


Q 

LlBRARY 



RI UU'iQQj . ~ 
:LlBRARY 

' 

'~lggg $5' 

'5'- P 6 'l'809 

7P. ", =". . "~BV GPARTMQT 













ti'F 

(g$. 
I~ 

f3 
~' INTERNAL REVENUE 

BULLETIN 
CUMULATIVE BULLETIN 1959-1 

January-June 1953 

SFP . Bbj 

l . 'I~", «aeahi Elf' r ki»'i t . . 

in this issue 
Finding List 

Introduction 

Tax Court of the United States, The. . 
Part I. — Rulings and Decisions. 

Part II. — Administrative Matters. 

Part III. — Miscellaneous. . . 
Index. 

Page 

I I I — I V 

9-481 

483-528 

520 — 532 

533-548 

} 

zd. vt -»i» 

UNITED STATES 
GOVERNMENT PRINTING OFFIC}" 

WASHINGTON: 1959 

For sale by the Superintendent of Documents, U. S. Government Printing Oflice 
Washington 25, D. C, - Price $1. 00 (Paper) 





FINDING LIST 

Page Page 

Court decisions: 
1753 
1754 
1755 
175G 
1757 
1758 
1759 
1760 

Revenue Ruiin s: 
1 
2 
3 
4 
5 
6 

10 
11 
12 
13 
14 
15 
16 
17 
1S 
19 
20 
21 
22 
23 
24 
25 
26. 
2? 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
4li 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 

i:0 
39 

456 
68 

474 
251 
529 
179 

36 
484 
37 
48 
87 

120 
224 
300 
468 
488 
532 
290 
294 
348 
141 
173 
227 

15 
59 

462 
84 
34 

263 
431 
491 
85 
20 
67 

171 
225 
2(i5 
267 
350 
494 
428 
444 

16 
79 

452 
466 
4ii3 
80 

109 
178 
287 
3U5 
392 
396 
468 
497 
454 
479 
204 
259 
303 
425 
453 
464 
468 

17 
71 

Revenue Rulings — Continued 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82. 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
117 
118 

Treasury Decisions 
5954 
5955 
5956 
5957 
5958 
5959„ 
5960 
5961 
5962 
5963 
5964. 
5965 
5966 
5967 

355 
356 
391 
422 
423 
4G9 
472 
495 

18 
23 
63 
81 
83 

176 
473 

18 
41 
62 
35 

288 
395 
404 
410 
454 
464 
467 
474 

43 
44 
39 
82 
84 

162 
264 
424 
424 
401 
461 
4G5 
86 
20 
68 
76 

177 
178 
185 
288 
306 
390 
411 
412 
426 
426 
465 
498 
97 

98 
88 

228 
238 
320 
477 
470 
356 
261 
197 
397 
60 

359 
1G3 



FINDING LIST — Continued 

Page Page 

Treasury Decisions — Continued 
5968 
5969 
5970 
5971 
5972 
5973 
5974 
5975 
5976 
5977 
5978 
5979 
5930 
5981 
5982 
598[3 
5984. 
J985 
5[J86 
5987 
5[J88 
5989 
5!!90 
5991 
5[JU2. 
59[J, 'I 

5!!9( 
5!I!Is 
euJ9! I 
5[J[J7 

206 
122 
183 
303 
358 
321 
439 
220 

26 
430 
361 

55 
65 
89 

344 
352 
56 

310 
342 
345 
253 
119 
142 
14c 
297 

9 
405 
441 
440 
312 

Treasury Decisions — Continued 

5999 
6000 
6001 
6002 
6003 
6004 
6005 
6006 
6007 
6008 
6009. 
6010 
6011 
6012 
G013 
6014 
6015 
6016 
6017 

Executive Ord[rs: 
1' ('418 
10435 
10442 
10447 
10451 
10455 

Miscellaneous Regulation 
Public Law: 

4 (Feb. 14, 1953) 

372 
187 
307 
91 

436 
24 
45 

445 
30 

412 
92 
94 

347 
289 
95 

195 
110 
396 
391 
364 

89 
90 
92 
93 
95 
97 

483 

529 



INTE00UCTI0N 

The Internal Revenue Bulletin is the authoritative instrument of the 
Commissioner of Internal Revenue for the announcement of official 
Internal Revenue rulings, and for the publication of Treasury Deci- 
sions, Executive orders, legislation, and court decisions pertaining to 
Internal Revenue mat ters. 

