the obligations imposed 
upon him by the incOlne, war-profits, and excess-profits tax laws: 

(f) Addition to tax.-If a taxpayer violates or attempts to violate 
this section there shall, in addition to all other penalties, be added 
as part of the tax 25 per centum of the total amount of the tax 
or deficiency in the tax, together with interest at the rate of 1 per 
centum" a month from the time the tax became due. 
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SEC. 147. INFORMATION AT SOURCE. 
(a) Payments of $1,500 or more.-All persons, in whatever capacity 

acting, including lessees or mortgagors of real or per30nal property, 
fiduciaries, and employers, making payment to another person, of 
interest, rent, salaries, wages, premiums, annuities, compensations, 
remunerations, emoluments, or other fixed or determinable gains, 
profits, and inconle (other than payments described in section 148(a) 
or 149), of $1,500 or more in any taxable year, or, in the case of such 
payments made by the United States, the officers or employees of the 
United States having infonnation as to such payments and required 
to nlake returns in regard thereto by the regulations hereinafter pro
vided for, shall render a true and accurate return to the Commissioner, 
under such regulations and in such form and manner and to such 
extent as may be prescribed by hiln with the approval of the Secre
tary, setting forth the amount of such gains, profits, and incOlne, and 
the nanle and address of the recipient of such payment. 

(b) Returns regardless of amount of payment.-Such returns may 
be required, regardless of amounts, (1) in the case of payments of 
interest upon bonds, lnortgages, deeds of trust, or other similar 
obligations of corporations, and (2) in the case of collections of items 
(not payable in the United States) of interest upon the bonds of 
foreign countries and interest upon the bonds of and dividends from 
foreign corporations by persons undertaking as a matter of business 
or for profit the collection of foreign payments of such interest or 
dividends by lneans of coupons, checks, or bills of exchange. 

(c) Recipient to furnish name and address.-When necessary to 
make effective the provisions of this section the name and address 
of the recipjent of income shall be furnished upon demand of the 
person paying the income. 

(d) Obligations of United States.-The provisions of this section 
shall not apply to the payment of interest on obligations of the 
United States. 

SEC. 148. INFORMATION BY CORPORATIONS. 
(a) Dividend payments.-Every corporation subject to the tax 

imposed by this title shall, when required by the Commissioner, 
render a correct return, duly verified under oath, of its payments 
of dividends, stating the name and address of each shareholder, the 
number of shares owned by him, and the amount of dividends paid 
to him. 

(b) Profits of taxable year declared as dividends.-There shall be 
included in the return or appended thereto a statement of such facts 
as will enable the Commissioner to determine the portion of the 
earnings or profits of the corporation (including gains, profits and 
income not taxed) accumulated during the taxable year for which 
the return is made, which have been distributed or ordered to b dis
tributed, respectively, to its shareholders during such year. 

(c) Accumulated gains and profits.-vVhen requested by the Com
missioner, or any collector, every corporation shall forward to him a 
correct statement of accumulated gains and profits and the names and 
addresses of the individuals or shareholders who would be entitled to 
the same if divided or distributed, and of the amounts that would be 
payable to each. 
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SEC. 149. RETURNS OF BROKERS. 

Every person doing business as a broker shall, when required by 
the Commissioner, render a correct return duly verified under oath, 
under such rules and regulations as the Commissioner, with the 
approval of the Secretary, may prescribe, showing the names of cus
tomers for whom such person has transacted any business, with such 
details as to the profits, losses, or other information which the Com
missioner may require, as to each of such customers, as \vill enable 
the Commissioner to deterrnine whether all income tax due on profits 
or gains of such customers has been paid. 

SEC. 150. COLLECTION OF FOREIGN ITEMS. 

All persons undertaking as a matter of business or for profit the 
collection of foreign payments of interest or dividends by means of 
coupons, checks, or bills of exchange shall obtain a license from the 
Commissioner and shall be subject to such regulations enabling the 
Government to obtain the information required under this title as 
the Comnlissioner, with the approval of the Secretary, shall prescribe; 
and whoever knowingly undertakes to collect such payments without 
having obtained a license therefor, or without complying with such 
regulations, shall be guilty of a misdemeanor and shall be fined not 
more than $5,000 or imprisoned for not more than one year, or both .. 

Supplement E-Estates and Trusts 

SEC. 161. IMPOSITION OF TAX. 

(a) Application of tax.-The taxes imposed by this title upon 
individuals shall apply to the income of estates or of any kind of 
property held in trust) including-

(1) Income accumulated in trust for the benefit of unborn or 
unascertained 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 is to be distributed currently by the fidu
ciary to the beneficiaries, and income collected by a guardian of an 
infant which is to be held or distributed as the court may direct; 

(3) Income received by estates of deceased persons during 
the period of administration or settlement of the estate; and 

(4) Income which, in the discretion of the fiduciary, lnay be 
either distributed to the beneficiaries or accumulated. 

(b) Computation and payment.-The tax shall be computed 
upon the net income of the estate or trust, and shall be paid by 
the fiduciary, except as provided in section 166 (relating to revocable 
trusts) and section 167 (relating to income for benefit of the grantor). 

SEC. 162. NET INCOME. 

The net income of the estate or trust shall be computed in the same 
manner and on the same basis as in the case of an individual, except 
that-

(a) There shall be allowed as a deduction (in lieu of the deduc
tion for charitable, etc.~ contributions authorized by section 23 (n)) 
any part of the gross income, without limitation, which pursuant 
to the terms of the will or deed creating the trust, is during the 
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. 
taxable year paid or permanently set aside for the purposes and in 
the manner specified in section 23 (n), or is to be used exclusively 
for religious, charitable, scientific, literary, or educational purposes, 
or for the preven tion of cruel ty to children or animals, or for the estab
lishment, acquisition, maintenance or operation of a public cemetery 
not operated for profit; 

(b) There shall be allowed as an additional deduction in cOlnputing 
the net income of the estate or trust 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 amount of 
the income collected by a guardian of an infant which is to be held 
or distributed as the court may direct, but the amount so allowed as 
a deduction shall be included in computing the net income of the 
beneficiaries whether distributed to them or not. Any amount 
allowed as a deduction under this paragraph shall not be allowed as 
a deduction under subsection (c) of this section in the sanle or any 
succeeding taxable year; . 

(c) In the case of income received by estates of deceased persons 
during the period of adnlinistration or settlement of the estate, 
and in the cas~ of income which, in the discretion of the fiduciary, 
may be either distributed to the beneficiary or accumulated, there 
shall be allowed as an additional deduction in computing the net 
income of the estate or trust the amount of the income of the estate 
or trust for its taxable year which is properly paid or credited during 
such year to any legatee, heir, or beneficiary, but the amount so 
allowed as a deduction shall be included in computing the net income 
of the legatee, heir, or beneficiary. 

SEC. 163. CREDITS AGAINST NET INCOME. 

(a) Credits of estate or trust.-For the purpose of the normal tax 
the estate or trust shall be allowed the same personal exemption as 
is allowed to a single person under section 25 (c), and, if no part of the 
income of the estate or trust is included in C0111puting the net income 
of any legatee, heir, or beneficiary, then in addition the same credits 
against net income for dividends and interest as are allowed by sec
tion 25 (a) and (b). 

(b) Credits of beneficiary.-If any part of the income of un estate 
or trust is included in computing the net income of any legatee, heir, 
or beneficiary, such legatee, heir, or beneficiary shall, for the purpose 
of the normal tax, be allowed as credits against net income, in addi
tion to the credits allowed to him under section 25, his proportionate 
share of such amounts of dividends and interest specified in section 
25(a) and (b) as are, under this Supplement, required to be included 
in computing his net income. Any remaining portion of such 
amounts specified in section 25(a) and (b) shall, for the purpose of the 
normal tax, be allowed as credits to the estate or trust. 

SEC. 164. DIFFERENT TAXABLE YEARS. 

If the taxable year of a beneficiary is different from that of the 
estate or trust, the amount which he is required, under section 163 (b), 
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. 
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SEC. 165. EMPLOYEES' TRUSTS. 

A trust created by an employer as a part of a stock bonus, pension, 
or profit-sharing plan for the exclusive benefit of some or all of his 
employees, to which contributions are Inade by such mnployer, or 
employees, or both, for the purpose of distributing to such employees 
the earnings and principal of the fund accunlulated by the trust in 
accordance with such plan, shall not be taxable under section 161, 
but the alnount actually distributed or made available to any dis
tributee shall be taxable to him in the year in which so distributed 
or made available to the extent that it exceeds the amounts paid 
in by him. Such clistributees shall for the purpose of the normal 
tax be allowed as credits against net income such part of the amount 
so distributed or made available as represents the items of divi
dends and interest specified in section 25(a) and (b). 

