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officer, and payments of not to exceed $50 in any one case to persons 
within the Government service who shall furnish blood from their 
veins for transfusion to the veins of patients in Panama Canal hos-
pitals: Provided, That expenditures heretofore made to any person 
within the Government service for blood furnished to patients in 
Panama Canal hospitals are hereby validated; $962,035.

For civil government of the Panama Canal and Canal Zone, includ-
ing gratuities and necessary clothing for indigent discharged pris-
oners, $1,180,802.

Total, Panama Canal, $24,774,924, to be available until expended.
In addition to the foregoing sums there is appropriated for the 

fiscal year 1940 for expenditures and reinvestment under the several 
heads of appropriation aforesaid, without being covered into the 
Treasury of the United States, and to remain available until 
expended, all moneys received by the Panama Canal during the fiscal 
year 1940 and prior fiscal years (exclusive of net profits for such 
prior fiscal years) from services rendered or materials and supplies 
furnished to the United States, the Panama Railroad Company, the 
Canal Zone government, or to their employees, respectively, or to 
the Panama Government, from hotel and hospital supplies and serv-
ices ; from rentals, wharfage, and like service; from labor, materials, 
and supplies and other services furnished to vessels other than those 
passing through the Canal, and to others unable to obtain the same 
elsewhere; from the sale of scrap and other byproducts of manufac-
turing and shop operations; from the sale of obsolete and unservice-
able materials, supplies, and equipment purchased or acquired for 
the operation, maintenance, protection, sanitation, and government 
of the Canal and Canal Zone; and any net profits accruing from 
such business to the Panama Canal shall annually be covered into 
the Treasury of the United States.

There is also appropriated for the fiscal year 1940 for the opera-
tion, maintenance, and extension of waterworks, sewers, and pave-
ments in the cities of Panama and Colon, to remain available until 
expended, the necessary portions of such sums as shall be paid during 
that fiscal year as water rentals or directly by the Government of 
Panama for such expenses.

Sec . 2. This Act may be cited as the “War Department Civil 
Appropriation Act, 1940”.

Approved, June 28, 1939.

June 29, 1939 
[H. R. 6851] 
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[CHAPTER 247]
AN ACT

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

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act may 
be cited as the “Revenue Act of 1939”.

TITLE I—EXCISE TAXES AND POSTAL RATES
SEC. 1. CONTINUATION OF EXCISE TAXES AND POSTAL RATES.

Sections 1700 (a) (1), 1801, 1802, 3403 (f) (1), 3452, 3460 (a), 
3465, 3481 (b), and 3482 of the Internal Revenue Code are amended 
by striking out “1939” wherever appearing therein and inserting in 
lieu thereof “1941”. Section 1001 (a), as amended, of the Revenue 
Act of 1932, and section 2, as amended, of the Act entitled “An Act 
to extend the gasoline tax for one year, to modify postage rates on 
mail matter, and for other purposes”, approved June 16, 1933, are 
further amended by striking out “1939” wherever appearing therein 
and inserting in lieu thereof “1941”,
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SEC. 2. SPORTING ARMS AND AMMUNITION TAX.

Section 3407 of the Internal Revenue Code (relating to the tax 
on firearms, shells, and cartridges) is amended by adding at the end 
thereof the following new paragraph:

“The provisions of section 3452 (relating to expiration of taxes) 
shall not apply to the tax imposed by this section.”

SEC. 3. TOILET PREPARATIONS TAX AMENDMENTS.

(a) Section 3401 of the Internal Revenue Code (relating to the 
tax on toilet preparations) is amended by inserting at the end thereof 
the following new paragraphs:

“In the case of a sale by a manufacturer to a selling corporation of 
an article to which the tax under this section applies, the transaction 
shall be prima facie presumed to be otherwise than at arm’s length 
if either the manufacturer or the selling corporation owns more than 
75 per centum of the outstanding stock of the other, or if more than 
75 per centum of the outstanding stock of both corporations is owned 
by the same persons in substantially the same proportions. Sales 
by a manufacturer to a selling corporation shall in all other cases 
be prima facie presumed to be at arm’s length.

“Notwithstanding section 3441 (a), in determining, for the pur-
pose of this section, the price for which an article is sold, whether 
at arm’s length or not, there shall be included any charge for cover-
ings and containers of whatever nature, only if furnished by the 
actual manufacturer of the article, and any charge incident to placing 
the article in condition packed ready for shipment, only if performed 
by the actual manufacturer of the article, but there shall be excluded 
the amount of the tax imposed by this section, whether or not stated 
as a separate charge. Whether sold at arm’s length or not, a trans-
portation, delivery, insurance, or other charge, and the wholesaler’s 
salesmen’s commissions and costs and expenses of advertising and 
selling (not required by the foregoing sentence to be included), shall 
be excluded from the price only if the amount thereof is established 
to the satisfaction of the Commissioner, in accordance with the regu-
lations.”

(b) The amendments made by subsection (a) shall be effective only 
with respect to sales made after the date of the enactment of this 
Act.

TITLE II—INCOME TAX AMENDMENTS

SEC. 201. CORPORATION TAX IN GENERAL.

Sections 13, 14, and 15 of the Internal Revenue Code are amended 
to read as follows:

“SEC. 13. TAX ON CORPORATIONS IN GENERAL.

“(a) Def init ions .—For the purposes of this chapter—
“(1) Adjust ed  net  income .—The term ‘adjusted net income’ 

means the net income minus the credit provided in section 26 
(a), relating to interest on certain obligations of the United 
States and Government corporations.

“(2) Normal -tax  net  income .—The term ‘normal-tax net in-
come’ means the adjusted net income minus the credit for divi-
dends received provided in section 26 (b).

“(b) Impos ition  of  Tax .—There shall be levied, collected, and paid 
for each taxable year upon the normal-tax net income of every cor-
poration the normal-tax net income of which is more than $25,000

Firearms, shells, 
and cartridges.

Ante, p. 412.
I. R. C. § 3407.

Expiration of taxes.
Ante, p. 420.
I. R. C. § 3452.

Toilet preparations.
Ante, p. 410.
I. R. C. § 3401.

Transactions other-
wise than at arm’s 
length.

Presumption of sales 
at arm’s length.

Charge for cover-
ings and containers.

Ante, p. 416.
I. R. C. §3441 (a).

Items excluded from 
price.

Effective date of 
amendments.

Ante, pp. 7-9.
I. R. C. §§ 13-15.

Definitions.
“Adjusted net in-

come.”
Ante, p. 18.
I. R. C. §26 (a).

“Normal-tax net in-
come.”

Ante, p. 19.
I. R. C. § 26 (b).

Imposition of tax.



864 PUBLIC LAWS—CH. 247—JUNE 29, 1939 [53 Stat .
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(except a corporation subject to the tax imposed by section 14, sec-
tion 231 (a), Supplement G, or Supplement Q) whichever of the 
following taxes is the lesser:

“(1) General  rule .—A tax of 18 per centum of the normal-
tax net income; or

“(2) Alternativ e tax  (corp oration s with  nor mal -tax  net  
income  sli ghtly  more  than  $25,000).—A tax of $3,525, plus 32 
per centum of the amount of the normal-tax net income in excess 
of $25,000.

“(c) Exemp t  Corporations .—
“For corporations exempt from taxation under this chapter, see sec-

tion 101.
“(d) Tax  on  Personal  Holding  Comp ani es .—

“For surtax on personal holding companies, see section 500.
“(e) Improp er  Accumulation  of  Surplus .—

“For surtax on corporations which accumulate surplus to avoid surtax 
on shareholders, see section 102.

“SEC. 14. TAX ON SPECIAL CLASSES OF CORPORATIONS.

“(a) Imposit ion  of  Tax .—There shall be levied, collected, and paid 
for each taxable year upon the normal-tax net income of the following 
corporations (in lieu of the tax imposed by section 13) the tax here-
inafter in this section specified.

“(b) Corporat ions  With  Normal -tax  Net  Inco mes  of  Not  More  
Than  $25,000.—If the normal-tax net income of the corporation is 
not more than $25,000, and if the corporation does not come within 
one of the classes specified in subsection (c), (d), or (e) of this sec-
tion, the tax shall be as follows:

“Upon normal-tax net incomes not in excess of $5,000,12% per 
centum.

“$625 upon normal-tax net incomes of $5,000, and upon normal-
tax net incomes in excess of $5,000 and not in excess of $20,000, 
14 per centum in addition of such excess.

“$2,725 upon normal-tax net incomes of $20,000, and upon nor-
mal-tax net incomes in excess of $20,000, 16 per centum in addi-
tion of such excess.

“(c) Foreign  Corp orati ons .—
“(1) In the case of a foreign corporation engaged in trade or 

business within the United States or having an office or place of 
business therein, the tax shall be an amount equal to 18 per 
centum of the normal-tax net income, regardless of the amount 
thereof.

“ (2) In the case of a foreign corporation not engaged in trade 
or business within the United States and not having an office or 
place of business therein, the tax shall be as provided in section 
231 (a).

“(d) Insurance  Compani es .—In the case of insurance companies, 
the tax shall be as provided in Supplement G.