It is the policy of the Service to publish in the Bulletin all sub- 
stantive and procedural rulings of importance or g& n~ ral interest, the 
publication of which is considered nenssary to promote a uniform 
application of the laws administered by the Service. It is also the 
policy to publish all rulings which revoke, modify, amend, or affect 
any published ruling. Rulings relating solely to matters of internal 
management are not published. Thc rulings are prepared in the 
various divisions of the iEational OfKce, including the Office of the 
Chief Counsel for the Internal Revenue Service. All published rulings 
have received the consideration and approval of the Chief Counsel. 

Revenue Itulings reported in the Bulletin do not have the force and 
effect of Treasury Department Regulations (including Treasury Deci- 
sions), but are published to provide precedents to be used in the dis- 
position of other cases, and may be cited and relied upon for this 
purpose. However, since each published ruling represents the con- 
clusion of the Service as to the application of the law to the entire 
state of facts involved, Revenue o%cers and others concerned are cau- 
tioned against reaching the same conclusion in other cases unless the 
facts and circumstances are substantially the same. In applying rul- 
ings published in the Bulletin, personnel of the Service will, of course, 
consider the effect of subsequent legislation, regulations, court deci- 
sions, and rulings. 

Each ruling is designated as a "Revenue Ruling" and should bc 
cited by reference to the Bulletin and page where reported. Thus, 
Revenue Ruling Yo. 1 should be cited as "Rev. Rul. 1, C. B. 1953 — 1, 
36. " Rulings are keyed to the applicable sections of the Internal 
Revenue Code and regulatior&s. 

Internal Revenue Cumulative Bulletin 1953-1, contains all rulings, 
decisions, and legislation pertaining to Internal Revenue matters 
published in the biweekly In ternal Revenue Bulletins 1 to 13, inclusive, 
for the period January 1 to June 30, 1953. It also contains a cumula- 
tive list of announcements relating to decisions of The Tax Court of 
the United Sta. tes, published in those Bulletins. 

This Cumulative Bulletin is printed in three parts. The rulings 
under the Internal Revenue Code are printed as Part I, rulings per- 
taining to administrative matters are printerl as Part II, and miscel- 
laneous matters are printed as Part III. 

(1) 



ABBREVIATIONS 

The following abbreviations in current use and formerly used will 
appear in material published in the Bulletin: 

A, B, C, etc. — The names of individuals. 
A. T. — Alcohol and tobacco tax ruling. 
B, T. A. — Board of Tax Appeals. 
C. B. — Cumulative Bulletin. 
Ct. D. — Court decision. 
D. C. — Treasury Department circular. 
E. O. — Executive Order. 
E. T. — Estate and gift tax ruling. 
Em. T. — Employment tax ruling. 
G. C. M. — Chief Counsel's memorandum (formerly General Counsel's memo- 

randum). 
I. R. B. — Internal Revenue Bulletin. 
I. R. C, — Internal Revenue Code. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income tax ruling. 
M, N, X, Y, Z, etc. — The names of corporations, places, or businesses according 

to context. 
M. T. — Miscellaneous tax ruling. 
Mim. — Published Mimeograph. 
P. L. — Public Law. 
Rev. Rul. — Revenue Ruling. 
S. T. — Sales tax ruling. 
T. C. — The Tax Court of the United States. 
T. D. — Treasury Decision. 
z and y are used to represent certain numbers, and when used with the word 

"dollars" represent sums of money. 

ANNOUNCEMENT RELATING TO DECISIONS OF THE TAX COURT OF THE 
UNITED STATES 

It is the policy of the Internal Revenue Service to announce in the 
Internal Revenue Bulletin at the earliest practicable date the deter- 
mination of the Commissioner to acquiesce or not to acquiesce in a 
decision of the Tax Court of the United States which disallows a de- 
ficiency in tax determined by the Commissioner to be due. Notice that 
the Commissioner has acquiesced or nonacquiesced in a decision of the 
Tax Court relates only to the issue or issues decided adversely to the 
Government. Decisions so acquiesced in should be relied upon by 
officers and employees of the Internal Revenue Service as precedents 
in the disposition of other cases. (No announcements are made in 
the Bulletin with respect to memorandum opinions of the Tax Court. ) 



THE TAX COURT OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING TO 
DECISIONS OF THE TAX COURT OF THE UNITED STATES 
PUBLISHED IN THE INTERNAL REVENUE BULLETIN FROM 
JANUARY I, 1953, TO JUNE 30, 1953, INCLUSIVE 