SEC. 166. REVOCABLE TRUSTS. 

vVhere the grantor of a trust has, at any time during the taxable 
year, either alone or in conjunction with any person not a bene
ficiary of the trust, the power to revest in himself title to any part of 
the corpus of the trust, then the income of such part of the trust 
for such taxable year shall be included in computing the net income 
?f the grantor. 

SEC. 167. INCOME FOR BENEFIT OF GRANTOR.' 

Where any part of the income of a trust may, in the discretion of 
the grantor of the trust, either alone or in conjunction with any per
son not a beneficiary of the trust, be distributed to the grantor or 
be held or acculllulated for future distribution to him, or where any 
part of the incolne of a trust is or Inay be applied to the payment 
of premiums upon policies of insurance on the life of the grantor 
(except policies of insurance irrevocably payable for the purposes 
and in the nlanner specified in section 23 (n), relating to the so
called "charitable contribution" deduction), such part of the in
come of the trust shall be included in computing the net income 
of the grantor. 

SEC. 168. CAPITAL NET GAINS AND LOSSES. 

In the case of an estate or'trust, or of a beneficiary of an estate or 
trust, the proper part of each share of the net income which consists, 
respec.tively, of ordinary net income, capital net gain, or capital net 
loss, shall be determined under rules and regulations to be prescribed 
by the Commissioner 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 beneficiary or to the estate or trust as provided in thjs 
Supplement, but at the rates and in the manner provided in 
section 101 (a) and (b), relating to capital net gains and losses. 

SEC. 169. NET LOSSES. 

The b~nefit of the special deduction for net losses allowed by section 
117 shall be allowed to an estate or trust under regulations prescribed 
by the Commissioner with the approval of the Secretary. 



50 REPORT ON INTERNAL REVENUE TAXATION 

SEC . 170. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF' 
UNITED STATES. 

The amount of income, war-profits, and excess-profits taxes imposed 
by foreign countries or possessions of the United States shall be 
allowed as a credit against the tax of the beneficiary of an estate or
trust to the extent provided in se.ction 131. 

Supplement F-Partnerships 

SEC. 181. PARTNERSHIP NOT TAXABLE. 

Individuals carrying on business in partnership shall be liable for
income tax only in their individual capacity. 

SEC. 182. r.AX OF PARTNERS. 

(a) General rule.-There shall be included in computing the 
net income of each partner his distributive share, whether dis
tributed or not, of the net income of the partnership for the 
taxable year, or, if his net income for such taxable year is com
puted upon the basis of a period different from that upon the basis 
of which the net income of the partnership is computed, then his 
distributive share of the net income of the partnership for any ac
counting period of the partnership ending within the taxable year
upon the basis of which the partner's net income is computed. 

(b) Partnership year embracing calendar years with different 
laws.- If a fiscal year of a partnership begins in one calendar year
and ends in another calendar year, and the law applicable to the 
second calendar year is different from the law applicable to the, 
first calendar year, then 

(1) the rates for the calendar year during which such fiscal 
year begins shall apply to an amount 6f each partner's share 
of such partnership net income (determined under the law 
applicable to such calendar year) equal to the proportion which 
the part of such fiscal year falling within such calendar year
bears to the full fiscal year, and 

(2) the rates for the calendar year during which such fiscal 
year ends shall apply to an amount of each partner's share of 
such partnership net income (determined under the law ap
plicable to such calendar year) equal to the proportion which 
the part of such fiscal year falling within such calendar year
bears to the full fiscal year. 

In such cases the part of such income subject to the rates in effect 
for the most recent calendar year shall be added to the other income 
of the taxpayer subject to such rates and the resulting amount shall 
be placed in the lowor brackets of the rate schedule applicable to 
such year, and the part of such income subject to the rates in effect 
for the next preceding calendar year shall be placed in the next 
higher brackets of the rate schedule applicable to such year. 

SEC. 183. COMPUTATION OF PARTNERSHIP INCOME. 

The net income of the partnership shall be computed in the same 
manner and on the same basis as in the case of an individual, except 
that the so-called "charitable contribution" deduction provided in 
section 23 en) shall not be allowed. . 
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SEC. 184. CREDITS AGAINST NET INCOME. 
The partner shall, for the purpose of the normal tax, be allowed as 

a credit against his net income, in addition to the credits allowed 
to him under section 25, his proportionate share of such amounts 
of dividends and interest specified in section 25(a) and (b) as are 
received by the partnership. 

SEC. 185. EARNED INCOTdE. 
In the case of the members of a partnership the proper part of 

each share of the net income which consists of earned ineome shall 
be det.ermined under rules and regulations to be prescribed by the 
Commissioner with the approval of the Secretary and shall be 
separately shown in the return of the partnership and shall be taxed 
to the member as provided in this Supplement. 

SEC. 186. CAPITAL NET GAINS AND LOSSES. 
In the case of the members of a partnership t.he proper part of 

each share of the net income which eonsists, respectively, of ordinary 
net. incOlne, capital net gain, or capital net loss, shall be determined 
under rules and regulations to be prescribed by the Comnlissioner 
with the approval of the Secretary, and shall be separately shown 
in the return of the partnership and shall be taxed to the member as 
provided in this Supplement, but at the rates and in the manner 
provided in section 101 ea) and (b), relating to capital net gains and 
losses. 

SEC. 187. NET LOSSES. 
The benefit of the special deduction for net losses allowed by 

section 117 shall be allowed to the members of a partnership under 
regulations prescribed by the Commissioner with the approval of the 
Secretary. 

SEC. 188. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF 
UNITED STATES. 
The amount of incOlne, war-profits, and excess-profits taxes im

posed by foreign countries or possessions of the United States shall 
be allowed as a credit against the tax of the mom bel' of a partner
ship to the extent provided in section 131. 

SEC. 189. PARTNERSHIP RETURNS. 
Every partnership· shall make a return for each taxable year, 

stating specifically the items of its gross incOlne and the deductions 
allowed by this title, and shall include in the return the ntt1nes and 
addresses of the individuals who would be entitled to share in the 
net inconle if distributed and the amount of the distributive share 
of each indiv.idual. The return shall be sworn to by anyone of the 
partners. 

Supplement G-Insurance Companies 
SEC. 201. TAX ON LIFE INSURANCE COMPANIES. 

(a) Definition.-, iVhen used in this title the term" life insurance 
cOlnpany" means an insurance company engaged in the business of 
issuing life insurance and annuity contracts (including contracts of 
conlbined life, health, and accident insurance), the reserve funds of 
which held for the fulfillment of such contracts comprise more than 
50 per centum of its total reserve funds. 
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(b) Rate of tax.-In lieu of the tax imposed by section 13, there' 
shall be levied, collected, and paid for each taxable year upon the net 
income of every life insurance company a tax as follows: 

(1) In the case of a domestic life insurance company, 12Yz. 
per centum of its net income; 

(2) In the case of a foreign life insurance company, 12 Y2 per 
centum of its net income fron1 sources within the United States. 

SEC. 202. GROSS INCOME OF LIFE INSURANCE COMPANIES. 
(a) In the case of a life insurance company the term" gross in

come" means the gross amount of income received during the taxable' 
year from interest, dividends, and rents. 

(b) The term" reserve funds required by law" includes, in the
case of assessment insurance, sums actually deposited by any com
pany or association ,,·ith State or Territorial officers pursuant to law 
as guaranty or re.serve funds, and any funds maintained under the 
charter or articles of incorporation of the company or association 
exclusively for the payment of claims arising under certificates of 
membership or policies issued upon the assessment plan and not 
subject to any other use. 

SEC. 203. NET INCOME 0]' LIFE INSURANCE COTdP ANIES. 
(a) General rule.-In the case of a life insurance company the term 

"net income" means the gross income less-
(1) TAX-FREE IXTEREsT.-The amonnt of interest receiYE'd dnr

ing the taxable year which under section 22 (b) is exempt from 
taxation under this title; 

(2) REt>ERVE FUNDs.-An amonnt equal to the excess, if any, 
over the deduction specified in paragraph (1) of this subsection,. 
of 4 per centum of the mean of the reserve funds required by 
lu IV and held at the beginning and end of the taxable year, plus 
(in case of life insurance companies issuing policies covering' 
life, health, and accident insurance combined in one policy issued 
on the y\"eeldy premium payment plan, continuing for life and 
not subject to ca ncellation) 4 per centum of the mean of snch 
reserve funds (not required by law) heid at the beginning and 
end of the taxable yenr, as the Commissioner finds to be necessary 
for the protection -of the holders of snch policies only; 

(3) DIVJDE1'I-ns.-The amonnt received as dividends (A) fl'om -
a dome~tic corporation other than a corp0l'ation entitled to the 
benefits of section 251, and other than a corporation organ
ized under the China Trade Act, 1922, or (B) from any foreign 
corporation wIlen it is shown to 1 he satisfaction of the Com
missioner that mOl'e than 50 pel' centum of the gross income 
of snch foreign corporation for the three-year pCl'iod endi1lg 
with the close of the taxable year preceding t.he clecLll'ntion of 
such dividends (01' for SHch part of such period as the foreign 
corporation has been in existence) was derived from ~ Olll'ces 
within the United States as determined under section 119; 