“(e) Mutual  Inves tm ent  Comp ani es .—In the case of mutual 
investment companies, as defined in Supplement Q, the tax shall be 
as provided in such Supplement.

“(f) Exemp t  Corpora tion s .—
“For corporations exempt from taxation under this chapter, see sec-

tion 101.
“(g) Tax  on  Personal  Holdi ng  Comp anies .—

“For surtax on personal holding companies, see section 500.
“(h) Imp roper  Accumulati on  of  Surplus .—

“For surtax on corporations which accumulate surplus to avoid surtax 
on shareholders, see section 102.”
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SEC. 202. TAX ON BANKS AND TRUST COMPANIES.

Section 104 (b) of the Internal Revenue Code (relating to the tax 
on banks) is amended to read as follows: .

“(b) Rate  of  Tax .—Banks shall be subject to tax under section 13 
or section 14 (b).”
SEC. 203. TAX ON LIFE INSURANCE COMPANIES.

Section 201 (b) of the Internal Revenue Code (relating to the tax 
on life insurance companies) is amended to read as follows:

“ (b) Imposi tion  of  Tax .—
“(1) In  gen era l .—In lieu of the tax imposed by sections 13 

and 14, there shall be levied, collected, and paid for each taxable 
year upon the normal-tax net income of every life insurance com-
pany a tax at the rates provided in section 13 or section 14 (b).

“(2) Normal -tax  net  income  of  forei gn  life  insura nce  com -
pani es .—In the case of a foreign life insurance company, the 
normal-tax net income shall be an amount which bears the same 
ratio to the normal-tax net income, computed without regard to 
this paragraph, as the reserve funds required by law and held 
by it at the end of the taxable year upon business transacted 
within the United States bear to the reserve funds held by it at 
the end of the taxable year upon all business transacted.

“(3) No Unit ed  States  insura nce  busines s .—Foreign life 
insurance companies not carrying on an insurance business within 
the United States and holding no reserve funds upon business 
transacted within the United States, shall not be taxable under 
this section but shall be taxable as other foreign corporations.”

SEC. 204. TAX ON INSURANCE COMPANIES OTHER THAN LIFE OR 
MUTUAL.

Section 204 (a) of the Internal Revenue Code (relating to the tax 
on insurance companies other than life or mutual) is amended to read 
as follows:

“(a) Imposi tion  of  Tax .—
“(1) In  general .—In lieu of the tax imposed by sections 13 

and 14, there shall be levied, collected, and paid for each taxable 
year upon the normal-tax net income of every insurance company 
(other than a life or mutual insurance company) a tax at the 
rates provided in section 13 or section 14 (b).

“(2) Normal -tax  net  income  of  fore ign  companie s .—In the 
case of a foreign insurance company (other than a life or mutual 
insurance company), the normal-tax net income shall be the net 
income from sources within the United States minus the sum of— 

“ (A) Intere st  on  obli gati ons  of  the  Unit ed  Stat es  and
its  instrume ntalitie s .—The credit provided in section 26 (a).

“(B) Divi dends  received .—The credit provided in section 
26 (b).

“(3) No Unite d  States  insura nce  busines s .—Foreign insur-
ance companies not carrying on an insurance business within the 
United States shall not be taxable under this section but shall be 
taxable as other foreign corporations.”

SEC. 205. TAX ON MUTUAL INSURANCE COMPANIES OTHER THAN LIFE.

Section 207 (a) of the Internal Revenue Code (relating to the tax 
on mutual insurance companies other than life) is amended to read 
as follows:

“(a) Imp osi tion  of  Tax .—
“(1) In  general .—There shall be levied, collected, and paid 

for each taxable year upon the normal-tax net income of every
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mutual insurance company (other than a life insurance company) 
a tax at the rates provided in section 13 or section 14 (b).

“(2) Foreign  corpora tion s .—The tax imposed by paragraph 
(1) shall apply to foreign corporations as well as domestic 
corporations; but foreign insurance companies not carrying on 
an insurance business within the United States shall be taxable 
as other foreign corporations.”

SEC. 206. TAX ON RESIDENT FOREIGN CORPORATIONS.

Section 231 (b) of the Internal Revenue Code (relating to the tax 
on resident foreign corporations) is amended to read as follows:

“(b) Resi dent  Corporations .—A foreign corporation engaged in 
trade or business within the United States or having an office or place 
of business therein shall be taxable as provided in section 14 (c) (1).”

SEC. 207. TAX ON CORPORATIONS ENTITLED TO THE BENEFITS OF 
SECTION 251.

Section 251 (c) (1) of the Internal Revenue Code (relating to tax 
on corporations deriving a large part of their income from sources 
within a possession) is amended to read as follows:

“(1) Corpo ration  tax .—A. domestic corporation entitled to the 
benefits of this section shall be subject to tax under section 13 
or section 14 (b).”

SEC. 208. TAX ON CHINA TRADE ACT CORPORATIONS.

Section 261 (a) of the Internal Revenue Code (relating to the tax 
on China Trade Act corporations) is amended to read as follows:

“(a) Corporation  Tax .—A corporation organized under the China 
Trade Act, 1922, 42 Stat. 849 (U. S. C., 1934 ed., title 15, chap. 4), 
shall be subject to tax under section 13 or section 14 (b).”

SEC. 209. TAX ON MUTUAL INVESTMENT COMPANIES.

Section 362 (b) of the Internal Revenue Code (relating to the tax 
on mutual investment companies) is amended to read as follows:

“(b) Imp osi tion  of  Tax .—There shall be levied, collected, and paid 
for each taxable year upon the Supplement Q net income of every 
mutual investment company a tax equal to 18 per centum of the 
amount thereof.”

SEC. 210. TECHNICAL AMENDMENTS MADE NECESSARY BY CHANGE 
IN CORPORATION TAX.

(a) Section 21 (b) of the Internal Revenue Code is amended to 
read as follows:

“(b) Cross  Refe rence s .—For definition of ‘adjusted net income’ 
and ‘normal-tax net income’, see section 13.”

(b) Section 141 (j) of the Internal Revenue Code (relating to 
affiliated corporations in bankruptcy or receivership) shall not apply 
with respect to a taxable year beginning after December 31, 1939.

(c) Section 262 of the Internal Revenue Code (relating to addi-
tional credits of China Trade Act corporations) is amended by strik-
ing out “sections 14 and 600” and inserting in lieu thereof “sections 
13, 14, and 600”; and by striking out “section 14” wherever it appears 
and inserting in lieu thereof “section 13 or 14”.
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SEC. 211. NET OPERATING LOSSES.

(a) Section 23 of the Internal Revenue Code (relating to deduc-
tions from gross income) is amended by inserting at the end thereof 
the following:

“(s) Net  Oper ating  Loss Deducti on .—For any taxable year be-
ginning after December 31, 1939, the net operating loss deduction 
computed under section 122.”

(b) The Internal Revenue Code is amended by inserting after sec-
tion 121 the following new section:

Deductions from 
gross income.

Ante, p. 12.
I. R. C. § 23.

Net operating loss 
deduction.

Ante, p. 56.

“SEC. 122. NET OPERATING LOSS DEDUCTION.

“(a) Def initi on  of  Net  Oper ating  Loss.—As used in this section, 
the term ‘net operating loss’ means the excess of the deductions 
allowed by this chapter over the gross income, with the exceptions 
and limitations provided in subsection (d).

“(b) Amount  of  Carry -Over .—The term ‘net operating loss carry-
over’ means in the case of any taxable year the sum of:

“(1) The amount, if any, of the net operating loss for the 
first preceding taxable year; and

“(2) The amount of the net operating loss, if any, for the 
second preceding taxable year reduced by the excess, if any, 
of the net income (computed with the exceptions and limitations 
provided in subsection (d) (1), (2), (3), and (4)) for the first 
preceding taxable year over the net operating loss for the third 
preceding taxable year.

“(c) Amou nt  of  Net  Operati ng  Loss Deduction .—The amount of 
the net operating loss deduction shall be the amount of the net operat-
ing loss carry-over reduced by the amount, if any, by which the net 
income (computed with the exceptions and limitations provided in 
subsection (d) (1), (2), (3), and (4)) exceeds, in the case of a 
taxpayer other than a corporation, the net income (computed with-
out such deduction), or, in the case of a corporation, the normal-tax 
net income (computed without such deduction);

“(d) Except ions  and  Limi tati ons .—The exceptions and limita-
tions referred to in subsections (a), (b), and (c) shall be as follows:

“(1) The deduction for depletion shall not exceed the amount 
which would be allowable if computed without reference to dis-
covery value or to percentage depletion under section 114 (b) 
(2), (3), or (4);

“(2) There shall be included in computing gross income the 
amount of interest received which is wholly exempt from the 
taxes imposed by this chapter, decreased by the amount of in-
terest paid or accrued which is not allowed as a deduction by 
section 23 (b), relating to interest on indebtedness incurred or 
continued to purchase or carry certain tax-exempt obligations;

“(3) No net operating loss deduction shall be allowed;
“(4) Long-term capital gains and long-term capital losses 

shall be taken into account without regard to the provisions of 
section 117 (b). As so computed the amount deductible on 
account of long-term capital losses shall not exceed the amount 
includible on account of the long-term capital gains, and the 
amount deductible on account of short-term capital losses shall 
not exceed the amount includible on account of the short-term 
capital gains;
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“(5) Deductions otherwise allowed by law not attributable to 
the operation of a trade or business regularly carried on by 
the taxpayer shall (in the case of a taxpayer other than a cor-
poration) be allowed only to the extent of the amount of the 
gross income not derived from such trade or business. For the 
purposes of this paragraph deductions and gross income shall 
be computed with the exceptions and limitations specified in 
paragraphs (1) to (4) of this subsection.