The Commissioner acquiesces in the l'cllowing &/crisions: 

Taxpayer Docket No. 
Report 

Volume Page 

A 

Adda, Fernand C. A. i 
Akely Camera & Instrument (. 'orp. (forinerly Akely 

Camera, Inc. ) 
Atwell, Laura Burgher ' 

Atwell, 9'ebster ' 

14170 

31390 
275&)7 
29776 

i 
27596 
29775 

10 

) 
) 17 

1291 

1045 

1374 

1 74 

Bard-Parker Co. , Inc 
Boyt, A. J 
Boyt, , Barbaradina 
Boyt, Dorothy F. , et al, administrators of estate of 

Paul A. Boyt 
Boyt, Elizabeth M 
Boyt, J. K 
Boyt, Paul A. , estate of 
Brown & KillIamson Tobacco Corporation s 

Burton, A. C. & Company, et al 
Butler, Nicholas Murray, estate of ' 

19845 
23941 
23943 

23942 
23944 
23940 
23942 
15020 
17168 
82431 

18 
18 
13 

18 
18 
18 
18 
16 
18 
18 

1255 
1057 
1057 

1057 
1057 
1057 
1057 
432 
895 
914 

California Casket Co 
Charlotte Union Bus Station, Inc 
Chase National Bank of the City of New York, The, 

executor of the estate of Louis Sternberger ' ' 
Chrystie et al. , T. I. udlow, executors of estate of 

Nicholas Murray Butler 
Cls, rk, W'illis W' 
Crowder, Alpha 
Crowder, Ray 

80419 
31330 

31343 

32431 
13686 
30307 
30306 

19 
19 

18 
11 
19 
19 

32 
336 

836 

914 
672 
329 
329 

4 Nonaequiescence published in Cumulative Bulletin 1949 — 2, page 5, withdrawn. 
4 Nonacquiescence published in Cumulative Bulletin 1952 — 2, page 4, withdrawn. 
4 Nonacquiescence published in Cumulative Bulletin 1951-2, page 5, withdrawn. 
e Estate tax decision. 
e Acquiescence relates on]y to the issue of whether the amount paid for brokerage 

allowable estate tax deduction. 
4 Nonacquiescence published in Cumulative Bulletin 1949-1, page 5, withdrawn. 

(8) 

and legal fees is an 



AcqvIEscENcEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Denbigh, Basil Kennedy, administrator c. t, a. of estate 
of John Halliday Dertbigh ' ' 

Denbigh, John Halliday, estate of ' ' 
8317 
8317 

7 
7 

387 
387 

Edenfield, Ray 
Edwards, Edward W. , et ux 
Elliot, Charles Edward Murray, executor of estate of 

Harcourt Johnstone I 
Emerson, Isaac ' 
Equitable Life Assurance Society of the United States, 

The ' 

F 

23491 
28554 
33702 

26760 
16100 

31470 

19 13 
27o 

19 
12 

44 
875 

19 264 

Falk, Jr. , et al. , Leon, executors of the 
rice Falk ' 

Falk, Mauricer estate of ' 
Faucette Co. , Inc 
Fawn Lake Ranch Co ' 
Ferguson, Anne Belle 4 

Ferguson, Jr. , Walter Iii. ' 
Forcum, Vern 
Ford, Clarence B 
Fox, Eleanor C 
Fox, Walter S 

estate of Mau- 
30311 
30311 
24086 
11841 
19380 
19886 
9393 
9391 

24455 
24454 

18 
18 
17 
12 
14 
14 
19 
19 
16 
16 

699 
699 
187 

1139 
846 
846 
200 
200 
854 
854 

Graves Brothers Co 

Green, J. E 
Green, Mearle N 
Greer, Jr. , William Wallace 
Guggenheimer et ux. , Charles S 

28809 
29446 
23947 
23947 
30819 
26684 

j rr 
18 
18 
17 
18 

1499 
1057 
1057 
965 

81 

Hale, Edward E 
Hamilton National Bank of Knoxville, executor and 

trustee of estate of Nellie H. Jennings '' 
Hance, John A. , estate of I 

EIancc, Percy L. , executor of estate of John A. Hance I 
Hanch, Charles Cn estate of I 

Hanch, Hazel M. , executrix of estate of Charles C. 
Hanch ' 

