
8 

26 CFR Ch. I (4–1–13 Edition) § 2.1–1 

(c) The words citizen of the United States in-
clude a corporation, partnership, or associa-
tion only if it is a citizen of the United 
States within the meaning of section 2 of the 
Shipping Act, 1916, as amended (U.S.C., title 
46, sec. 802), and with respect to a corpora-
tion under title VI of this Act, all directors 
of the corporation are citizens of the United 
States, and, in the case of a corporation, 
partnership, or association operating a ves-
sel on the Great Lakes, or on bays, sounds, 
rivers, harbors, or inland lakes of the United 
States the amount of interest required to be 
owned by a citizen of the United States shall 
be not less than 75 per centum. 

* * * * * 

(e) The terms United States Maritime Com-
mission and Commission shall mean the Sec-
retary of Commerce, the Maritime Adminis-
trator, or the * * * [Maritime Subsidy Board] 
as the context may require * * *. 

[Sec. 905 (a), (c), and (e) (49 Stat. 2016), 
amended by sec. 39 (a) and (b), Act of June 
23, 1938 (Pub. L. 705, 75th Cong., 52 Stat. 964); 
Act of July 17, 1952 (Pub. L. 586, 82d Cong., 66 
Stat. 765); sec. 4, Act of Sept. 21, 1959 (Pub. L. 
86–327, 73 Stat. 597)] 

SEC. 2. [Shipping Act, 1916.] (a) That within 
the meaning of this Act no corporation, part-
nership, or association shall be deemed a cit-
izen of the United States unless the control-
ling interest therein is owned by citizens of 
the United States, and, in the case of a cor-
poration, unless its president or other chief 
executive officer and the chairman of its 
board of directors are citizens of the United 
States and unless no more of its directors 
than a minority of the number necessary to 
constitute a quorum are noncitizens and the 
corporation itself is organized under the laws 
of the United States or of a State, Territory, 
District, or possession thereof, but in the 
case of a corporation, association, or part-
nership operating any vessel in the coastwise 
trade the amount of interest required to be 
owned by citizens of the United States shall 
be 75 per centum. 

(b) The controlling interest in a corpora-
tion shall not be deemed to be owned by citi-
zens of the United States (a) if the title to a 
majority of the stock thereof is not vested in 
such citizens free from any trust or fiduciary 
obligation in favor of any person not a cit-
izen of the United States; or (b) if the major-
ity of the voting power in such corporation 
is not vested in citizens of the United States; 
or (c) if through any contract or under-
standing it is so arranged that the majority 
of the voting power may be exercised, di-
rectly or indirectly, in behalf of any person 
who is not a citizen of the United States; or 
(d) if by any other means whatsoever control 
of the corporation is conferred upon or per-

mitted to be exercised by any person who is 
not a citizen of the United States. 

(c) Seventy-five per centum of the interest 
in a corporation shall not be deemed to be 
owned by citizens of the United States (a) if 
the title to 75 per centum of its stock is not 
vested in such citizens free from any trust or 
fiduciary obligation in favor of any person 
not a citizen of the United States; or (b) if 75 
per centum of the voting power in such cor-
poration is not vested in citizens of the 
United States; or (c) if, through any contract 
or understanding it is so arranged that more 
than 25 per centum of the voting power in 
such corporation may be exercised, directly 
or indirectly, in behalf of any person who is 
not a citizen of the United States; or (d) if by 
any other means whatsoever control of any 
interest in the corporation in excess of 25 per 
centum is conferred upon or permitted to be 
exercised by any person who is not a citizen 
of the United States. 

(d) The provisions of this Act shall apply 
to receivers and trustees of all persons to 
whom the Act applies, and to the successors 
or assignees of such persons. 

[Sec. 2 (39 Stat. 729) as amended by Act of 
July 15, 1918 (Pub. L. 198, 65th Cong., 40 Stat. 
900); sec. 38, Merchant Marine Act, 1920 (41 
Stat. 1008); sec. 3, Act of Sept. 21, 1959 (Pub. 
L. 86–327, 73 Stat. 597)] 

§ 2.1–1 Definitions. 

(a) As used in the regulations in this 
part, except as otherwise expressly pro-
vided— 

(1) Act means the Merchant Marine 
Act, 1936, as amended (46 U.S.C. 27). 

(2) Section means one of the sections 
of the regulations in this part. 

(3) Administration means the Mari-
time Administration of the Depart-
ment of Commerce as created by Reor-
ganization Plan No. 21 of 1950 (46 U.S.C. 
1111 note). 

(4) Citizen means a person who, if an 
individual, was born or naturalized as a 
citizen of the United States or, if other 
than an individual, meets the require-
ments of section 905(c) of the Act and 
section 2 of the Shipping Act, 1916, as 
amended (46 U.S.C. 802). 