“(e) No Carry -over  from  Year  Prior  to  1939.—As used in this 
section, the terms ‘third preceding taxable year’, ‘second preceding 
taxable year’, and ‘first preceding taxable year’ do not include any 
taxable year beginning prior to January 1, 1939.”

(c) Allowanc e of  Deducti on  to  Est ates , Trusts , and  Partic i-
pants  in  Common  Trust  Funds .—The Internal Revenue Code is 
amended by inserting after the section 169 the following new section:

“SEC. 170. NET OPERATING LOSSES.

“The benefit of the deduction for net operating losses allowed by 
section 23 (s) shall be allowed to estates and trusts under regulations 
prescribed by the Commissioner with the approval of the Secretary. 
The benefit of such deduction shall not be allowed to a common trust 
fund, but shall be allowed to the participants in the common trust 
fund under regulations prescribed by the Commissioner with the ap-
proval of the Secretary.”

(d) Allow ance  of  Deduction  to  Partners .—The Internal Reve-
nue Code is amended by inserting after section 188 the following new 
section:

“SEC. 189. NET OPERATING LOSSES.

“The benefit of the deduction for net operating losses allowed by 
section 23 (s) shall not be allowed to a partnership but shall be 
allowed to the members of the partnership under regulations pre-
scribed by the Commissioner with the approval of the Secretary.”

(e) Allowan ce  of  Deducti on  to  Insurance  Companie s .—
(1) Section 203 (a) of the Internal Revenue Code (relating 

to deductions of life insurance companies) is amended by insert-
ing at the end thereof the following new paragraph:

“(8) The amount of the net operating loss deduction provided 
in section 23 (s)

(2) The Internal Revenue Code is amended by inserting after 
section 207 the following;

“SEC. 208. NET OPERATING LOSSES.

“The benefit of the deduction for net operating losses allowed by 
section 23 (s) shall be allowed to insurance companies subject to the 
taxes imposed in this supplement under regulations prescribed by the 
Commissioner with the approval of the Secretary.”

(f) Denial  of  Deducti on  to  Section  102 Corpora tion s .—Section 
102 (d) (1) of the Internal Revenue Code (relating to the definition 
of section 102 net income) is amended by striking out “The term 
‘section 102 net income’ means the net income minus the sum of” and 
inserting in lieu thereof “The term ‘section 102 net income’ means 
the net income, computed without the net operating loss deduction 
provided in section 23 (s), minus the sum of”,
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(g) Denial  of  Deduction  to  Forei gn  Persona l  Holdi ng  Com -

panies .—Section 336 (b) of the Internal Revenue Code (relating to 
disallowed deductions in computing net income of foreign personal 
holding companies) is amended by inserting at the end thereof the 
following:

“(3) Net  los s carry -over  disa llowed .—The deduction for net 
operating losses provided in section 23 (s) shall not be allowed.” 

(h) Denial  of  Deduction  to  Mutua l  Investm ent  Comp ani es .— 
Section 362 (a) of the Internal Revenue Code (relating to definition 
of Supplement Q net income) is amended to read as follows:

“(a) Supp lement  Q Net  Incom e .—For the purposes of this chap-
ter the term ‘Supplement Q, net income’ means the adjusted net in-
come, computed without the net operating loss deduction provided in 
section 23 (s), minus the basic surtax credit computed under section 
27 (b) without the application of paragraphs (2) and (3).”

(i) Denial  of  Deducti on  to  Domes tic  Persona l  Holding  Com -
panies .—Section 505 of the Internal Revenue Code (relating to defi-
nition of subchapter A net income) is amended by inserting at the 
end thereof the following:

“(c) Net  Loss  Carry -Over  Disallowed .—The deduction for net 
operating losses provided in section 23 (s) shall not be allowed.”

(j) Technical  Amendment .—Section 26 (c) (2) of the Internal 
Revenue Code (relating to operating loss credit) is amended by strik-
ing out “chapter” and inserting in lieu thereof “section’’.
SEC. 212. CORPORATION CAPITAL LOSSES.

(a) Limit ations .—Section 117 (d) of the Internal Revenue Code 
(relating to limitation on capital losses) is amended to read as 
follows:

“(d) Limi tation  on  Capit al  Losses .—Long-term capital losses 
shall be allowed, but short-term capital losses shall be allowed only 
to the extent of short-term capital gains.”

(b) Net  Short -Term  Los s Carry -Over .—Section 117 (e) of the 
Internal Revenue Code (relating to the one-year carry-over of net 
short-term capital loss) is amended to read as follows:

“(e) Net  Short -Term  Capital  Loss Carry -Over .—If any tax-
payer sustains in any taxable year, beginning after December 31, 
1937, in the case of a taxpayer other than a corporation, or beginning 
after December 31, 1939, in the case of a corporation, a net short-
term capital loss, such loss (in an amount not in excess of the net 
income for such year) shall be treated in the succeeding taxable year 
as a short-term capital loss, except that it shall not be included in 
computing the net short-term capital loss for such year.”

(c) Capi tal  Losse s of  Foreign  Personal  Holdi ng  Compa nie s .— 
Section 336 of the Internal Revenue Code (relating to definition of 
Supplement P net income) is amended by inserting at the end thereof 
the following new subsection:

“(c) Capit al  Losses .—The net income shall be computed without 
regard to section 117 (d) and (e), and losses from sales or exchanges 
of capital assets shall be allowed only to the extent of $2,000 plus the 
gains from such sales or exchanges.”

(d) Capita l  Losses  of  Domes tic  Pers onal  Holdi ng  Companie s .— 
Section 505 of the Internal Revenue Code (relating to definition of 
subchapter A net income) is amended by inserting at the end thereof 
the following new subsection:

“(d) Capita l  Losses .—The net income shall be computed without 
regard to section 117 (d) and (e), and losses from sales or exchanges 
of capital assets shall be allowed only to the extent of $2,000 plus 
the gains from such sales or exchanges.”
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SEC. 213. ASSUMPTION OF INDEBTEDNESS.

(a) Assump tion  of  Liability  Not  Reco gniz ed .—Section 112 of the 
Internal Revenue Code (relating to recognition of gain or loss) is 
amended by adding at the end thereof the following new subsection:

“ (k) Ass umpt ion  of  Liabi lit y  Not  Reco gniz ed .—Where upon an 
exchange the taxpayer receives as part of the consideration property 
which would be permitted by subsection (b) (4) or (5) of this 
section to be received without the recognition of gain if it were the 
sole consideration, and as part of the consideration another party 
to the exchange assumes a liability of the taxpayer or acquires from 
the taxpayer property subject to a liability, such assumption or ac-
quisition shall not be considered as ‘other property or money’ received 
by the taxpayer within the meaning of subsection (c), (d), or (e) 
of this section and shall not prevent the exchange from being within 
the provisions of subsection (b) (4) or (5); except that if, taking into 
consideration the nature of the liability and the circumstances in the 
light of which the arrangement for the assumption or acquisition was 
made, it appears that the principal purpose of the taxpayer with 
respect to the assumption or acquisition was a purpose to avoid Fed-
eral income tax on the exchange, or, if not such purpose, was not a 
bona fide business purpose, such assumption or acquisition (in the 
amount of the liability) shall, for the purposes of this section, be 
considered as money received by the taxpayer upon the exchange. 
In any suit or proceeding where the burden is on the taxpayer to 
prove that such assumption or acquisition is not to be considered as 
money received by the taxpayer, such burden shall not be considered 
as sustained unless the taxpayer sustains such burden by the clear 
preponderance of the evidence.”

(b) Amendment  to  Defi niti on  of  Reor gani zat ion .—Section 112 
(g) (1) of the Internal Revenue Code (relating to definition of re-
organization) is amended to read as follows:

“ (1) The term ‘reorganization’ means (A) a statutory merger 
or consolidation, or (B) the acquisition by one corporation, in 
exchange solely for all or a part of its voting stock, 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 another 
corporation, or (C) the acquisition by one corporation, in 
exchange solely for all or a part of its voting stock, of sub-
stantially all the properties of another corporation, but in deter-
mining whether the exchange is solely for voting stock the 
assumption by the acquiring corporation of a liability of the 
other, or the fact that property acquired is subject to a liability, 
shall be disregarded, or (D) 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 shareholders or both are in con-
trol of the corporation to which the assets are transferred, or 
(E) a recapitalization, or (F) a mere change in identity, form, or 
place of organization, however effected.”