Hens rent Kelly, Inc 
Hopag S, A. Holding de Participation et de Gestion 

de Brevets Industricls 4 

Howell, M. Hadden, estate of I 4 

Howell, Florence E. , executrix of estate of M. Hadden 
H otvell 1 s 

Huntington National Bank of Columbus, Ohio, The» 

31342 

6471 
34153 
84153 
30093 

30093 
13993 

17170 
19479 

19479 
17736 

17 

10 
18 
18 
19 

19 
19 

14 
15 

15 
13 

965 

323 
499 
499 

65 

65 
305 

38 
224 

224 
760 

I Estate tax decision. 
I Nonacquiescence published in Cumulative Bulletin 1946-2, page 6, withdrawn. 
I Nonacquiescence published in Cumulative Bulletin 1949-2, page 4, withdrawn. ' Nonacquiescence published in Cumulative Bulletin 1950-2, page 5, withdrawn. 
r Nonacquiescence published in Cumulative Bulletin 1948-2, page 5, withdrawm 
4 Not applicable to cases involving transfers after October 7, 1949. ' Nonacquicscence published in Cumulative Bulletin 1950-1, page 7, withdrawm 



AcqvIEscENGEs — Continued 

Taxpayer Docket No. 
Rep" rt 

Volume Page 

Jennings, Nellie H. , estate of » 
Johnson, E. R. Fenimore 
Johnson, Janet Dsrl&y 
Johnstone, Harcourt, estate ol ' 

Ix 
Kelly, Edward J. s 

King, Jre Willis L. , estate of 
Klein, H arry 
Kluckhohn et ux. , Frank L 
Kurtz, P. J 

L 

0471 
23114 
23115 
26760 

35676 
30907 
24895 
34325 
23946 

]0 
19 
19 
19 

19 
18 
18 
18 
18 

323 
93 
93 
44 

27 
414 
804 
892 

1 05? 

Latimer-Looney Chevrolet, Inc ' 
Leuthesser, Edward G. , alleged transferee of National 

Metal Products Corp. " 

Leuthesser, Jr. , Fred W, alleged transferee of National 
Metal Products Corp. ' 

Macfarlane, Alice SI. ' 
Mellon National Bank k Trust Co. , executor of estate 

of Willis L. King, Jr. ' 4 

McGav, Bonnie 4 

McGay, J. B. ' 
Moore, Madge M. , executrix of estate of Vi ado E. 

Moore 
Moore, Wade E. , estate of 
Muncie, Curtis H 

N 

30907 
29387 
29386 

18 
17 
17 

9392 
9392 

85472 

19 
19 
18 

35453 19 

28817 18 

28818 18 

27259 19 

120 

1112 

1112 

414 
1399 
1399 

200 
200 
849 

New McDermott, Inc. , The 
Nicholson, G. E. ' 
Nicholson, Oma M ' 

99360 
29384 
29385 

a 44 
17 
17 

1035 
1399 
1399 

Philadelphia Title Insurance Co. ' 25o42 17 1068 

Quiner, B. B 
Quiner, Eva 

23945 
23945 

18 
18 

1057 
1057 

Richards, Jr. , Ernest V 
Richards, Loretto McKenna 
Robert Dollar Co. , The (successor to Admiral Oriental 

Line) 

25438 
25437 

19 
19 

25000 18 

366 
366 

444 

' Board o. ' Tax Appeals. 
i Estate tsx decision. 
i Nonacquiescence pu lished:n Cumulative Bulletin 1948-2, page 5, withdrawn. 
i Gift tax decision. 
i Nonacquiescence published m Cumulative Bulletin 1952-2, page 5, withdrawn. 
4 Non~acquiescence published on page 7, this Bulletin, withdrawn. 
4 Acquiescence relates only to issue of whether petitioner is personally liable as fiduciary. 
X Acq+Ia ence lint SPplicable to payments received after December 31, 195, 
s Nonacquiescence published in Cumulative Bulletin 1941-2, page 22, withdrawn, 
eNonacquiescence published in Cumulative Bulletin 1952-1, page 6, withdrawn. 



AcuvfEscENcEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Sailer, Patricia O' Leary ' 

Sailer, Wm. A. t 

Seminole Rock and Sand Co 
Sharp, Madeleine N. ' ' 
Shunk Latex Products, Inc. , L 
Solt, Andrew P 
Spangler, Chester E 
Spangler, Lucille 
Spencer, John Junker 
Spencer, Nita Murry 
Sternberger, Louis, estate of ' ' 
Streckfus Steamers, Inc 

( 
29778 
32203 
29777 
32202 
32645 

a 110477 
27143 
27163 
24452 
24608 
32267 
32268 
31348 
33419 
25503 

17 

17 
19 
3 

18 
19 
18 
18 
19 
19 
18 
19 

1374 

1374 
259 

1062 
940 
183 
976 
976 
727 
727 
836 

1 

Theurkauf, Edward A. r 
Thompson, "A" Trust, Jeremiah W. ' 
Thompson, III, Trust "A, " Joe Clark ' 
Thompson, John P. ' 
Trammell, George Marshall, estate of ' 
Trammell, Jr. , George M. , administrator d. b. n. of 

estate of George Marshall Trammcll ' 
Trout-Ware, Inc. ' 
Twogood Frances F. , executrix of estate of Frederick 

John Twogood ' »' 
Twogood, Frederick John, estate of ' ' " 

15749 
29781 
29780 
29779 
27666 

27666 
14910 

20638 
20638 

13 
17 
17 
17 
18 

18 
11 

15 
15 

529 
1374 
1374 
1374 
662 

662 
505 

989 
989 

Van Ilergh, Maurice H. » 33838 18 518 

Wagner Manufacturing Cc u E 
Walling, Hugh, et ux 
Wilkins, Virginia M 
Wisconsin Electric Power Co 
Wodehouse, Pelham G. ' 

R iz 28488 
30870 
30346 
31274 
32207 

18 
19 
19 
18 
19 

657 
838 
752 
400 
487 

v Board of Tsx Appeals. 
s Nonacquiescence published in Cumulative Bulletin 1952-g page 6, withdrawn. 
s Gift tax decision. 
s Nonacquiescence published in Cumulative Bulletin 1944, page 46. withdrawn. 
s Acquiescence relates only to the rate of amortization of improvements. 
4 Estate tax decision. 
4 Acquiescence relates only to the issue of whether the amount paid for brokerage and legal fees is an allow. 

able estate tax deduction. 
z Nonacquiescence published in Cumulative Bulletin 19M-1, page 6, withdrawn, 
4 Nonacquiescence published in Cumulative Bulletin 1949-1, page 6, withdrawn. 
4 Not applicable to cases involving transfers after October 7, 1949. 
zs Nonacquiescence published in Cumulative Bulletin 1951-2, page 6, withdrawn. 
u Acquiescence relates only to tbe issue whether thc petitioner was subject to the 5. year statute of limi. 

tations because of an omission from gross income, 
u Acquiescence relates only to the result. 



The Commissioner does NOT flcqnicsce in the following decisions: 

Taxpayer Docket Yo. 
Report 

Volume Pape 

American Metal Co. , Ltd. Thc 31547 
19 879 

Beaver Trust Company, et al. , executors of estat& of 
Lauson Stone 

Brodhead et ux. , Thomas H 

C 

32250 
29391 
29392 

19 

) 18 
8?2 
726 

Chase National Bank of the City of X&ew York, The, 
executor of estate of Louis Sternberger » 31348 

18 836 

Fortee Properties, Inc 

G 
Glenshaw Glass Co 

H 

Hawkeye Petr&. leum Corporation 

K 

Killian Manufacturing Co. , Thc 

33973 

30821 

30303 

27144 

19 

18 860 

18 1223 

18 940 

Latimer-Looucy Chevrolet, Inc 
Leuthesser, Edward G. , alleged transferee of Kational 

Metal Products Corp. ' 
Leuthesser, Jr. , Fred 1V. , alleged transferee of Kational 

Metal Products Corp. ' 

35453 

28817 

28818 

19 120 

18 1112 

18 1112 

M 
Macy, J. Noel, et al 
Macy, Jr. , Valentine E 
McCue Bros. &k Drummond, nc I 

27153 
27152 
31854 

19 
19 
19 

409 
40&J 

667 

Shunk Latex Products, Inc. , 
Southwest Exploration Co 
Sternberger, Louis, estate of 
Stone, Helen D 
Stone, Lauson, estate of 
Sultan, Edward D 
Sultan, Olga L 

1 2 

27143 
24872 
31348 
32250 
32250 
24513 
24514 

18 
18 
18 
19 
19 
18 
18 

940 
961 
836 
872 
872 
715 
715 

Van Bergh, Maurice H ' 33838 18 518 

& Estate tsx decision. 
s hronscquiescence relates only to the question whei. her the present value of a contingent remainder to 

charity csn be fixed where the factors to be considered include the marriage m decedent's daughter and ber 
having issue. 