( 4) RESERVE Fon DIVIDENDs.-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 dividends payable during t.he year follow
ing the taxable year) the payment of which is deferred for a 
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period of not less than five years from the date of the policy 
contract; 

(5) INVESTMENT EXPENsEs.-Investment expenses paid during 
the taxable year: Pro'vided~ That if any general expenses are in 
part assigned to or included in the investment expenses, the total 
deduction under this paragraph shall not exceed one-fourth of 
1 per centulll of the book value of the means of the invested assets 
held at the beginning and end of the taxable year; 

(G) REAL ESTATE EXPENsEs.-Taxes and other expenses paid 
during the taxable year exclusively upon or with respect to the 
real estate owned by the company, not including taxes assessed 
against local benefits of a kind tending to increase the value of 
the property assessed, and not including any amount paid out 
for new buildings, or for permanent improvements or better
ments made to increase the value of any property. The deduc
tion allowed by this paragraph shall be allowed in the case of 
taxes imposed upon a shareholder of a company upon his interest 
as shareholder, which are paid by the company without reim
bursement from the shareholder, but in such cases no deduction 
shall be allowed the shareholder for the amount of such taxes; 

(7) DEPllECIATION.-A reasonable allowance for the exhaus
tion, wear and tear of property, including a reasonable allowance 
for obsolescence; 

(8) INTETIEST.-All interest paid or accrued within the taxable 
year on its indebtedness, except on indebtedness incurred or con
tinued to purchase or carry obligations or securities (other than 
obligations of the United States issued after September 24, 19fT, 
and originally subscribed for by the taxpayer) the interest upon 
which is "'holly exempt from taxation under this 6tle; and 

(9) SPECIFIC EXEl\IPTION.-In the case of a domestic life in
surance company, the net income of which (computed without 
the benefit of this paragraph) is $25,000 or less, the sum of 
$2,000; but if the net income is more than $25,000 the tax im
posed by section 201 shall not exceed the tax which would be pay
able if the $2,000 credit 'were allowed, plus the amount of the net 
incOlne in excess of $25,000. 

(b) Rental value of real estate.-N 0' deducticn shall be made under 
subsection (a) (G) and (7) of this section 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 re11tal value shall 
be not less than a sum ,vhich in addition to any rents received 
from other tenants shall provide a net income (after deducting taxes, 
depreciation, and all other expenses) at the rate of 4 per centum per
annum of the book value at the end of the taxable year of the real 
estate so mIned or occupied. 

(c) Foreign life insurance companies.-In the case of a foreign life 
insurance con1pany the amount of its net income for any taxable year 
from sonrces within the United States shall be the same proportion 
of its net income for the taxable year from sources within and with
out the United States, which the reserve funds required by law and 
held by it at the end of the taxable year upon business transacted 
within the United States is of the reserve funds held by it at the end 
of the taxable year upon all business transacted. 



54 REPORT ON INTERNAL REVENUE TAXATION 

SEC. 204. INSURANCE COMPANIES OTHER THAN LIFE OR lIUTU AL. 
(a) Imposition of tax.-In lieu of the tax imposed by section 13 

of this title, there shall be levied, collected, and paid for each taxable 
year upon the net income of eyery insurance company (other than a 
life or lnutual insurance company) a tax as follo,ys: 

(1) In the case of such a domestic insurance company, 12Y2 
per centum of its net income; 

(2) In the case of such a foreign insurance company, 12112 
per centum of its net income from sources within the United 
States. 

(b) Definition of income, etc.-In the case of an insnrance com
pany subject to the tax imposed by tl~is section-

(1) GROSS INCOl\IE.-" Gross lncome" means the combined 
gross amount earned during the taxable year, from investment 
income and from underwriting income as provided in this sub
section, computed on the basis of the underwriting and invest
ment exhibit of the annual statement approved by the National 
Convention of Insurance Commissioners; 

(2) NET INCOl\1E.-" Net income" means the gross income as 
defined in paragraph (1) of this subsection less the deductions 
allowed by subsection (c) of this section. . 

(3) INVESTMENT IKCOl\IE.-" Investment income" means the 
gross amount of income earned during the taxable year from 
interest, dividends, and rents, computed as follows: 

To all interest, dividends and rents received during the taxable 
year, add interest, dividends and rents due and accrued at the end 
of the taxable year, and deduct all interest, dividends and rents 
due and accrued at the end of the preceding taxable year; 

(4) UNDERWRITING INCOME.-" Underwriting income" means 
the premiums earned on insurance contracts during the taxable 
year less losses incurred and expenses incurred; 

(5) PREMIUl\IS EARNED.-" Premiums earned on insurance con
tracts during the taxable year" means an amount computed as 
follows: 

From the amount of gross premiums "Titten on insurance con
tracts during the taxable year, deduct return premiums and pre
miums paid for reinsurance. To the result so obtained add un
earned premiums on ontstanding business at the end of the pre
ceding taxable year and deduct llnearned premiums on outstand
ing business at the end of the taxable year; 

(6) LOSSES INCURRED.-" Losses incurred" means losses in
cnrred during the taxable year on insurance contracts, computed 
as follows: 

To 10s8es paid during the taxable year, add salvage and rein
surance recoverable outstanding at the end of the preceding 
taxable year, and deduct salvage and reinshrance recoverable 
outstanding at the end of the taxable year. To the result so 
obtained add all unpaid losses outstanding at the end of the 
taxable year and deduct unpaid losses outstanding at the end of 
the preceding taxable year; 

(7) EXPENSES INCUTIRED.-" Expenses incurred" means all ex
penses shown on the allnual statement approved by the National 
Convention of Insurance Commissioners, and shall be computed 
as follows: 
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To all expenses paid during the taxable year add expenses un
paid at the end of the taxable year and deduct expenses unpaid 
at the end of the preceding taxable year. For the purpose of 
computing the net income subject to the tax imposed by this 
section there shall be deducted from expenses incuned as defined 
in this paragraph all expenses incurred which are not allowed 
as deductions by subsection (c) of this section. 

(c) Deductions allowed.-In computing the net income of an insur
ance company subject to the tax imposed by this section there shall 
be allowed as deductions: 

(1) All ordinary and necessary expenses incuned, as provided 
in section 23 (a) ; 

(2) All interest as provided in section 23 (b) ; 
(3) Taxes as provided in section 23 (c) ; 
( 4) Losses incurred; 
(5) Bad debts in the nature of agency balances and bills 

receivable ascertained to be worthless and charged off within the 
taxable year; 

(6) The amount received as diyidends from corporations a8 
provided in section 23 (p) ; 

(7) The amount of interest earned during the taxable year 
which under section 22(b) (4) is exempt from taxation under 
this title, and the amonnt of interest allmved as a credit under 
section 26; 

(8) A reasonable allowance for the exhaustion, ,year and tear 
of property, as provided in section 23(k); 

(9) In the case of snch a domestic insurance company, the net 
income of which (computed without the benefit of this para
graph) is $25,000 or less, the sum of $2,000; 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 $2,000 credit were 
allowed, plus the amount of the net income in excess of $25,000. 

(d) Deductions of foreign corporation.-In the, case of a foreign cor
poration the deductions allowed in this section shall be allowed to the 
extent provided in Supplement I. 

(e) Double deductions.-Nothing in this section shall be construed to 
permit the same item to be twice deducted. 

SEC. 205. NET LOSSES. 
The benefit of the special deduction for net losses allmved by section 

117 shall be allowed to insurance companies subject to the tax imposed 
by section 201 or 204, under regulations prescribed by the Commis
sioner with the approval of thl3 Secretary. 

SEC. 206. TAXES OF FOREIGN COUNTRIES AND POSSESSIONS OF 
UNITED STATES. 
The amount of income, war-profits, and excess-profits taxes imposed 

by foreign countries or possessions of the United States shall be al
lowed as a credit against the tax of a domestic insurance company 
subject to the tax imposed by section 201 or 204, to the extent provided 
in the case of a domestic corporation in section 131, and in such cases 
" net income" as used in that section means the net income as defined 
in this Supplement. 
)< 
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SEC. 207. IvIUTUAL INSURANCE COMPANIES OTHER THAN LIFE. 
(a) Application of title.-lVlutual insnrance companies, other than 

life insurance companies, shall be taxable in the same manner as other 
corporations, except as hereinafter provided in this section. 

(b) Gross income.-l\lntual marine insurance companies shall in
clude in gross income the gross premiums collected and received by 
them less amounts paid for reinsurance. 