(c) Requi reme nt  of  Subst antially  Proport ionate  Intere sts .— 
Section 112 (b) (5) of the Internal Revenue Code (relating to 
requirement of substantially proportionate interests) is amended by 
adding at the end thereof the following new sentence: “Where 
the transferee assumes a liability of a transferor, or where the 
property of a transferor is transferred subject to a liability, then 
for the purpose only of determining whether the amount of stock or 
securities received by each of the transferors is in the proportion 
required by this paragraph, the amount of such liability (if under 
subsection (k) it is not to be considered as ‘other property or money’) 
shall be considered as stock or securities received by such transferor.”
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(d) Basis  of  Prop ert y .—Section 113 (a) (6) of the Internal Rev-
enue Code (relating to basis of property) is amended by inserting 
before the last sentence thereof the following: “Where as part of the 
consideration to the taxpayer another party to the exchange assumed 
a liability of the taxpayer or acquired from the taxpayer property 
subject to a liability, such assumption or acquisition (in the amount 
of the liability) shall, for the purposes of this paragraph, be con-
sidered as money received by the taxpayer upon the exchange.”

(e) Taxable  Years  to  Which  Appl icable .—The amendments made 
by subsections (a), (b), (c), and (d) shall be applicable to taxable 
years beginning after December 31, 1938.

(f) Ass umpti on  of  Liabilit y  Not  Recogni zed  Under  Prior  Acts .—
(1) Where upon an exchange occurring in a taxable year ending 

after December 31, 1923, and beginning before January 1, 1939, the 
taxpayer received as part of the consideration property which would 
be permitted by subsection (b) (4) or (5) of section 112 of the Rev-
enue Act of 1938, or the corresponding provisions of the Revenue Act 
of 1924 or subsequent revenue Acts, to be received without the recog-
nition of gain if it were the sole consideration, and as part of the 
consideration another party to the exchange assumed a liability of the 
taxpayer or acquired from the taxpayer property subject to a liability, 
such assumption or acquisition shall not be considered as “other 
property or money” received by the taxpayer within the meaning of 
subsection (c), (d), or (e) of section 112 of the Revenue Act of 1938, 
or the corresponding provisions of the Revenue Act of 1924 or subse-
quent revenue Acts, and shall not prevent the exchange from being 
within the provisions of subsection (b) (4) or (5) of section 112 of the 
Revenue Act of 1938, or the corresponding provisions of the Revenue 
Act of 1924 or subsequent revenue Acts; except that if, in the deter-
mination of the tax liability of such taxpayer for the taxable year in 
which the exchange occurred, by a decision of the Board of Tax 
Appeals or of a court which became final before the ninetieth day 
after the date of enactment of the Revenue Act of 1939, or by a clos-
ing agreement, gain was recognized to such taxpayer by reason of 
such assumption or acquisition of property, then for the. purposes 
of section 112 of the Revenue Act of 1938, and corresponding provi-
sions of the Revenue Act of 1924 or subsequent revenue Acts, such 
assumption or acquisition (in the amount of the liability considered 
in computing the gain) shall be considered as money received by the 
taxpayer upon the exchange.

(2) Paragraph (1) shall be effective with respect to the Revenue 
Act of 1924 and subsequent revenue Acts as of the date of enactment 
of each such Act.

(g) Def inition  of  Reor gani zat ion  Under  Prior  Acts .—
(1) Section 112 (g) (1) of the Revenue Acts of 1938, 1936, and 

1934 are amended to read as follows:
“(1) The term ‘reorganization’ means (A) a statutory merger 

or consolidation, or (B) the acquisition by one corporation, in 
exchange solely for all or a part of its voting stock, of substan-
tially all the properties of another corporation, but in determin-
ing whether the exchange is solely for voting stock the assump-
tion by the acquiring corporation of a liability of the other, 
or the fact that property acquired is subject to a liability, shall 
be disregarded; or the acquisition by one corporation in exchange 
solely for all or a part of its voting stock 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 another 
corporation, or (C) a transfer by a corporation of all or a part 
of its assets to another corporation if immediately after the trans-
fer the transferor or its shareholders or both are in control of the
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corporation to which the assets are transferred, or (D) a recapi-
talization, or (E) a mere change in identity, form, or place of 
organization, however effected.”

(2) The amendments made by paragraph (1) to the respective 
Acts amended shall be effective as to each of such Acts as of the 
date of enactment of such Act.

(h) Substant ially  Proportionat e  Inter es ts  Under  Prior  Acts .—
(1) Section 112 (b) (5) of the Revenue Acts of 1938, 1936, 1934, 

1932, and 1928, and section 203 (b) (4) of the Revenue Acts of 1926 
and 1924 are amended by inserting at the end thereof the following: 
“Where the transferee assumes a liability of a transferor, or where the 
property of a transferor is transferred subject to a liability, then for 
the purpose only of determining whether the amount of stock or 
securities received by each of the transferors is in the proportion re-
quired by this paragraph, the amount of such liability (if under 
section 213 of the Revenue Act of 1939 it is not considered as ‘other 
property or money’) shall be considered as stock or securities re-
ceived by such transferor. If, as the result of a determination of the 
tax liability of the taxpayer for the taxable year in which the ex-
change occurred, by a decision of the Board of Tax Appeals or of a 
court which became final before the ninetieth day after the date of 
the enactment of the Revenue Act of 1939, or by a closing agreement, 
the treatment of the amount of such liability was different from the 
treatment which would result from the application of the preceding 
sentence, such sentence shall not apply and the result of such deter-
mination shall be deemed proper.”

(2) The amendments made by paragraph (1) to the respective 
Acts amended shall be effective as to each of such Acts as of the date 
of enactment of such Act.

(i) Basis  Under  Prior  Acts .—
(1) Section 113 (a) (6) of the Revenue Acts of 1938, 1936, 1934, 

1932, and 1928, and section 204 (a) (6) of the Revenue Acts of 
1926 and 1924 are amended by inserting before the last sentence 
thereof the following: “Where as part of the consideration to the 
taxpayer another party to the exchange assumed a liability of the 
taxpayer or acquired from the taxpayer property subject to a lia-
bility, such assumption or acquisition (in the amount of the liability) 
shall, for the purposes of this paragraph, be considered as money 
received by the taxpayer upon the exchange.”

(2) The amendments made by paragraph (1) to the respective 
Acts amended shall be effective as to each of such Acts as of the 
date of enactment of such Act.

SEC. 214. BASIS OF STOCK DIVIDENDS AND STOCK RIGHTS.

(a) Basis  Under  Internal  Revenu e  Code .—Section 113 (a) of the 
Internal Revenue Code (relating to the unadjusted basis of property) 
is amended by inserting at the end thereof the following new 
paragraph:

“(19) (A) If the property was acquired by a shareholder in 
a corporation and consists of stock in such corporation, or rights 
to acquire such stock, acquired by him after February 28, 1913, 
in a distribution by such corporation (hereinafter in this para-
graph called ‘new stock’), or consists of stock in respect of which 
such distribution was made (hereinafter in this paragraph called 
‘old stock’) and

“(i) the new stock was acquired in a taxable year begin-
ning before January 1, 1936; or

“(ii) the new stock was acquired in a taxable year begin-
ning after December 31, 1935, and its distribution did not
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constitute income to the shareholder within the meaning 
of the Sixteenth Amendment to the Constitution;

then the basis of the new stock and of the old stock, respectively, 
shall, in the shareholder’s hands, be determined by allocating 
between the old stock and the new stock the adjusted basis of 
the old stock; such allocation to be made under regulations which 
shall be prescribed by the Commissioner with the approval of 
the Secretary.

“(B) Where the new stock consisted of rights to acquire stock 
and such rights were sold in a taxable year beginning before 
January 1, 1939, and there was included in the gross income 
for such year the entire amount of the proceeds of such sale, 
then, if before the date of the enactment of the Revenue Act of 
1939 the taxpayer has not asserted (by claim for a refund or 
credit or otherwise) that any part of the proceeds of the sale 
of such new stock should be excluded from gross income for the 
year of its sale, the basis of the old stock shall be determined 
without regard to subparagraph (A); and no part of the pro-
ceeds of the sale of such new stock shall ever be excluded from 
the gross income of the year of such sale.

“(C) Subparagraph (A) shall not apply if the new stock was 
acquired in a taxable year beginning before January 1, 1936, 
and there was included, as a dividend, in gross income for such 
year an amount on account of such stock, and after such inclu-
sion such amount was not (before the date of the enactment of 
the Revenue Act of 1939) excluded from gross income for such 
year.

“(D) Subparagraph (A) shall not apply if the new stock or 
the old stock was sold or otherwise disposed of in a taxable year 
beginning prior to January 1,1936, and the basis (determined by 
a decision of a court or the Board of Tax Appeals, or a closing 
agreement, and the decision or agreement became final before the 
ninetieth day after the date of the enactment of the Revenue 
Act of 1939) for determining gain or loss on such sale or other 
disposition was ascertained by a method other than that of 
allocation of the basis of the old stock.”