s Nonacquiescence relates only to the issue whether the provisions of section 276(b) or section g780(c) of 

the internal Revenue Code apply to extend the statute of limitatious on assessment of tax for s year in wbfch 

s teuisi&ve allowance resulting from s ne& operating loss csrryback has been made. 
& b, onacqujescence relates only to the allocation of partnership income. 

rfonscq'a&essence relates only to the issue whether the petitioner was entitled to s refund by reason of 

s net loss carrybaek, 





PART I. — RULINGS ANB DECISIONS 
INTERNAL REVENUE CODE 

CHAPTER 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART L — RATES OF TAX 

SLPCTION 12. — SURTAX ON INDIVIDUALS 

SEcrloN 20. 12 — 2: Computation of surtax. 
(Also Section 29. 12 — 5; Section 25, Sec- 

tion 20. 25 — 8; Section 51, Section 
20. 51-2; Section 402, Section 29. 402 — 1. ) 

T. D. 500, '3 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE 1EARS BEGINNING AFTER DECEAIBKR 31, 1941 

Re~nations 111 amended to confor1n to sections 801 and 810 
of the Revenue Act of 1951. 

TREASURY DEPARTMENTS 
OFFICE OF COMMISSIONER OF INTERNAL REVENIIEq 

Washington 85, D. 0'. 

To Officerg and Employees of the Interna/ revenue Service and 
Other8 Concerned: 
On November 15, 1952, notice of proposed rule making was pub- 

lished in the Federal Register (17 F. R. 10462) conforming Regula- 
tions 111 [26 CFR, part 29) to sections 801 and 810 of the Revenue 
Act of 1051, approved October 20, 1951. After consideration of all 
such relevant matter as was presented by interested persons relating 
to the rules proposed, the amendments to Regulations 111 set fortil 
below are hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
29. 12-1 [26 CFR 29. 12-1] the following: 

SEC. 801. TAX TRFATMENT IN CASE OF HEAD OF HOUSEHOLD 
[REVENUE ACT OF 1051, APPROVED OCTOBER 20, 1051]. 

(a) SURTAx IN CABE oF HEAD GF HoUBEHoLD. — Section 12(c) is 
hereby amended to read as follows: 

"(c) RATEs oF SURTAx — HEAD DF HGUBEHGLD. — 
"(1) TAxABLE YEARS BEGINNING AFTER ocToBER 3L 1361, ANL BEFDBE 

JANUARY 1, 1964. — In the case of taxable years beginning after Octo- 
ber 81, 1951, and before January 1, 1054, there shall be levied, col- 
lected, and paid for each taxable year upon the surtax net incorue of 
every individual who is the head of a household the surtax shown in 
the following table: 

(0) 