(c) Deductions.-In addition to the deductions allmved to corpora
tions by section 23 the following deductions to insurance companies 
shall · also be allowed, unless otherwise allowed-

(1) l\iUTUAL IN SURANCE COl\IPANIES OTHER THAN LIFE INSUR
ANcE.-In the case of mutual insurance companies other than life 
insurance companies-

(A) the net addition required by law to be made within 
t he taxable year to reserye funds (including in the case of 
assessment insnrance companies the actual deposit of snms 
with State or Territorial officers pursuant to law as additions 
to guarantee or reserye funds) ; and 

(B) the sums other than dividends paid within the tax
able year on policy and annuity contracts. 

(2) MUTUAL MARINE INS1JRANCE COl\IPANIEs.-In the case of 
mutual marine insurance companies, in addition to the deduc
tions allowed in paragraph (1) of this subsection, unless other
wise allowed, amounts repaid to policy holders on account of 
premiums previously paid by them, and interest paid upon such 
amounts between the ascertainment and the payment thereof; 

(3) l\iUTUAL INSURANCE COMPANIES OTHER THAN LIFE AND 1\IA
RIKE.-In the case of mutual insurance companies (including 
interinsurel'S and reciprocal underwriters, but not including 
mntual life or mutual marine insurance companies) requiring 
their members to make premium deposits to provide for losses 
and expenses, the amount of premium deposits returned to their 
policyholders and the amount of premium deposits retained for 
the payment of losses, expenses, and r einsurance reserves. 

Supplement H-Nonresident Alien Individuals 

SEC. 211. NORMAL TAX. 
(a) General rule.- In the case of a nonresident alien individual who 

is not a resident of a contiguous country, the normal tax shall be 
5 per centum of the amount of the net income in excess of the credits 
against net income allowed to such individual. 

(b) Aliens resident in contiguous countries.- I ll the case of an 
alien individu al resident in a eontiguolls country, the normal tax 
shall be an amount equal to the sum of the following: 

(1 ) 11;2 per centum of the amonnt by which the pal't of the 
net income attl'ibutable to "mges, salaries, professional fees, or 
other amonnts l'ec:ei yed as eompel1sation fol' pel'sonal services 
actually performed in the United St.ates, exceeds the personal 
exemption and credit for dependents ; but the amount taxable at. 
such 11/2 per centum rate shall not exceed $4,000; 

(2) 3 per centum of the amount by which such part of the net 
income exceeds the sum of (A) the personal exemption and 
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-credit for dependents, plus (B) $4,000; but the amount taxable 
at such 3 per centum rate shall not exceed $4,000; and 

(3) 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 this subsection plus (B) the total credits against net 
inCOlne allowed to such individual. 

(c) In lieu of normal tax under section l1.-The tax imposed by 
this section shall be in lieu of the normal tax imposed by section 11. 

SEC. 212. GROSS INCOME. 
(a) General rule.-In the case of a nonresident individual gross 

income includes only the gross income from sources within the United 
States. 

(b) Ships under foreign flag.-The income of a nonresident alien 
individual which consists exclusively of earnings derived from the 
operation of a ship or ships docUll1ented 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, 
shall not be included in gross income and shall be eXeInpt from 
taxation under this title. 

SEC. 213. DEDUCTIONS . 
. (a) General rule.-In the case of a nonresident alien individual the 

deductions shall be allowed only if and to the extent that they are 
connected with income from .sources within the United States; and 
the proper apportionment and allocation of the deductions with 
respect to sources of income within and without the United States 
'shall be determined as provided in section 119, under rules and regula
tions prescribed by the COlnmissioner with the approval of the 
Secretary. 

(b) Losses.-
(1) The deduction, for losses not connected with the trade or 

business if incurred in transactions for profit, allowed by section 
23(e) (2) shall be allowed whether or not connected with income 
from sources within the United States, but only if the profit, if 
such transaction had resulted in a profit, ,yolllc1 be taxable uncler 
this title. 

(2) The dednction for losses of property not connected with 
the trade or bnsiness if arising from certain casualties 01' theft, 
allowed by section 23 (e) (3), shall be alIo'wed whether or not con
nected ,lith income from sources within the United States, but 
only if the loss js of property within the United States. 

(c) Charitable, etc., contributiol1s.-The so-called" charitable con
triblltion" deduction allowed by section 23 (n) shall be allowed 
whether or not connected with income from sources within the United 
States, but only as to contributions or gifts made to domestic COl'pO
rations, or to commnnity chests, funds, or foundations, created in the 
United States, or to the vocational rehabilitation fund. 

SEC. 214. CREDITS AGAINST NET INCOME. 
In the case of a nonresident individual the personal exemption 

allowed by section 25(c) of this title shall be only $1,500. The 
credit for dependents allowed by section 25 (d) shall not be allowed 
in the case of a nonresident alien individual unless he is a resident 
{)f a contiguous country. 
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SEC. 215. ALLOWANCE OF DEDUCTIONS AND CREDITS. 

(a) Return to contain information.-A nonresident alien individual 
shall receive the benefit of the deductions and credits allowed to him 
in this title only by filing or causing to be filed with the collector a true
and accurate return of his total income received from all sources in 
the United States, in the manner prescribed in this title; including 
therein all the information which the Commissioner mav deem 
necessary for the calculation of such deductions and credits. v 

(b) Tax withheld at source.-The benefit of the personal exemption 
and credit for dependents, and of the reduced rate of tax provided 
for in section 211 (b), may, in the discretion of the Commissioner 
and under regulations prescribed by him with the approval of the 
Secretary, be received by a nonresident alien individual entitled 
thereto, by filing a claim therefor with the withholding agent. 

SEC. 216. CREDITS AGAINST TAX. 

A nonresident alien individual shall not be allowed the credits 
against the tax for taxes of foreign countries and possessions of the 
United States allowed by section 13I. 

SEC. 217. RETURNS. 
In the case of a nonresident alien individual the retnrn, in lieu or 

the time prescribed in section 52 (a), shall be made on or before the 
fifteenth day of the sixth month following the close of the fiscal year, 
or, if the return is made on the basis of the calendar year, then on 
or before the 15th day of J nne. 

SEC. 218. PAYMENT OF TAX. 
(a) Time of payment.-In the case of a nonresident alien indi

vidual the t.otal amount of tax imposed by this title shall be paid, 
in lieu of the time prescribed in section 56 (a.), on the fifteenth day 
of June following the close of the calendar year, or, if the return 
should be Inade on the basis of a fiscal year, then on the fifteenth day 
of the sixth month following the close of the fiscal year. 

(b) Withholding at source.-For withholding at source of tax on 
income of nonresident aliens, see section 143. 

Supplement I-Foreign Corporations 

SEC. 231. GROSS INCOME. 

(a) General rule.-Ill the case of a foreign corporation gross 
income includes only the gross income from sources within the 
United States. 

(b) Ships under foreign flag. - The income of a foreign corpora
tion, which consists exclusively of earnings derived from the opera
tion of a ship or ships documented 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, shall not be 
included in gross income and shall be exempt from taxation under 
this title. 
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SEC. 232. DEDUCTIONS. 

In the case of a foreign corporation the deductions shall be allowed 
only if and to the extent that they are connected with incOlne from 
sources within the United States; and the proper apportionment and 
allocation of the deductions with respect to sources within and with
out the United States shall be determined as provided in section 
119, under rules and regulations prescribed by the Comnli~sioner 
with the approval of the Secretary. 

SEC. 233. ALLOWANCE OF DEDUCTIONS AND CREDITS. 
A foreign corporation shall receive the benefit of the deductions 

and credits allowed to it in this title only by filing or causing to be 
filed w:ith the collector a true and accurate return of its total income 
reeeived fronl all sources in the United States, in the lnanner pre
scribed in this title; including therein all the information which the 
Commissioner may deem necessary for the calculation of such 
deductions and credits. 

SEC. 234. CREDITS AGAINST TAX. 
Foreign corporations shall not be allowed the credits against the 

tax for taxes of foreign countries and possessions of the United 
States allowed by section 131. 

SEC. 235. RETURNS. 

(a) Time for filing.-In the case of a foreign corporation not hav
ing any office or place of business in the United States the return, in 
lieu of the time prescribed in section 53 (b), shall be made on 01' before 
the fifteenth day of the sixth month following the close of the fiscal 
year, or, if the return is made on the basis of the calendar year, then 
on or before the fifteenth day of June. If any foreign corporation 
has no office or place of business in the United States but has an 
agent in the United States, the return shall be made by the agent. 

(b) Consolidated returns.-A foreign corporation shall not be 
deemed to be affiliated with any other corporation within the lnean
iug of section 141. 

SEC. 236. PAYMENT OF TAX. 

(a) Time of payment.-In the case of a foreign corporation the 
total amount of tax imposed by this title shall be paid, in lieu of the 
tilne prescribed in section 56(a), on the fifteenth day of June following 
the close of the calendar year, or, if the return should be lnade on 
the basis of a fiscal year, then on the fifteenth day of the sixth month 
following the close of the fiscal year. 