(b) Dis tribu tion s Not  Treated  as  Dividends .—Section 115 (d) 
of the Internal Revenue Code (relating to distributions applied in 
reduction of basis) is amended to read as follows:

“(d) Other  Dis tribu tion s From  Capi tal .—If any distribution 
made by a corporation to its shareholders is not out of increase in 
value of property accrued before March 1, 1913, and is not a divi-
dend, then the amount of such distribution shall be applied against 
and reduce the adjusted 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 exchange of property. This 
subsection shall not apply to a distribution in partial or complete 
liquidation or to a distribution which, under subsection (f) (1), is 
not treated as a dividend, whether or not otherwise a dividend.”

(c) Dete rminati on  of  Perio d  for  Which  Held .—Section 117 (h) 
of the Internal Revenue Code (relating to determination of period 
for which property is held) is amended by adding at the end thereof 
the following new paragraph:

“(5) In determining the period for which the taxpayer has held 
stock or rights to acquire stock received upon a distribution, if the 
basis of such stock or rights is determined under section 113 (a) (19) 
(A), there shall (under regulations prescribed by the Commissioner 
with the approval of the Secretary) be included the period for which 
he held the stock jn the distributing corporation prior to the receipt 
of such stock or rights upon such distribution.”

Basis.
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(d) Taxable  Years  to  Which  Appli cable .—The amendments 
made by subsections (a), (b), and (c) shall be applicable to taxable 
years beginning after December 31, 1938.

(e) Basis  Under  Prior  Acts .—The following rules shall be ap-
plied, for the purposes of the Revenue Act of 1938 or any prior 
revenue Act as if such rules were a part of each such Act when it was 
enacted, in determining the basis of property acquired by a share-
holder in a corporation which consists of stock in such corporation, 
or rights to acquire such stock, acquired by him after February 28, 
1913, in a distribution by such corporation (hereinafter in this 
subsection called “new stock”), or consisting of stock in respect of 
which such distribution was made (hereinafter in this subsection 
called “old stock”) if the new stock was acquired in a taxable year 
beginning before January 1, 1936, or acquired in a taxable year be-
ginning after December 31, 1935, and its distribution did not con-
stitute income to the shareholder within the meaning of the Sixteenth 
Amendment to the Constitution:

(1) The basis of the new stock and of the old stock, respec-
tively, shall, in the shareholder’s hands, be determined by allocat-
ing between the old stock and the new stock the adjusted basis of 
the old stock; such allocation to be made under regulations which 
shall be prescribed by the Commissioner with the approval of 
the Secretary.

(2) Where the new stock consisted of rights to acquire stock 
and such rights were sold and there was included in the gross 
income for the taxable year of the sale the entire amount of the 
proceeds of such sale, then, if before the date of the enactment 
of this Act the taxpayer has not asserted (by claim for a refund 
or credit or otherwise) that any part of the proceeds of the sale 
of such new stock should be excluded from gross income for the 
year of its sale, the basis of the old stock shall be determined 
without regard to paragraph (1) and no part of the proceeds 
of the sale of such new stock shall ever be excluded from the 
gross income of the year of such sale.

(3) Paragraph (1) shall not apply if the new stock was 
acquired in a taxable year beginning before January 1, 1936, and 
there was included, as a dividend, in gross income for such year 
an amount on account of such stock, and after such inclusion such 
amount was not (before the date of the enactment of this Act) 
excluded from gross income for such year.

(4) Paragraph (1) shall not apply if the new stock or the old 
stock was sold or otherwise disposed of in a taxable year begin- 
ing before January 1, 1936, and the basis (determined by a deci-
sion of a court or the Board of Tax Appeals, or a closing agree-
ment, and the decision or agreement became final before the 
ninetieth day after the date of the enactment of this Act) for 
determining gain or loss on such sale or other disposition was 
ascertained by a method other than that of allocation of the basis 
of the old stock.

(f) Dete rmina tio n Under  Prior  Acts  of  Period  for  Which  
Held .—For the purposes of the Revenue Act of 1938 or any prior 
revenue Act, in determining the period for which the taxpayer has 
held stock or rights to acquire stock, received upon a distribution, if 
the basis of such stock or rights is determined under section 214 (e) 
(1) of the Revenue Act of 1939, there shall (under regulations which 
shall be prescribed by the Commissioner with the approval of the 
Secretary) be included the period for which he held the stock in the 
distributing corporation prior to the receipt of such stock or rights 
upon such distribution. This subsection shall be applicable as if it 
were a part of each such Act when such Act was enacted.
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SEC. 215. DISCHARGE OF INDEBTEDNESS.

(a) Income  From  Disch arge  of  Indebtedness .—Section 22 (b) of 
the Internal Revenue Code (relating to exclusions from gross income) 
is amended by adding at the end thereof the following new para-
graph :

“(9) Income  fr om  dis charg e  of  inde btedn ess .—In the case of 
a corporation? the amount of any income of the taxpayer attribut-
able to the discharge, within the taxable year, of any indebted-
ness of the taxpayer or for which the taxpayer is liable evidenced 
by a security (as hereinafter in this paragraph defined) if—

(A) it is established to the satisfaction of the Commis-
sioner, or

(B) it is certified to the Commissioner by any Federal 
agency authorized to make loans on behalf of the United 
States to such corporation or by any Federal agency author-
ized to exercise regulatory power over such corporation, 

that at the time of such discharge the taxpayer was in an unsound 
financial condition, and if the taxpayer makes and files at the 
time of filing the return, in such manner as the Commissioner, 
with the approval of the Secretary, by regulations prescribes, its 
consent to the regulations prescribed under section 113 (b) (3) 
then in effect. In such case the amount of any income of the 
taxpayer attributable to any unamortized premium (computed 
as of the first day of the taxable year in which such discharge 
occurred) with respect to such indebtedness shall not be 
included in gross income and the amount of the deduction 
attributable to any unamortized discount (computed as of the 
first day of the taxable year in which such discharge occurred) 
with respect to such indebtedness shall not be allowed as a deduc-
tion. As used in this paragraph the term ‘security’ means any 
bond, debenture, note, or certificate, or other evidence of indebt-
edness, issued by any corporation, in existence on June 1, 1939. 
This paragraph shall not apply to any discharge occurring before 
the date of the enactment of the Revenue Act of 1939, or in a 
taxable year beginning after December 31, 1942.”

(b) Basis  Reduced .—Section 113 (b) of the Internal Revenue Code 
(relating to the adjusted basis of property) is amended by adding at 
the end thereof the following new paragraph:

“(3) Disch arge  of  inde btedn ess .—Where in the case of a cor-
poration any amount is excluded from gross income under section 
22 (b) (9) on account of the discharge of indebtedness the 
wThole or a part of the amount so excluded from gross income 
shall be applied in reduction of the basis of any property held 
(whether before or after the time of the discharge) by the tax-
payer during any portion of the taxable year in which such 
discharge occurred. The amount to be so applied (not in excessi 
of the amount so excluded from gross income, reduced by the 
amount of any deduction disallowed under section 22 (b) (9)) 
and the particular properties to which the reduction shall be 
allocated, shall be determined under regulations (prescribed by 
the Commissioner with the approval of the Secretary) in effect 
at the time of the filing of the consent by the taxpayer referred 
to in section 22 (b) (9). The reduction shall be made as of the 
first day of the taxable year in which the discharge occurred 
except in the case of property not held by the taxpayer on such 
first day, in which case it shall take effect as of the time the 
holding of the taxpayer began.”
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(c) Taxable  Years  to  Which  Appli cabl e .—The amendments 
made by this section shall be applicable to taxable years beginning 
after December 31, 1938.

SEC. 216. FOREIGN TAX CREDIT.

(a) Disal lowance  of  Credit  to  Section  102 Corporati ons .—Sec-
tion 131 (a) of the Internal Revenue Code (relating to allowance of 
foreign tax credit) is amended by striking out “If the taxpayer 
signifies in his return his desire to have the benefits of this section, 
the tax imposed by this chapter shall be credited with” and inserting 
in lieu thereof “If the taxpayer signifies in his return his desire to 
have the benefits of this section, the tax imposed by this chapter, 
except the tax imposed under section 102, shall be credited with”.

(b) Limi t  on  Credi t .—Section 131 (b) of the Internal Revenue 
Code (relating to the limit on foreign tax credit) is amended to read 
as follows:

“(b) Limit  on  Credi t .—The amount of the credit taken under 
this section shall be subject to each of the following limitations:

“(1) The amount of the credit in respect of the tax paid or 
accrued to any country shall not exceed the same proportion of 
the tax against which such credit is taken, which the taxpayer’s 
net income from sources within such country bears to his entire 
net income, in the case of a taxpayer other than a corporation, or 
to the normal-tax net income, in the case of a corporation, for the 
same taxable year; and

“ (2) The total amount of the credit shall not exceed the same 
proportion of the tax against which such credit is taken, which 
the taxpayer’s net income from sources without the United States 
bears to his entire net income, in the case of a taxpayer other than 
a corporation, or to the normal-tax net income, in the case of a 
corporation, for the same taxable year.”