$ 29. 12-2. ] 10 

"If the surtax net income is: 
Not over $2, 000 

Over $2, 000 but not over $4, 000 

Over $4, 000 but not over $6, 000 

Over $6, 000 but not over $8, 000 

Over $8, 000 but not over $10, 000 

Over $10, 000 but not over $12, 000 

Over $12, 000 but not over $14, 000 

Over $14, 000 but not over $16, 000 

Over $16, 000 but not over $18, 000 

Over $18, 000 but not over $20, 000 

Over $20, 000 but not over $22, 000 

Over $22, 000 but not over $24, 000 

Over $24, 000 but not over $28, 000 

Over $28, 000 but not over $32, 000 

Over $32, 000 but not over $38, 000 

Over $38, 000 but not over $44, 000 

Over $44, 000 but not over $50, 000 

Over $50, 000 but not over $60, 000 

Over $60, 000 but not over $70, 000 

Over $70, 000 but not over $80, 000 

Over $80, 000 but not over $90, 000 

Over $90, 000 but not over $100, 000 

Over $100, 000 but not over $1M, 000 

Over $150, 000 but not over $200, 000 

Over $200, 000 but not over $300, 000 

Over $300, 000 

The surtax shall be 
19. 2% of the surtax net in- 

come. 
$384, plus 20. 4% of excess 

over $2, 000. 
$792, plus 24% of excess over 

$4, 000. 
$1, 272, plus 26% of excess 

over $6, 000. 
$1, 792, plus 31% of excess 

over $8, 000. 
$2, 412, plus 32% of excess 

over $10, 000. 
$3, 052, plus 38% of excess 

over $12, 000. 
$3, 812, plus 41% of excess 

over $14, 000. 
$4, 632, plus 44% of excess 

over $16, 000. 
$5, 512, plus 45% of excess 

over $18, 000. 
$6, 412, plus 49% of excess 

over $20, 000. 
$7, 392, plus 51% of excess 

over $22, 000. 
$8, 412, plus 54% of excess 

over $24, 000. 
$10, 572, plus 57% of excess 

over $28, 000. 
$12, 852, plus 60% of excess 

over $32, 000. 
$16, 452, plus 63% of excess 

over $38, 000. 
$20, 232, plus 68% of excess 

over $44, 000. 
$24, 312, plus 69% of excess 

over $50, 000. 
$31, 212, plus 70% of excess 

over $60, 000. 
$38, 212, plus 74% of excess 

over $70, 000. 
$45, 612, plus 76% of excess 

over $80, 000. 
$53, 212, plus 78% of excess 

over $90, 000. 
$61, 012, plus 82% of excess 

over $100, 000. 
$102, 012, plus 85% of excess 

over $150, 000. 
$144, 512, plus 88% of excess 

over $200, 000. 
$232, 512, plus 89% of excess 

over $300, 000. 

"(2) TsxsRLE FEsas REuzmRrNs xFTER nEcEMRER sf, isss. — In the 
ease of taxable years beginning after December 31, 1953, there shall 
be levied, collected, and paid for each taxable year upon the surtax 
net income of every individual who is the head of a household the 
surtax shown in the following table: 
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"If the surtax net income is: 
Not over $2, 000 
Over $2, 000 but not over $4, 000 

Over $4, 000 but not over $6, 000 

Over $6, 000 but not over $8, 000 

Over $8, 000 but not over $10, 000 

Over $10, 000 but not over $12, 000 

Over $12, 000 but not over $14, 000 

Over $14, 000 but not over $16, 000 

Over $16, 000 bu not over $18, 000 

Over $18, 000 but not over $20, 000 

Over $20, 000 but not over $22, 000 

Over $22, 000 but not over $24, 000 

Over $24, 000 but not over $28, 000 

Over $28, 000 but not over $32, 000 

Over $32, 000 but not over $38, 000 

Over $38, 000 but not over $44, 000 

Over $44, 000 but not over $50, 000 

Over $50, 000 but not over $60, 000 

Over $60, 000 but not over $70, 000 

Over $70, 000 but not over $80, 000 

Over $80, 000 but not over $90, 000 

Over $90, 000 but not over $100, 000 

Over $100, 000 but not over $150, 000 

Over $150, 000 but not over $200, 000 

Over $200, 000 but not over $300, 000 

Over $300, 000 

ncome. 
ss over 

ss over 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

excess 

The surtax shall be: 
17% of the surtax net i 

$340, plus 18% of exce 
$2, 000. 

$700, plus 21% of exce 
$4, 000. 

$1, 120, plus 23% of 
over $6, 000. 

$1, 580, plus 27% of 
over $8, 000. 

$2, 120, plus 29% of 
over $10, 000. 

$2, 700, plus 33% of 
over $12, 000. 

$3, 360, plus 36% of 
over $14, 000. 

$4, 08i ~, plus 39% of 
over $16, 000. 

$4, 860, plus 40% of 
over $18, 000. 

$5, 660, plus 44% of 
over $20, 000. 

$6, 540, plus 46% of 
over $22, 000. 

$7, 460, plus 49% of 
over $24, 000. 

$9, 420, plus 51% 0 
over $28, 000. 

$11, 460, plus 55% of 
over $32, 000. 

$14, 760, plus 59% cf 
over $38, 000. 

$18, 300, plus 63% of 
over $44, 000. 

$22, 080, plus 65% of 
over $50, 000. 

$28, 580, plus 68% of 
over $60, 000. 

$35, 380, plus 71% of 
over $70, 000. 

$42, 480 plus 73% of 
over $80, 000. 

$49, 780, plus 77% of 
over $90, 000. 

$57, 480, plus 80% of 
over $100, 000. 

$97, 480, plus 84% of 
over $150, 000. 

$139, 480, plus 87% of 
over $200, 000. 

$226, 480, plus 88% of 
over $300, 000. 