(b) Withholding at source.-For withholding at source of tax on 
income of foreign corporations, see section 143. 

SEC. 237. FOREIGN INSURANCE COMPANIES. 
For special provisions relating to foreign insurance companies, see 

Supplement G. 
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Supplement J-Possessions of the United States 

SEC. 251. INCOME FR01VI SOURCES WITHIN POSSESSIONS OF 
UNITED STATES. 

(a) General rule.-In the case of citizens of the United States or 
domestic corporations, satisfying the following conditions, gross 
income means only gross income from sources within the United 
States-

(1) If 80 per centum or more of the gross income of such 
citizen or domestic corporation (computed without the benefit of 
this section), for the three-year period immediately preceding the 
close of the taxable year (or fo1' such part of such period immedi
ately preceding the close of such taxable year as may be ap
plicable) was derived from sources within a possession of the 
United States; and 

(2) If, in the case of such corporation, 50 per centum or more 
of its gross income (computed without the benefit of this section) 
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; or 

(3) If, in case of such cit:zen, 50 per centum or more of hi~ 
gross income (computed without the benefit of this section) for 
such period or such part thel:eof was derived from the active 
conduct of a trade or business within a possession of the United 
States either on his own account or as an employee or agent of 
another. 

(b) Amounts received in United States.-:-Notwithstanding the pro
visions of subsection (a) there shall be included in gross income all 
amounts received by such citizens or corporations within the United 
States, whether derived from sources within or without the United 
States. 

(c) Definition.-As used in this section the term" possession of the 
United States" does not include the Virgin Islands of the United 
States. 

(d) Deductions.-
(1) Citizens of the United States entitled to the benefits of 

this section shall have the same deductions as are allowed by 
Supplement H in the case of a nonresident alien individuaL 
. (2) Domestic corporations entitled to the benefits of this 
section shall have the same deductions as are allowed by Supple
ment I in t.he case of a foreign corporation. 

(e) Credits against net income.-A citizen of the United States 
entitled to the benefits of this section shall be allowed a personal 
exemption of only $1,500 and shall not be allowed the credit for 
dependents provided in section 25(d). 

(f) Allowance of deductions and credits.-Citizens of the United 
States and domestic corporations entitled to the benefits of this 
section shall receive the benefit of the deductions and credits allowed 
to them in this title only by filing or causing to be filed with the 
collector a true and accurate return of thejr total income received 
from all sources in the United States, in the manner prescribed in 
this title; including therein all the information which the Commis
sioner may deem necessary for the calculation of such deductions 
and credits. 
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(g) Credits against tax.-Persons ent.itled to the benefits of this 
section shall not be allowed the credits against the tax for taxes of 
foreign countries and possessions of the Unitea States allowed by 
section 13l. 

(h) Consolidated returns.-A corporation entitled to the benefits 
of this section shall not be deemed to be affiliated with any other 
corporation within the meaning of section 14l. 

SEC. 252. CITIZENS OF POSSESSIONS OF UNITED STATES. 

(a) Any individual 'who is a citizen of any possession of the United 
States (but not otherwise a citizen of the United States) and who is 
not a resident of the United States, shall be subject to taxation under 
this title only as to income derived from sources within the United 
States, and in such case the tax shall be computed and paid in the 
same manner and subject to the same conditions as in the case of 
other persons who are taxable only as to income del'iyed from such 
sources. 

(b ) Nothing in this seetion shall be construed to alter or amend the 
provisions of the Act entitled "An Act making appropriations for 
the naval service for the fiscal year ending June 30, 1922, and for 
other purposes," a PPl'oYed J nly 12, 1921, relating to the imposition 
of income taxes in the Virgin Islands of the United States. 

Supplement K-China Trade Act Corporations 

SEC. 261. CREDIT AGAINST NET INCOME. 

(a) Allowance of credit.-For the purpose only of the tax imposed 
by section 13 there shall b~ allowed, in the case of a corporation 
organized under the China Trade Act, 1922, in addition to the credits 
provided in section 26, a credit against the net income of an amount 
equal to the propol'tion of the net income derived from sources 
within China (determined in a similar manner to that provided in 
section 119) which the par value of the shares of stock of the corpora
tion owned on the last clay of the taxable year by (1) persons resident 
in China, the United States, or possessions of the United States, and 
(2) individual citizens of the United States or China wherever resi
dent, bears to the par value of the whole number of shares of stock of 
the corporation outstanding on such date: Provided, That in no case 
shall the amount by which the tax imposed by section 13 is diminished 
by reason of such credit exceed the amount of the special dividend 
certified under subsection (b) of this section. 

(b) Special dividend.-Snch credit shall not be allowed unless the 
Secretary of Commerce has certified to the Commissioner-

(1) The amonnt which , during the year ending on the date 
fixed by law for filing the return, the corporation has distrib
uted as a special djvidend to or for the benefit of such persons as 
on the last dny of the taxable year were resident in China, the 
United States, or possessions of the United States, or were indi
vidual citizens of the United States or China, and owned shares 
of stock of the corporation; 

(2) That snch special dividend ,vas in addition to all other 
amonnts, payable or to be payable to such persons or for their 
benefit, by reason of their jnterest in the corn oration ; and 
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(3) That snch distribution ha~ been made to or for the bene
fit of such persons in proportion to the par yalue of the shares 
of stock of the corporation owned by each; except that if the 
corporation has more than one class of stock, the certificates 
shall contain a statement that the articles of incorporation pro
vide a method for the apportionment of snch special dividend 
among such persons, and that the amount certified has been 
distributed in accordance with the method so provided. 

(c) Ownership of stock.-For the purposes of this section shares of 
stock of a corporation shall be considered to be owned by the person 
in whom the equitable right to the income from such shares is in 
good faith vested. 

(d) Definition of China.-As used in this section the term" China" 
~'hall have the same meaning as when used in the China Trade, Act, 
1922. 

SEC. 262. CREDITS AGAINST THE TAX. 
A corporation organized under the China Trade Act, 1922, shall 

not be allowed the credits against the tax for taxes of foreign coun
tries and possessions of the United States allowed by section 131. 

SEC. 263. CONSOLIDATED RETURNS. 
A corporation organized under the China Trade Act, 1922, shall 

not be deenled to be affiliated with any other corporation within the 
meaning of section 141. 

SEC. 264. INCOME OF SHAREHOLDERS. 
For exclusion of dividends from gross income, see section 116. 

Supplement L-Assessment and Collection of 
Deficiencies . 

SEC. 271. DEFINITION OF DEFICIENCY. 
As used in this title in respect of a tax imposed by this title 

" deficiency" means-
(a) The amount by which the tax imposed by this title exceeds 

the amount shown as the tax by the taxpayer upon his return; but 
the amount so shown on the retnrn shall first be increased by the 
amounts previously assessed (or collected withOllt assessment) as a 
deficiency, and decreased by the amounts previously abated, credited, 
refunded, or otherwise repaid in respect of snch tax; or 

(b) If no amount is shown as the tax by the taxpayer upon his 
return, or if no return is made by the taxpayer, then the amount 
by which the tax exceeds the amounts previonsly assessed (or col
lected without assessment) as a deficiency; but such amounts pre
viously assessed, or collected without assessment, shall first be de
creased. by th~ a,mounts previously abated, credited, refunded, or 
otherWIse repal d In respect of such tax. 

SEC. 272. PROCEDURE IN GENERAL. 
(a) Petition to Board of Tax Appeals.-If in the case of allY taxpayer, 

the Commissioner determines that there is a deficiency in respect of 
the tax imposed by this title, the Commissioner is authorized to send 
coticc of sllch deficiency to the taxpayer by registered mail. 'Vithin 
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60 days after such notice is mailed (not counting Sunday as the 
sixtieth day), the taxp'ayer may file a petit!o.n with the Board of 
Tax Appeals for a redeterInination of the deficIency. No assessment 
of a deficiency in respect of the tax imposed by this title and no 
distraint or proceeding in court for its collection shall be made, 
begun, or prosecuted until such notice has been mailed to the tax· 
payer, nor until the expiration of such 60-day period, nor, if a peti. 
tion has been filed with the Board, until the decision of the Board 
has become final. Notwithstanding the provisions of section 3224 
of the Revised Statutes the making of such assessment or the begin
ning of such proceeding or distraint during the time such prohibition 
is in force may be enjoined by a proceeding in the proper court. For 
exceptions to the restrictions imposed by this subsection, see-

(1) Subsection (d) of this section, relating to waivers by the 
taxpayer; 

(2) Subsection (f) of this section, relating to notifications of 
mathematical errors appearing upon the face of the return; 

(3) Section 273, relating to jeopardy assessments; 
(4) Section 274-, relating to bankruptcy and receiverships; 

and 
(5) Section ,relating to assessment or collection of the 

amount of the deficiency determined by the Board pending court 
review. 