(c) Fore ign  Subsi diar y .—Section 131 (f) of the Internal Revenue 
Code (relating to credit for taxes of foreign subsidiary) is amended 
by striking out “entire net income” and inserting in lieu thereof 
“normal-tax net income”.

SEC 217 EXEMPTION OF CERTAIN FEDERAL EMPLOYEES’ ORGANI-
ZATIONS.

(a) Section 101 of the Internal Revenue Code (relating to exemp-
tions from tax on corporations) is amended by adding at the end 
thereof the following new paragraph:

“(19) Voluntary employees’ beneficiary associations providing 
for the payment of life, sick, accident, or other benefits to the 
members of such association or their dependents or their desig-
nated beneficiaries, if (A) admission to membership in such 
association is limited to individuals who are officers or employees 
of the United States Government, and (B) no part of the net 
earnings of such association inures (other than through such 
payments) to the benefit of any private shareholder or 
individual.”

(b) The amendment made by this section shall be applicable to 
taxable years beginning after December 31, 1938.

SEC. 218. EMPLOYEES’ TRUSTS.

Section 165 of the Internal Revenue Code (relating to. exemption 
from tax of certain trusts for the benefit of employees) is amended 
by inserting before the first paragraph “(a) Exemption  From
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Tax .—” and by inserting at the end thereof the following new sub-
section :

“(b) Taxable  Year  Beginning  Prior  to  Janua ry  1, 1940.—The 
provisions of clause (2) of subsection (a) shall not apply to a taxable 
year beginning prior to January 1, 1940.”
SEC. 219. INVENTORIES.

(a) Amendm ent  to  Code .—Section 22 (d) of the Internal Revenue 
Code (relating to inventories in certain industries) is amended to 
read as follows:

“(d) (1) A taxpayer may use the following method (whether or 
not such method has been prescribed under subsection (c)) in inven-
torying goods specified in the application required under paragraph 
(2):

“(A) Inventory them at cost;
“(B) Treat those remaining on hand at the close of the tax-

able year as being: First, those included in the opening inventory 
of the taxable year (in the order of acquisition) to the extent 
thereof, and second, those acquired in the taxable year; and

“(C) Treat those included in the opening inventory of the 
taxable year in which such method is first used as having been 
acquired at the same time and determine their cost by the average 
cost method.

“(2) The method described in paragraph (1) may be used—
“(A) Only in inventorying goods (required under subsection 

(c) to be inventoried) specified in an application to use such 
method filed at such time and in such manner as the Commis-
sioner may prescribe; and

“(B) Only if the taxpayer establishes to the satisfaction of 
the Commissioner that the taxpayer has used no procedure other 
than that specified in subparagraphs (B) and (C) of paragraph 
(1) in inventorying (to ascertain income, profit, or loss, for 
credit purposes, or for the purpose of reports to shareholders, 
partners, or other proprietors, or to beneficiaries) such goods for 
any period beginning with or during the first taxable year for 
which the method described in paragraph (1) is to be used.

“(3) The change to, and the use of, such method shall be in ac-
cordance with such regulations as the Commissioner, with the ap-
proval of the Secretary, may prescribe as necessary in order that 
the use of such method may clearly reflect income.

“(4) In determining income for the taxable year preceding the 
taxable year for which such method is first used, the closing in-
ventory of such preceding year of the goods specified in such applica-
tion shall be at cost.

“(5) If a taxpayer, having complied with paragraph (2), uses 
the method described in paragraph (1) for any taxable year, then 
such method shall be used in all subsequent taxable years unless—

“(A) With the approval of the Commissioner a change to a 
different method is authorized; or

“(B) The Commissioner determines that the taxpayer has 
used for any period beginning with or during any subsequent 
taxable year some procedure other than that specified in sub-
paragraph (B) of paragraph (1) in inventorying (for ascer-
taining income, profit, or loss, for credit purposes, or for the pur-
pose of reports to shareholders, partners, or other proprietors, 
or to beneficiaries) the goods specified in the application, and 
requires a change to a method different from that prescribed 
in paragraph (1) beginning with such subsequent taxable year or 
any taxable year thereafter,
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In either of the above cases, the change to, and the use of, the different 
method shall be in accordance with such regulations as the Commis-
sioner, with the approval of the Secretary, may prescribe as necessary 
in order that the use of such method may clearly reflect income.”

(b) Taxable  Years  to  Which  Applicab le .—The amendment made 
by subsection (a) shall be applicable to taxable years beginning 
after December 31, 1938.

(c) Amendm ent  to  1938 Act .—Section 22 (d) of the Revenue Act 
of 1938 (relating to inventories in certain industries) is amended to 
read as follows:

“(d) If the inventory method described in section 22 (d) (1), 
as amended, of the Internal Revenue Code is used for the first taxable 
year beginning after December 31, 1938, then, in determining income 
for the preceding taxable year, the closing inventory of such year 
of the goods specified in the application under section 22 (d) (2), as 
amended, of such Code shall be at cost.”

SEC. 220. COMPENSATION FOR SERVICES RENDERED FOR A PERIOD 
OF FIVE YEARS OR MORE.

(a) The Internal Revenue Code is amended by inserting after 
section 106 the following new section:

“SEC. 107. COMPENSATION FOR SERVICES RENDERED FOR A PERIOD 
OF FIVE YEARS OR MORE.

“In the case of compensation (a) received, for personal services 
rendered by an individual in his individual capacity, or as a member 
of a partnership, and covering a period of five calendar years or 
more from the beginning to the completion of such services, (b) paid 
(or not less than 95 per centum of which is paid) only on completion 
of such services, and (c) required to be included in gross income 
of such individual for any taxable year beginning after December 
31,1938, the tax attributable to such compensation shall not be greater 
than the aggregate of the taxes attributable to such compensation had 
it been received in equal portions in each of the years included in 
such period.”

(b) The amendment made by subsection (a) shall be applicable to 
taxable years beginning after December 31, 1938.

SEC. 221. EXTENSION OF TIME OF ORDERS OF SECURITIES AND 
EXCHANGE COMMISSION.

(a) Section 373 (a) of the Internal Revenue Code (relating to 
the definition of orders of the Securities and Exchange Commission 
with respect to which Supplement R applies) is amended to read as 
follows:

“(a) The term ‘order of the Securities and Exchange Commission’ 
means an order (1) issued after May 28, 1938, and prior to January 
1, 1941, by the Securities and Exchange Commission to effectuate the 
provisions of section 11 (b) of the Public Utility Holding Company 
Act of 1935, 49 Stat. 820 (U. S. C., Supp. Ill, Title 15, § 79 (b)), 
or (2) issued by the Commission subsequent to December 31, 1940, 
in which it is expressly stated that an order of the character specified 
in clause (1) is amended or supplemented, and (3) which has become 
final in accordance with law.”

(b) The amendment made by subsection (a) shall be applicable 
to taxable years beginning after December 31, 1938.
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SEC. 222. RENEWAL OF INDEBTEDNESS.

(a) Section 27 (a) (4) of the Internal Revenue Code (relating 
to corporation credit for amounts used or set aside to pay indebted-
ness) is amended by inserting at the end thereof the following new 
sentence: “A renewal (however evidenced) of an indebtedness shall 
be considered an indebtedness.”

(b) The amendment made by subsection (a) shall be applicable 
to taxable years beginning after December 31, 1938.

(c) Section 27 (a) (4) of the Revenue Act of 1938 (relating to 
corporation credit for amounts used or set aside to pay indebtedness) 
is amended by inserting at the end thereof the following new sen-
tence: “A renewal (however evidenced) of an indebtedness shall be 
considered an indebtedness.”

(d) The amendment made by subsection (c) shall be applicable 
to taxable years beginning after December 31, 1937.
SEC. 223. COMMODITY CREDIT LOANS.

(a) The Internal Revenue Code is amended by inserting after 
section 121 the following new section:
“SEC. 123. COMMODITY CREDIT LOANS.

“(a) Amounts received as loans from the Commodity Credit Cor-
poration shall, at the election of the taxpayer, be considered as 
income and shall be included in gross income for the taxable year 
in which received.

“(b) If a taxpayer exercises the election provided for in subsec-
tion (a) for any taxable year beginning after December 31, 1938, 
then the method of computing income so adopted shall be adhered 
to with respect to all subsequent taxable years unless with the 
approval of the Commissioner a change to a different method is 
authorized.”

(b) Adjustme nt  of  Basi s .—Section 113 (b) (1) of the Internal 
Revenue Code is amended by adding at the end thereof a new sub-
paragraph reading as follows:

“(G) in the case of property pledged to the Commodity 
Credit Corporation, to the extent of the amount received as a 
loan from the Commodity Credit Corporation and treated by 
the taxpayer as income for the year in which received pursuant 
to section 123 of this chapter, and to the extent of any deficiency 
on such loan with respect to which the taxpayer has been relieved 
from liability.”

(c) The amendments made by subsections (a) and (b) shall be 
applicable to taxable years beginning after December 31, 1938.