(5) Taxpayer means a citizen who has 
established or seeks to establish a con-
struction reserve fund under the provi-
sions of section 511 of the Act and the 
regulations in this part, and may in-
clude a partnership. 

(6) Corporation includes associations, 
joint-stock companies and insurance 
companies. 
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(7) Stock includes the shares in an as-
sociation, joint-stock company, or in-
surance company. 

(8) Affiliate or associate means a per-
son directly or indirectly controlling, 
controlled by, or under common con-
trol with, another person. 

(9) Control, as used in subparagraph 
(8) of this paragraph, means the posses-
sion of the power to direct in any man-
ner the management and policies of a 
person, and the terms ‘‘controlling’’ 
and ‘‘controlled’’ shall have the mean-
ings correlative to the foregoing. 

(10) Person means an individual, a 
corporation, a partnership, an associa-
tion, an estate, a trust, or a company. 

(11) Partnership includes a syndicate, 
group, pool, joint venture, or other un-
incorporated organization. 

(12) Construction, if so determined by 
the Administration, shall include re-
construction and reconditioning. 

(13) Reconstruction and reconditioning 
shall include the reconstruction, recon-
ditioning, or modernization of a vessel 
for exclusive use on the Great Lakes, 
including the Saint Lawrence River 
and Gulf, if the Administration deter-
mines that the objectives of the Act 
will be promoted by such reconstruc-
tion, reconditioning, or modernization, 
and, notwithstanding any other provi-
sions of law, such vessel shall be 
deemed to be a ‘‘new vessel’’ within the 
meaning of section 511 of the Act for 
such reconstruction, reconditioning, or 
modernization. 

(14) Purchase-money indebtedness 
means any indebtedness, or evidence 
thereof, created as the result of the 
purchase of a vessel by the taxpayer. 

(15) Contract, contract for the construc-
tion, and construction contract shall in-
clude, if so determined by the Adminis-
tration, a contract for reconstruction 
or reconditioning and shall include, in 
the case of a taxpayer who constructs a 
new vessel in a shipyard owned by such 
taxpayer, an agreement, between such 
taxpayer and the Administration with 
respect to such construction, and con-
taining provisions deemed necessary or 
advisable by the Administration to 
carry out the purposes and policy of 
section 511 of the Act. 

(b) Insofar as the computation and 
collection of taxes are concerned, other 
terms used in the regulations in this 

part, except as otherwise provided, 
have the same meaning as in the Inter-
nal Revenue Code and the regulations 
thereunder. 

§ 2.1–2 Scope of section 511 of the Act 
and the regulations in this part. 

(a) Applicability of regulations. (1) The 
regulations prescribed in this part— 

(i) Apply to gain realized from the 
sale or loss of vessels, earnings from 
the operation of vessels, and interest 
(or otherwise) with respect to amounts 
previously deposited in the construc-
tion reserve fund, for a taxable year be-
ginning after December 31, 1964, and 

(ii) Apply to the expenditure, obliga-
tion, or withdrawal, during a taxable 
year beginning after December 31, 1964, 
of any deposits of gain, earnings, and 
interest (or otherwise) of the character 
referred to in subdivision (i) of this 
subparagraph without regard to the 
taxable year in which the deposits were 
made. 

(2) As to gain, earnings, or interest 
(or otherwise) described in subpara-
graph (1)(i) of this paragraph and as to 
an expenditure, obligation, or with-
drawal described in subparagraph (1)(ii) 
of this paragraph, the regulations in 
this part supersede Treasury Decision 
5330, as amended (26 CFR (1939) part 32). 

(b) Nonrecognition and accumulation. 
Section 511 of the Act provides, under 
conditions specified, for the non-
recognition, for income and excess- 
profits tax purposes, of the gain real-
ized from the sale or indemnification 
for loss of certain vessels including cer-
tain vessels in the course of construc-
tion, or shares therein. It also permits 
the accumulation of the proceeds of 
such sales or indemnification and of 
certain earnings without liability 
under Part I (section 531 and fol-
lowing), Subchapter G, Chapter I of the 
Internal Revenue Code of 1954, and the 
regulations thereunder (§§ 1.531–1 
through 1.537–3 of this chapter (Income 
Tax Regulations)). 

(c) Availability of benefits. The bene-
fits of section 511 of the Act are avail-
able to any citizen as defined in para-
graph (a)(4) of § 2.1–1, who, during any 
taxable year owns, in whole or in part, 
a vessel or vessels within the scope of 
§ 2.1–3. A citizen operating such a vessel 
or vessels owned by any other person or 
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