[NoTE.-The section referred to will not be in the income-tax title, but in a 
subsequent section of the new act, corresponding to section 1001 of the 
revenue act of 1926.] 

(b) Collection of deficiency found by Board.--If the taxpayer files a 
petition with the Board, the entire amount redetermined as the d.e
ficiency by the decision of the Board vv hich has become final shall 
be assessed and shall be paid upon notice and demand from the col
lector. No part of the amount determined as a deficiency by the 
Commissioner but disallowed as such by the decision of the Board 
which has become final shall be assessed or be collected by distraint 
or by proceeding in court with or without assessment. 

(c) Failure to file petition.-If the taxpayer does not file a petition 
with the Board within the time prescribed in subsection (a) 'Of this 
section, the deficiency, notice of which has been mailed to the tax
payer, shall be assessed, and shall be paid upon notice and demand 
from the collector. 

(d) Waiver of restrictions.-The taxpayer shall at any time have 
the right, by a signed notice in writing filed with the Commissioner, 
to waive the restrictions provided in subsection (a) of this section on 
the assessment and collection of the whole or any part of the 
deficiency. 

(e) Increase of deficiency after notice mailed.-The Board shall have 
jurisdiction to redetermine the correct amount of the deficiency ev"en 
if the amount so redetermined is greater than the amount of the 
deficiency, notice of which has been mailed to the taxpayer, and 
to determine whether any penalty, additional amount or addition 
to the tax should be assessed,-if claim therefor is asserted by the 
Commissioner at or before the hearing or a rehearing. 

(f) Further deficiency letters restricted.-If the Commissioner has 
Inailed to the taxpayer notice of a deficiency as provided in sub-

94500-28-vOL II--5 
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section (a) of this section, and the taxpayer files a petition with the 
Board within the time prescribed in such subsection, the Com.mi5-
sioner shall have no right to determine any additional deficienC'y in 
respect of the same taxable year, except in the case of fraud! and 
except as provided in subsection (e) of this section! relating to asser
tion of greater deficiencies before the Board: or in section 273 (c), 
relating to the making of jeopardy assessments. If the taxpayer is 
notified that, on account of a mathematical error appearing upon the 
face of the return, an amount of tax in excess of that shown upon 
the return is due, and that an assessment of the tax has been or will 
be made on the basis of what "ould have been the correct amount 
of tax but for the mathematical error. such notice shall not be 
~onsidered (for the purposes of this subsection, or of subsection (a) 
of this section, prohibiting assessment and collection until notice of 
deficiency has been mailed, or of section 322 ( c), prohibiting credits 
or refunds after petition to the Board of Tax Appeals) as a notice of a 
deficiency, and the taxpayer shall have no right to file a petition 
with the Board based on such notice, nor shall such assessment or 
coll~ction be prohibited by the provisions of subsection (a) of this 
sectIOn. 

(g) Jurisdiction over other taxable years.-The Board in redeter
mining a deficiency in respect of any taxable year shall consider such 
facts with relation to the taxes for other taxable ,ears as may be 
necessary correctly to redetermine the amount of such deficiency ~ but 
in so doing shall haye no jurisdiction to determine "hether or not the 
tax for any other taxable year has been overpaid or lmderpaid. 

(h) Final decisions of Board.-For the purposes of this title the date 
on which a decision of the Board becomes final shall be determined 
a ccording to the proTIsions of section -. 

[XOTE.-'I'he section referred to will net be in the income tax: title. but in a 
subsequent section of the new act, corresponding to section 1005 of the Re\enue 
Act of 1926.] 

(i) Prorating of deficiency to installments.-If the taxpayer has 
elected to pay the tax in installments and a deficiency has been 
assessed, the deficiency shall be prorated to the four installments. 
Except as provided in section 273 (relating to jeopardy assessments), 
that part of the deficiency so prorated to any installment the date 
for payment of "hich has not arrived. shall be collected at the same 
time as and as part of such installment. That part of the deficiency 
so prorated to any installment the date lor payment of v;-hich has 
arri,-ed, shall be paid upon notice and demand from the collector. 

(j) Extension of time for payment of deficiencies.-,There it is shown 
to the satisfaction of the Commissioner that the payment of a de
ficiency upon the date prescribed for the payment thereof will result 
in undue hardship to the taxpayer the Commissioner, with the ap
proyal of the Secretary (except where the deficiency is due to negli
gence~ to intentional disre~ard of rules and regulations~ or to fraud 
with intent to e\'ade tax): may grant an extension for the payment of 
such deficiency or any part thereof for a period not in ex~ess of 
eighteen months. If an extension is ,Q'ranted. the Commissioner may 
require the taxpayer to furnish a bond in such amount: not exceeding 
double the amount of the deficiency: and with such sureties, as the 
Commissioner deems necessary. conditioned upon the payment of the 
deficiency in accordance with the terms of the extension. 
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(k) Address for notice of deficiency.-In the absence of notice to the 
Commissioner under section 312 (a) of the existence of a fiduciary 
relationship, notice of a deficiency in respect of a tax imposed by 
this title, if mailed to the taxpayer' at his last Imown address, shall 
be sufficient for the purposes of this title even if such taxpayer is 
deceased, or is under a legal disability, or, in the case of a corpora
tion, has terminated its existence. 

SEC. 273. JEOPARDY ASSESSMENTS. 

(a) Authority for making.-If the Commissioner believes that the 
assessment or collection of a deficiency will be jeopardized by delay, 
he shall immediately assess such deficiency (together with all interest, 
additional amounts, or additions to the tax provided for by law) and 
notice and demand shall be made by the collector for the payment 
thereof. 

(b) Deficiency letters.-If the jeopardy assessment is made before 
any notice in respect of the tax to which the jeopardy assessment 
relates has been mailed under section 272 (a), then the Commissioner 
shall mail a notice under such subsection within 60 days after the 
making of the assessment. 

(c) Amount assessable before decision of Board.-The jeopardy assess
ment may be made in respect of a deficiency greater or less t.han that 
notice of which has been mailed to the taxpayer, despite the pro
visions of section 272 (f) prohibiting the determination of additional 
deficiencies, and whether or not the taxpayer has theretofore filed a 
petition with the Board of Tax Appeals. The Commissioner shall 
notify the Board of the amount of such assessment, if the petition is 
filed ,,,ith the Board before the making of the assessment or is sub
sequently filed, and the Board shall have jurisdiction to redetermine 
the entire amount of the deficiency and of all amounts assessed at the 
same tilne in connection therewith. 

(d) Amount assessable after decision of Board.-If the jeopardy 
assessment is made after the decision of the Board is rendered such 
assessment may be made only in respect of the deficiency determined 
by the Board in its decision. 

(e) Expiration of right to assess.-A jeopardy aSEessment may not 
be made after the decision of the Board has become final or after the 
taxpayer has filed a petit.ion for review of the decision of the Board. 

(f) Bond to stay collection.-'Vhen a jeopardy assessment has been 
made the taxpayer, within 10 days after llotice and demand from the 
co~lector for the payment of the amount of the assessment, may ob
taIn a stay of collection of the whole or any part of the amount of the 
assessment by filing with the collector a bond in such amount, not 
exceeding double the amount as to which the stay is desired, and with 
such sureties, as the collector deems necessary, condit.ioned upon the 
payment of so much of the amonnt, the collection of which is stayed 
by the bond, as is not abated by a decision of the Board which has 
become final, together ,yitb interest thereon as provided in section 297. 

(g) Same-further conditions.-If the bond is given before the tax
payer has filed his petition with the Board under section 272 (a), the 
bond shall contain a further condition that if a petition is not filed 
within the period provided in such subsection, then the an10lmt the 
collection of which is stayed by the bond will be paid on notice and 
demand at any time after the expiration of such period, together with 
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interest thereon at the rate of 6 per centum per annum from the 
date of the jeopardy notice and demand to the date of notice and 
demand under this subsection. 

(h) Waiver of stay.-Upon the filing of the bond the collection 
of so much of the amount assessed as is covered by the bond shall be 
stayed. The taxpayer shall have the right to waive such stay at any 
time in respect of the whole 01' any part of the amount covered by 
the bond, and if as a result of such waiver any part of the amount 
covered by the bond ' is paid, then the bond shall, at the request of 
the taxpayer, be proportionately reduced. If the Board determines 
that the amount assessed is greater than the amount which should 
have been assessed, then when the decision of the Board is rendered 
the bond shall, at the request of the taxpayer, be proportionately 
reduced. 