(d) Retr oactive  Appli cati on .—The provisions of subsection (a) 
shall be retroactively applied in computing income for any taxable 
year subject to the provisions of the Revenue Act of 1934, the Reve-
nue Act of 1936, or the Revenue Act of 1938, or any of such Acts 
as amended, if—

(1) The taxpayer elects in writing (in accordance with regu-
lations prescribed by the Commissioner with the approval of the 
Secretary) within one year from the date of the enactment of 
this Act to treat such loans as income for such year, and

(2) The records of the taxpayer are sufficient to permit an 
accurate computation of income for such year, and

(3) The taxpayer consents in writing to the assessment, within 
such period as may be agreed upon, of any deficiency for such 
year, even though the statutory period for the assessment of any 
such deficiency had expired prior to the filing of such consent.
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Any tax overpaid for any such, year shall be credited or refunded, 
Subject to the statutory period of limitation properly applicable 
thereto.

(e) Adjus tment  of  Basis  for  Prior  Years .—In computing 
income for any taxable year subject to the provisions of the Revenue 
Act of 1934, the Revenue Act of 1936, or the Revenue Act of 1938, 
or any of such Acts as amended, the basis, for determining gain or 
loss from the sale or other disposition of any property, pledged to 
the Commodity Credit Corporation as security on a loan obtained 
therefrom, shall be adjusted for the amount of such loan to the extent 
it was considered as income and included in gross income for the 
year in which received, and for the amount of any deficiency on such 
loan with respect to which the taxpayer was relieved from liability.

SEC. 224. CHARITABLE CONTRIBUTIONS TO POSSESSIONS AND 
CHARITIES IN POSSESSIONS.

(a) Charitable  Deductions  of  Taxpaye rs  Other  Than  Corpo -
rations .—Section 23 (o) (1) and (2) of the Internal Revenue Code 
are amended to read as follows:

“(1) The United States, any State, Territory, or any political 
subdivison thereof or the District of Columbia, or any possession 
of the United States, for exclusively public purposes;

“(2) A corporation, trust, or community chest, fund, or 
foundation, created or organized in the United States or in any 
possession thereof or under the law of the United States or of 
any State or Territory or of any possession of the United States, 
organized and operated exclusively for religious, charitable, scien-
tific, 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 indi-
vidual, and no substantial part of the activities of which is carry-
ing on propaganda, or otherwise attempting, to influence 
legislation;”.

(b) Charitab le  Deduction  of  Corpora tion s .—Section 23 (q) of 
the Internal Revenue Code is amended to read as follows:

“(q) Charitable  and  Other  Contribut ions  by  Corporations .—In 
the case of a corporation, contributions or gifts payment of which 
is made within the taxable year to or for the use of a corporation, 
trust, or community chest, fund, or foundation, created or organized 
in the United States or in any possession thereof or under the law 
of the United States, or of any State or Territory, or of the District 
of Columbia, or of any possession of the United States, organized 
and operated exclusively for religious, charitable, scientific, literary, 
or educational purposes or for the prevention of cruelty to children 
(but in the case of contributions or gifts to a trust, chest, fund, or 
foundation, only if such contributions or gifts are to be used within 
the United States or any of its possessions exclusively for such pur-
poses), no part of the net earnings of which inures to the benefit 
of any private shareholder or individual, and no substantial part 
of the activities of which is carrying on propaganda, or otherwise 
attempting, to influence legislation; to an amount which does not 
exceed 5 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.”

SEC. 225. PAN-AMERICAN TRADE CORPORATIONS.

The Internal Revenue Code is amended by inserting after section 
151 the following new section:
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“SEC. 152. PAN-AMERICAN TRADE CORPORATIONS.

“If a domestic corporation engaged in the active conduct of a trade 
or business within the United States (hereinafter referred to as the 
‘parent corporation’) owns directly 100 per centum of the capital 
stock of one or more domestic corporations each of which is engaged 
solely in the active conduct of a trade or business in Central or South 
America (hereinafter referred to as a Pan-American trade corpora-
tion), such corporations (including the ‘parent corporation’) shall be 
deemed to be an affiliated group of corporations within the meaning 
of section 141 of this chapter, provided that the following conditions 
are satisfied:

“(1) At least 80 per centum of the gross income for the taxable 
year of the parent corporation is derived from sources other than 
royalties, rents, dividends, interest, annuities, and gains from the 
sale or exchange of stock or securities; and

“(2) At least 90 per centum of the gross income for the taxable 
year of each of the Pan-American trade corporations is derived 
from sources other than royalties, rents, dividends, interest, 
annuities, and gains from the sale or exchange of stock or 
securities; and

“(3) No part of the gross income for the taxable year of any 
of the Pan-American trade corporations is derived from sources 
within the United States.”

SEC. 226. DEDUCTIONS OF INSURANCE COMPANIES OTHER THAN LIFE 
OR MUTUAL.

(a) Section 204 (c) (10) of the Internal Revenue Code is amended 
to read as follows:

“(10) Deductions (other than those specified in this subsec-
tion) as provided in section 23.”

(b) The amendment made by subsection (a) shall be applicable to 
taxable years beginning after December 31, 1938.
SEC. 227. DEFINITION OF GROSS INCOME OF CERTAIN INSURANCE 

COMPANIES FOR PERSONAL HOLDING COMPANY TAX.

(a) Section 507 of the Internal Revenue Code is amended to read 
as follows:
“SEC. 507. MEANING OF TERMS USED.

“(a) Genera l  Rule .—The terms used in this subchapter shall have 
the same meaning as when used in chapter 1.

“(b) Insurance  Comp anies  Other  Than  Life  or  Mutual .—Not-
withstanding subsection (a), the term ‘gross income’, as used in this 
subchapter, means, in the case of an insurance company other than 
life or mutual, the gross income, as defined in section 204 (b) (1), 
increased by the amount of losses incurred, as defined in section 204 
(b) (6), and the amount of expenses incurred, as defined in section 
204 (b) (7), and decreased by the amount deductible under section 
204 (c) (7) (relating to tax-free interest).”

(b) Taxabl e Years  to  Which  Applicab le .—The amendments 
made by this section shall be applicable to taxable years beginning 
after December 31, 1938.
SEC. 228. COMPUTATION OF DIVIDEND CARRY-OVER FOR PERSONAL-

HOLDING COMPANY TAX.

(a) Section 504 (a) of the Internal Revenue Code is amended by 
inserting before the semicolon at the end thereof a comma and the 
following: “and, in the computation of the dividend carry-over for
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the purposes of this subchapter, the term ‘adjusted net income’ as 
used in section 27 (c) means the adjusted net income minus the deduc-
tion allowed for Federal taxes under section 505 (a) (1)”.

(b) The amendment made by subsection (a) shall be applicable to 
taxable years beginning after December 31, 1938.

SEC. 229. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.

Except the amendments made by sections 211,213, 214,215, 217, 219, 
220, 221, 222, 223, 226,227, and 228, the amendments made by this title 
to the Internal Revenue Code shall be applicable only with respect to 
taxable years beginning after December 31, 1939.

TITLE III—CAPITAL STOCK AND EXCESS PROFITS 
TAXES

SEC. 301. DECLARATION OF VALUE FOR CAPITAL STOCK PURPOSES, 
1939 AND 1940.

Section 1202 of the Internal Revenue Code (relating to declaration 
of capital stock value) is amended by inserting at the end thereof the 
following new subsection:

“(e) Additi onal  Declaration  Years .—In the case of any domestic 
corporation, the year ending June 30, 1939, and the year ending 
June 30, 1940, shall each, if not otherwise a declaration year, con-
stitute an additional declaration year if with respect to such year 
(1) the taxpayer so elects (which election cannot be changed) in its 
return filed before the expiration of the statutory filing period or 
any authorized extension thereof, and (2) the value declared by 
the taxpayer is in excess of the adjusted declared value computed 
under paragraph (1) of subsection (b). If, under this subsection, 
the year ending June 30, 1939, is a declaration year, the computa-
tion, under paragraph (1) of subsection (b), of the adjusted de-
clared value for the year ending June 30, 1940, shall be made on 
the basis of the value declared for the year ending June 30, 1939.”

TITLE IV—MISCELLANEOUS AMENDMENTS

SEC. 401. TAX LIENS ON SECURITIES.

Section 3672 of the Internal Revenue Code is amended to read as 
follows:

“SEC. 3672. VALIDITY AGAINST MORTGAGEES, PLEDGEES, PUR-
CHASERS, AND JUDGMENT CREDITORS.

“(a) Invalidi ty  of  Lien  Without  Notice .—Such lien shall not 
be valid as against any mortgagee, pledgee, purchaser, or judgment 
creditor until notice thereof has been filed by the collector—

“(1) Under  state  or  territorial  laws .—In accordance with 
the law of the State or Territory in which the property subject 
to the lien is situated, whenever the State or Territory has by 
law provided for the filing of such notice; or

“(2) With  clerk  of  dis tric t  court .—In the office of the clerk 
of the United States district court for the judicial district in 
which the property subject to the lien is situated, whenever the 
State or Territory has not by law provided for the filing of 
such notice; or

“(3) With  cler k  of  Dis trict  Court  of  the  United  States  
for  the  Dis trict  of  Columbia .—In the office of the clerk of the
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District Court of the United States for the District of Columbia, 
if the property subject to the lien is situated in the District of 
Columbia.

“(b) (1) Excep tion  in  case  of  securi ties .—Even though notice 
of a lien provided in section 3670 has been filed in the manner pre-
scribed in subsection (a) of this section, or notice of a lien provided 
in section 3186 of the Revised Statutes, as amended, has been filed 
in the manner prescribed in such section or subsection (a) of this 
section, the lien shall not be valid with respect to a security, as 
defined in paragraph (2) of this subsection, as against any mort-
gagee, pledgee, or purchaser, of such security, for an adequate and 
full consideration in money or money’s worth, if at the time of such 
mortgage, pledge, or purchase such mortgagee, pledgee, or pur-
chaser is without notice or knowledge of the existence of such lien.

“(2) Defi niti on  of  secur ity .—As used in this subsection the 
term ‘security’ means any bond, debenture, note, or certificate, or 
other evidence of indebtedness, issued by any corporation (including 
one issued by a government or political subdivision thereof), with 
interest coupons or in registered form, share of stock, voting trust 
certificate, or any certificate of interest or participation in, certificate 
of deposit or receipt for, temporary or interim certificate for, or 
warrant or right to subscribe to or purchase, any of the foregoing; 
negotiable instrument; or money.

“(3) Appl ica bil it y of  subse ction .—Except where the lien has 
been enforced by a proceeding, suit, or civil action which has become 
final before the date of enactment of the Revenue Act of 1939, this 
subsection shall apply regardless of the time when the mortgage, 
pledge, or purchase wTas made or the lien arose.”

SEC. 402. TAX ON TRANSFERS OF WORTHLESS SECURITIES BY EXEC-
UTOR, ETC.

Section 1802 (b) of the Internal Revenue Code (relating to the 
tax on transfers of capital stock and similar interests) is amended 
by inserting at the end thereof the following new paragraph:

“The tax imposed by this subsection shall not be imposed upon any 
delivery or transfer by an executor or administrator to a legatee, 
heir, or distributee of shares or certificates of stock if it is shown to 
the satisfaction of the Commissioner that the value of such shares or 
certificates is not greater than the amount of the tax that wrould 
otherwise be imposed on such delivery or transfer.”

SEC. 403. CREDITS AGAINST ESTATE TAX OF TAX PAID TO POSSES-
SIONS.

(a) Section 813 (b) of the Internal Revenue Code (relating to the 
80 per centum credit for estate, legacy, succession, and inheritance 
taxes paid) is amended by inserting after “District of Columbia,” the 
following: “or any possession of the United States,”.

(b) The amendment made by subsection (a) shall be applicable 
only with respect to estates of decedents dying after the date of the 
enactment of this Act.

SEC. 404. RETURNS BY ATTORNEYS AS TO FOREIGN CORPORATIONS.

Effective as of the date of the enactment of the Internal Revenue 
Code, section 3604 of such Code is amended by striking out “Nothing 
in this section shall be construed to require the divulging of privileged 
communications between attorney and client.” and inserting in lieu 
thereof “Nothing in this section shall be construed to require the 
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filing by an attorney-at-law of a return with respect to any advice 
given or information obtained through the relationship of attorney 
and client.”

SEC. 405. FILING OF CLAIMS FOR REFUND OF AMOUNTS COLLECTED 
UNDER THE AGRICULTURAL ADJUSTMENT ACT.

Section 903 of the Revenue Act of 1936 (relating to expiration of 
time for filing claims for refund of amounts paid under the Agricul-
tural Adjustment Act) is amended by striking out “July 1, 1937” and 
inserting in lieu thereof “January 1, 1940”.

SEC. 406. INSOLVENT BANKS.

(a) Section 3798 (c) of the Internal Revenue Code is amended to 
read as follows:

“(c) (1) Any such tax collected, whether collected before, on, or 
after the date of enactment of the Revenue Act of 1938, shall be 
deemed to be erroneously collected, and shall be refunded subject to 
all provisions and limitations of law, so far as applicable, relating to 
the refunding of taxes.

“(2) Any tax, the assessment, collection, or payment of which is 
barred under subsection (a) of this section, or any such tax which 
has been abated or remitted after May 28, 1938, shall be assessed or 
reassessed whenever it shall appear that payment of the tax will 
not diminish the assets as aforesaid.

“(3) Any tax, the assessment, collection, or payment of which is 
barred under subsection (b) of this section or any such tax which 
has been refunded after May 28, 1938, shall be assessed or reassessed 
after full payment of such claims of depositors to the extent of the 
remaining assets segregated or transferred as described in subsec-
tion (b).

“(4) The running of the statute of limitations on the making of 
assessment and collection shall be suspended, during, and for ninety 
days beyond, the period for which, pursuant to this section, assess-
ment or collection may not be made, and a tax may be reassessed as 
provided in paragraphs (2) and (3) of this subsection, and collected, 
during the time within which, had there been no abatement, collection 
might have been made.”

(b) The term “agent” as used in 3798 (b) of the Internal Revenue 
Code shall be deemed to include a corporation acting as a liquidating 
agent.

(c) The amendments made by this section shall be effective as of 
the date of enactment of the Revenue Act of 1938.
SEC. 4,07. SALE OF INFORMATION DERIVED FROM INCOME TAX 

RETURNS.

Section 148 (f) of the Internal Revenue Code is amended by 
adding at the end thereof the following new sentence: “It shall be 
unlawful for any person to sell, offer for sale, or circulate, for any 
consideration whatsoever, any copy or reproduction of any list, or 
part thereof, authorized to be made public by this Act or by any 
prior Act relating to the publication of information derived from 
income-tax returns; and any offense against the foregoing provision 
shall be a misdemeanor and be punished by a fine not exceeding 
$1,000 or by imprisonment not exceeding one year, or both, at the 
discretion of the court: Provided, That nothing in this sentence shall 
be construed to be applicable with respect to any newspaper, or other 
periodical publication, entitled to admission to the mails as second- 
class mail matter.”
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SEC. 408. EXEMPTION FROM INTERNAL REVENUE TAX OF ARTICLES 

BROUGHT INTO GUAM OR AMERICAN SAMOA.

Section 3361 (b) of the Internal Revenue Code is amended by 
adding a comma and the words “Guam, and American Samoa” after 
the words “Puerto Rico”.

Approved, June 29, 1939, 10 p. m. E. S. T.
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[CHAPTER 248] 
AN ACT

Making appropriations for the Departments of State and Justice and for the 
Judiciary, and for the Department of Commerce, for the fiscal year ending 
June 30, 1940, and for other purposes.

Be it enacted by the Senate and blouse of Representatives of the 
United States of America in Congress assembled, That the following 
sums are appropriated, out of any money in the Treasury not other-
wise appropriated, for the Departments of State and Justice and 
for the Judiciary, and for the Department of Commerce, for the 
fiscal year ending June 30, 1940, namely:

TITLE I—DEPARTMENT OF STATE

OFFICE OF THE SECRETARY OF STATE

Salaries: For Secretary of State; Under Secretary of State, 
$10,000; counselor, $10,000; and other personal services in the Dis-
trict of Columbia, including temporary employees, and not to exceed 
$6,500 for employees engaged on piecework at rates to be fixed by 
the Secretary of State; $2,192,000: Provided, That in expending 
appropriations or portions of appropriations, contained in this Act, 
for the payment of personal services in the District of Columbia in 
accordance with the Classification Act of 1923, as amended, with the 
exception of the four Assistant Secretaries of State and the legal 
adviser of the Department of State, the Assistant to the Attorney 
General, the Assistant Solicitor General, and six Assistant Attorneys 
General, the Assistant Secretaries of Commerce, the average of the 
salaries of the total number of persons under any grade in any 
bureau, office, or other appropriation unit shall not at any time 
exceed the average of the compensation rates specified for the grade 
by such Act, as amended, and in grades in which only one position 
is allocated the salary of such position shall not exceed the average 
of the compensation rates for the grade, except that in unusually 
meritorious cases of one position in a grade advances may be made 
to rates higher than the average of the compensation rates of the 
grade but not more often than once in any fiscal year and then only 
to the next higher rate: Provided, That this restriction shall not 
apply (1) to grades 1, 2, 3, and 4 of the clerical-mechanical service, 
or (2) to require the reduction in salary of any person whose com-
pensation was fixed as of July 1, 1924, in accordance with the rules 
of section 6 of such Act, or (3) to require the reduction in salary of 
any person who is transferred from one position to another position 
in the same or different grade in the same or a different bureau, office, 
or other appropriation unit, or (4) to prevent the payment of a salary 
under any grade at a rate higher than the maximum rate of the grade 
when such higher rate is permitted by the Classification Act of 1923, 
as amended, and is specifically authorized by other law, or (5) to 
reduce the compensation of any person in a grade in which only one 
position is allocated.

June 29,1939 
[H. R. 6392] 

[Public, No. 156]
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