(i) Collection of unpaid amounts.-When the petition has been filed 
with the Board and when the amount which should have been as
sessed has been determined by a decision of the Board which has 
become final, then any unpaid portion, the collection of which has 

. been stayed by the bond, shall be collected as part of the tax upon 
notice and demand from the collector, and any remaining portion of 
the assessment shall be abated. If the amount already collected ex
ceeds the amount determined as the amount which should have been 
assessed, such excess shall be credited or refunded to the taxpayer 
as provided in section 322, without the filing of claim therefor. If 
the amount determined as the amount which should have been 
assessed is greater than the amount actually assessed, then the differ
ence shall be assessed and shall be collected as part of the tax upon 
notice and demand from the collector. 

(j) Claims in abatement.-N 0 claim in abatement shall be filed in 
respect of any assessment made after the enactment of this Act in 
respect of any income, war-profits, or excess-profits tax. 
SEC. 274. BANKRUPTCY AND RECEIVERSHIPS. 

(a) Immediate assessment.-Upon the adjudication of bankruptcy 
of any taxpayer in any bankruptcy proceeding or the appointment 
of a l'eceiver 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 (together with all interest, 
additional amounts, or additions to the tax provided for by law) 
determined by the Commissioner in respect of a tax imposed by this 
title upon such taxpayer shall, despite the restrictions imposed by 
section 272 (a) upon assessments, be immediately assessed if such 
deficiency has not theretofore been assessed in accordance with law. 
Claim for the deficiency and such interest, additional amounts and 
additions to the tax may be presented, for adjudication in accord::mce 
with la,v, to the court before which the bankruptcy or receivership 
proceeding is pending, despite the pendency of proceedings for the 
redetermination of the deficiency in pursuance of a petition to the 
Board; but no petition for any such redetermination shall be filed 
with the Board after the adjudication of bankruptcy or the appoint
ment of the receiver. 

(b) Unpaid claims.-Any portion of the claim allowed in such 
banlrruptcy or receivership proceeding which is unpaid shall be paid 
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by the taxpayer upon notice and demand from the collector after the 
termination of such proceeding, and may be collected by distraint or 
proceeding in court within six years after termination of such pro
ceeding. Extensions of time for such payment lllay be had in the 
same manner and subject to the same provisions and limitations as 
are provided in section 272 (j) and section 297 in the case of a 
deficIency in a tax imposed by this title. 

SEC. 275. PERIOD OF LIMITATION UPON ASSESSMENT AND COL
LECTION. 
Except as provided in section 276-
(a) General rule.-The amount of income taxes imposed by this 

title shall be assessed within three years after the return was filed 
and no proceeding in court without assessment for the collection of 
such taxes shall be begun after the expiration of such period. 

(b) Income of decedent.-In the case of income received during the 
lifetime of a decedent, the tax shall be assessed, and any proceeding 
in court without assessment for the collection of such tax shall be 
begun, within one year after written request therefor (filed after the 
return is made) by the executor, administrator, or other fiduciary 
representing the estate of such decedent, but not after the expiration 
of three years after the return was filed . 
. (c) Corporation and shareholders.-If a corporation makes no return 

of the tax imposed by this title, but each of the shareholders includes 
in his return his distributive share of the net income of the corpora
tion, then the tax of the corporation shall be assessed within four 
years after the last date on which any such shareholder's return was 
filed. 
SEC. 276. SAME-EXCEPTIONS. 

(a) False return or no return.-In the case of a false or fraudulent 
return with intent to evade tax or of a failure to file a return the tax 
may be assessed, or a proceeding in court for the collection of such 
tax may be begun without assessment, at any time. 

(b) Waivers.-'Vhere both the Commissioner and the taxpayer have 
consented in writing to the assessment of the tax after the time pre
scribed in section 275 for its assessment the tax may be assessed at 
any time prior to the expiration of the period agreed upon. 

(c) Collection after assessment.-vVhere the assessment of any in
come tax imposed by this title has been made within the statutory 
period of limitation properly applicable thereto, such tax may be 
collected by distraint or by a proceeding in court, but only if begnn 
(1) within six years after the assessment of the tax, or (2) prior to 
the expiration of any period for collection agreed upon in writing by 
the Commissioner and the taxpayer. 
SEC. 277. SUSPENSION OF RUNNING OF STATUTE. 

The running of the statute of limitations provided in section 275 
or 276 on the making of assessments and the beginning of distraint or 
a proceeding in court for collection, in respect of any deficiency, shall 
(after the mailing of a notice under section 272 (a» be suspended for 
the period during which the Commissioner is prohibited from mak
ing the assessment or ?eginning distraint or a proceeding in court, 
and for 60 days thereafter. 

I 
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Supplement M-Interest and Additions to the 'I'ax 

SEC. 291. FAILURE TO FILE RETURN. 
In case of any failure to make and file a return required by this 

title, within the time prescribed by law or prescribed by the Com-: 
missioner in pursuance of law, 25 per centum of the tax (in addi-' 
tion to such tax) shall be added to the tax, except that when a return 
is filed after such time and it is shown that the failure to file it was 
due to reasonable cause and not due to willful neglect no such addi
tion shall be made to the tax. The amount so added to any tax shall 
be collected at the same time and in the same manner and as a part 
of the tax unless the tax has been pai.d before the discovery of' the 
neglect, in which case the amount so added shall be collected in the 
same manner as the tax. The amount added to the tax under this 
section shall be in li~u of the 25 per centum addition to the tax pro
vided in section 3176 of the Revised Statutes, as amended. 

SEC. 292. INTEREST ON DEFICIENCIES. 

Interest upon the amount determined as a deficiency shall be 
assessed at the same time as the deficiency, shall be paid upon notice 
and demand from the collector, and shall be collected as a part of the. 
tax, at the rate of 6 per centum per annum from the date prescribed 
for the payment of the tax (or, if the tax is paid in installments, 
from the date prescribed for the payment of the first installment) 
to the date the deficiency is assessed, or, in the caSe of a waiver under 
section 272 (d), to the thirtieth day after the filing of such waiver or 
to the date the deficiency is assessed whichever is the earlier. 

SEC. 293. ADDITIONS TO THE TAX IN CASE OF DEFICIENCY. 

(a) Negligence.-If any part of any deficiency is due to negligence, 
or intentional disregard of rules and regulations but without intent to 
defraud, 5 per centum of the total amount of the deficiency (in addi
tion to such deficiency) shall be assessed, collected, and paid in the 
same manner as if it were a deficiency, except that the provisions of 
section 272 (i), relating to the prorating of a deficiency, and of sec
tion 292, relating to interest on deficiencies, shall not be applicable. 

(b) Fraud.-If any part of any deficiency is due to fraud with 
intent to evade tax, then 50 per centum of the total amount of the 
deficiency (in addition to such deficiency) shall be so assessed, col
lected, and paid, in lieu of the 50 pel' centum addition to the tax 
provided in section 3176 of the Revised Statutes, as amended. 

SEC. 294. ADDITIONS TO THE TAX IN CASE OF NONPAYMENT. 

(a) Tax shown on return.-
(1) GENERAl; RULE.-Where the amount determined by the 

taxpayer as the tax imposed by this title, or any installment 
thereof, or any part of such amount or installment, is not paid 
on or before the date prescribed for its payment, there shall be 
collected as a part of the tax, interest upon such unpaid amount 
at the rate of 1 per centum a month from the date prescribed for 
its payment until it is paid. 

(2) IF EXTENSION GRANTED.-Where an extension of time for 
payment of the amount so determined as the tax by the taxpayer, 
or any installment thereof, has been granted, and the amount the 
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time for payment of which has been extended, and the interest 
thereon determined under section 295, is not paid in full prior to 
the expiration of the period of the extension, then, in lieu of the 
interest provided for in paragraph (1) of this subsection, interest 
at the rate of 1 per centum a month shall be collected on such 
unpaid amount from the date of the expiration of the period of 
the extension until it is paid. 

(b) Deficiency.-Where a deficiency, or any interest or additional 
amounts assessed in connection therewith under section 292, or under 
section 293, or any addition to the tax in case of delinquency provided 
for in section 291, is not paid in full within ten days from the date of 
notice and demand frOlu the collector, there shall be collected as 
part of the tax, interest upon the unpaid amount at the rate of 1 per 
centum a month from the date of such notice and demand until it is 
paid. If any part of a deficiency prorated to any unpaid installment 
under section 272 (i) is not paid in full on or before the date pre
scribed for the payment of such installment, there shall be collected 
as part of the tax interest upon the unpaid amount at the rate of 1 
per centum a month from such date until it is paid. 

(c) Fiduciaries.-For any period an estate is held by a fichlciary 
appointed by order of any court of competent jurisdiction or by will, 
t~lere shall be collected interest at the rate of 6 per centum per annum 
in lieu of the interest provided in subsections (a) and (b) of this 
section. 

(d) Filing of jeopardy bond.-If a bond is filed, as provided in 
section 273, the provisions of subsections (b) and (c) of this section 
shall not apply to the amount covered by the bond. 

SEC. 295. TIME EXTENDED FOR PAYMENT OF TAX SHOWN ON 
RETURN. 
If the time for payment of the amount determined as the tax by 

the taxpayer, or any installment thereof, is extended under the 
authority of section 56 (c), there shall be collected as a part of such 
amount, interest thereon at the rate of 6 per centum per annnm from 
the date 'when such payment should have been made if no extension 
had been granted, until the expiration of the period of the ext~msion. 

SEC. 296. TIME EXTENDED FOR PAYMENT OF DEFICIENCY. 
If the time for the payment of any part of a deficiency is extended, 

there shall be collected, as a part of the tax, interest on the part of 
the deficiency the time for payment of which is so extended, at the 
rate of 6 per centum per annum for the period of the extension, and 
no other interest shall be collected on snch part of the deficiency 
for such period. If the part of the deficiency the time for payment 
of which is so extended is not paid in accordance with the terms of 
the extension, there shall be collected, as a part of the tax, interest 
on such unpaid amount at the rate of 1 per centnm a month for the 
period from the time fixed by the terms of the extension for its 
payment until it is paid, and no other interest shall be collected on 
such unpaid amount for such period. 

SEC. 297. INTEREST IN CASE OF JEOPARDY ASSESSMENTS. 
In the case of the amount collected under section 273 (i) there shall 

be collected at the same time as such amount, and as a part of the 
tax, interest at the rate of 6 per centum per annum upon such amount 
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from the. date of the jeopardy notice and demand to the date of 
notice and demand under section 273 (i), or, in the case of the amount 
collected in excess of the amount of the jeopardy assessment, interest 
as provided in section 292. If the amount included in the notice and 
demand from the collector under section 273 (i) is not paid in full 
within 10 days after such notice and demand, then there shall be 
collected, as part of the tax, interest upon the unpaid amount at 
the rate of 1 per centum a month (or, for any period the estate of 
the taxpayer is held by a fiduciary appointed by any court of com
petent jurisdict:on or by will, at the rate of 6 per centum per 
annum) from the date of such notice and demand until it is paid. 

SEC. 298. BANKRUPTCY AND RECEIVERSHIPS. 

If the unpaid portion of the claim allowed in a bankruptcy or 
receivership proceeding, as provided in section 274, is not paid in full 
within 10 days from the date of notice and demand from the col
lector, then there shall be collected as a part of such amount interest 
upon the unpaid portion thereof at the rate of 1 per centum a month 
from the date of such notice and demand until payment. 
SEC. 299. REMOVAL OF PROPERTY OR DEPARTURE FROM UNITED 

STATES. 

For additions to tax in case of leaving the United States or con
cealing property in such manner as to hinder collection of the tax, 
see section 146. 

Supplement N-Claims against Transferees and 
Fiduciaries 

SEC. 311. CLAIMS AGAINST TRANSFERRED ASSETS. 

(a) Method of collection.-The amounts of the following liabilities 
shall, except as hereinafter in this section provided, be assessed, col
lected, and paid in the same manner and subject to the same pro
visions and limitations as in the case of a deficiency in a tax imposed 
by this title (including the provisions in case of delinquency in pay
ment after notice and demand, the provisions authorizing distraint 
and proceedings in court for collection, and the provisions prohibiting 
claims and suits for refunds) : 

(1) TRANsFEREEs.-The liability, at law or in equity, of a 
transferee of property of a taxpayer, in respect of the tax (in
cluding interest, additional amounts, and additions to the tax 
provided by law) imposed upon the taxpayer by this title. 

(2) FmucIARIEs.-The liability of a fiduciary under section 
34G7 of the Revised Statutes in respect of the payment of any 
such tax from the estate of the taxpayer. 

Any such liability may be either as to the amount of tax shown on 
the retUl'n or as to any deficiency in tax. 

(b) Period of limitation.-The period of limitation for a~3essment 
of any such liability of a transferee or fiduciary shall be as follows: 

(1) "\Vithin one year after the expiration of the period of 
limitation for assessment against the taxpayer; or 
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(2) If a COllrt proceeding against the taxpayer for the collec
tion of the tax has been begun before the expiration of such 
year,-then within one year after return of execntion in such 
proceeding. 

(c) Period for assessment against taxpayer.-For the purposes of this 
section, 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 existence not occurred. 

(d) Suspension of running of period of limitation.-The running: of 
the period of limitation upon the assessment of the liability of a 
transferee or fiduciary shall, after the mailing to the transferee or 
fiduciary of the notice provided for in section 272(a), 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 for 60 days thereafter. 

(e) Address for notice of liability.-In the absence of notice to the 
Commissioner under section 312 (b) of the existence of a fiduciary 
relationship, notice of liability enforceable under this section in 
respect of a tax imposed by this title, if mailed to the person subject 
to the liability at his last known address, shall be sufficient for the 
purposes of this title eyen if 'Such person is decea~e(L or is under a 
legal disability, or, in the case of a corporation, has terminated its 
existence. 

(f) Definition of "transferee."-As used in this section, the term 
"transferee" includes heir, legatee, devisee, and distributee. 
SEC. 312. NOTICE OF FIDUCIARY RELATIONSHIP. 

(a) Fiduciary of taxpayer.-Upon notice to the Commissioner that 
any person is acting in a fiduciary capacity snch fiduciary shall 
assume the powers, rights, duties, and pri vileges of the taxpayer in 
respect of a tax imposed by this title (except as otherwise specifically 
provided and except that the tax shall be collected from the estate 
of the taxpayer), until notice is given that the fiduciary capacity 
has terminated. 

(b) Fiduciary of transferee.-Upon notice to the Commissioner that 
any person is acting in a fiduciary capacity for a person subject to 
the liability specified in section 311, the fidnciary shall assnme, on 
behalf of such person, the powers, rights, dnties, and privileges of 
such person under such section (except that the liability shall be col-

. lected from the estate of such person), until notice is given that the 
fiduciary capacity has terminated. 

(c) Manner of notice.-Notice under subsection (a) or (b) shall be 
giyen in accordance with regulations prescribed by the Commissioner 
WIth the approval of the Secretary. 

Supplement O-Overpayments 
SEC. 321. OVERPAYMENT OF INSTALLMENT. 

If the taxpayer has paid as an installment of the tax more than 
the amount determined to be the correct amount of such installment, 
the excess shall be credited against the nnpaid iustallments~ 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 excess shall be credited or refunded as provided in section 322. 
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SE,C. 322. REFUNDS AND CREDITS. 
(a) Authorization.-'Vhere there has been an overpayment of any 

tax imposed by this title, the amount of such overpayment shall, 
except as provided in subsedion (c), be credited against any income, 
war-profits, or excess-profits tax or installment 1hereof then due from 
the taxpayer, and any balance of such excess shall be refunded imme
diately to the taxpayer. 

(b) Limitation on allowance.-
(1) PERIOD OF LIJ\IITATION.-No such credit or refund shall 

be allowed or made after three years from the time the tax was 
paid, unless before the expiration of snch period a claim. therefor 
is filed by the taxpayer. 

(2) LIMIT ON AMOUNT O:F CREDIT OR HEFUND.-The amount of 
the credit or refund shall not exceed the portion of the tax paid 
during the three years immediately preceding the filing of the 
claim, or if no claim was filed, then during the three years 
immediately preceding the allowance of the credit or refnnd. 

(c) Effect of petition to Board.-If the Commissioner has mailed to 
the taxpayer a notice of deficiency under section 272 (a) and if the 
taxpayer files a petition with the Board of Tax Appeals within the 
time prescribed in such snbsection, no credit or refund in respect of 
the tax for the taxable year in respect of which the Commissioner 
has determined the deficiency shall be allowed or made and no suit 
by the taxpayer for the reco\'ery of any part of such tax shall be 
instituted in any conrt except-

(1) As to overpayments determined by a decision of the 
Board which has become final; and 

(2) As to any amount collected in excess of an amount com
puted in accordance with the decision of the Board 'which has 
become final; and 

(3) As to any amount collected after the statutory period of 
limitations upon the beginning of distraint or a proceeding in 
court for collection has expired; but in any snch claim for credit 
or refund or in any such suit for refund the decision of the 
Boal'd which has become final, as to whether snch period has 
expired before the notice of deficiency was mailed, shall be 
conclusive. 

(d) Overpayment found by Board.-If the Board finds that there is 
no deficiency and further finds that the taxpayer has made an over
payment of tax in respect of the taxable year in respect of which the 
Commissioner determined the deficiency, the Board shall have juris
diction to determine the amount of such overpayment, and such 
amonnt shall, when the decision of the Board has become final, be 
credited or refnnded to the taxpayer. Such refund or credit shall 
be made either if claim therefor was filed, or if the petition was filed 
with the Board, withjn three years after the tax was paid. 

(e) Tax withheld at source.-For refund or credit in case of exces
si ve withholding at the source, see section 143 (f). 