"(3) DKFINITIDN oF HKdD oF HovsKHDLD. — For the purposes of this 
chapter, an individual shall be considered a head of a household 
if, and only if, such individual is not married at the close of his 
taxable year and maintains as his home a household which con- 
stitutes for such taxable year the principal place of abode, as a 
member of such household, of: 

"(A) A son, stepson, daughter, or stepdaughter of the tax- 
payer, or a descendant of a son or daughter of the taxpayer, but 
if such son, stepson, daughter, stepdaughter, or descendant is 
married at the close of the taxpayer's taxable year, only if the 
taxpayer is entitled to an exemption for the taxable year for 
such person under section 25 (b); or 
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"(D) Any other person who is a dependent of the taxpayer, 
if the taxpayer is entitled to an exemption for the taxable year 
for such person under section 25 (b). 

An individual shall be considered as maintaining a household only 
if over half of the cost of maintaining the household during the 
taxable year is furnished by such individual. 

"(4) DETERMINATION oF sTATus. — For the purposes of this sub- 
section— 

"(A) a legally adopted child of a person shall be considered 
a child of such person by blood; 

"(8) an individual who is legally separated from his spouse 
under a decree of divorce or of separate maintenance shall not 
be considered as married; 

"(C) a taxpayer shall be considered as not married at the 
close of his taxable year if at any time during the taxable year 
his spouse is a nonresident alien; and 

"(D) a taxpayer shall be considered as married at the close of 
his taxable year if his spouse (other than a spouse described 
in subparagraph (C) ) died during the taxable vear. 

"(5) NCNBEsIDRNT ALIEN. — For the purposes o this chapter a tax- 
payer shall in no case be considered a head of a household if at 
any time during the taxable year he is a nonresident alien. " 

(c) EFFEcTIvE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after October 
81, 1951. 

PAR. 2. Section 20. 12 — 2, as amended by Treasury Decision 5944 
[C. 8. 105'& 2, 7], approved November 10, 1952 [26 CFR 20. 12 — 2], 
is amended further by adding at the end thereof the following: 

For tax treatment of head of household for taxable years beginning after 
October 81, 1951, see seci. ion 29. 12 — 5. 

PAR. 3. There is insert'ed immediately after section 29. 12 — 4 
[26 CFR 20. 12 — 4] the following new section: 

SFC. 29. 12-5. SURTAX IN CASK oF HEAD oF HovsRHCLD. — (a) General rnle. — 
For taxable years beginning after October 81, 1951, an individual who is the 
head of a household under the rules prescribed in section 12(c) is subject to 
the surtax imposed by that section instead of the surtax imposed by section 
12 (b) (2) and section 12(b) (8). 

(b) Definition of head of lIOIIsehold. — (1) For the purpose of section 12(c), 
the taxpayer shall be considered the head of a household if, and oniy if, he is not 
married at the close of his taxable year and maintains as his home a household 
which constitutes for such taxable year the principal place of abode, as a member 
of such household, of at least one of the individuals specified in section 
12(c) (8) (A) or provided for in section 12(c) (8) (B). Under no circumstances 
shall the same individual be used to qualify more than one taxpayer as the bead 
of a household in the same taxable year. 

(2) Section 12(c) (8) (A) specifIes that any of the following persons may be 
used to qualify the taxpayer as the head of a household: a son, stepson, daughter, 
stepdaughter, or a descendant of a son or dau hter of the taxpayer. If, however, 
such person is married at the close of the taxable year of the taxpayer, the tax- 
payer may qualify as the head of a household by reason of such person only if 
the taxpayer is entitled to an exemption for his taxable year under section 25 (b) 
for such person, that is, only if such person has a gross income of less than $600 
for the calendar year in which the taxable year of the taxpayer begins, if the 
taxpayer supplies more than one-half of the support of such person for such 
calendar year, and if such person does not make a joint return with his spouse for 
the taxable year beginning in such calendar year. For example, if such person is 
an unmarried son of the taxpayer, the taxpayer is not deprived of his status as 
the head of a household because the son has income in excess of $600 for the 
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ealendnr year in which the taxable yenr of the tnxpnyer begins; if, however, such son is married at the close of the taxable year of the taxpayer, the taxpayer still may qualify as the hend of a household, but only if the gross income of the son is less than $600 for the calendar year in which the taxable year of the tax- paver begins and the other conditions for allowance of the dependency credit under section 25(b) are met. 
(8) Section 12(c) (6) (B) provides that a person for whom the taxpayer is entitled to an exemption under section 25(b) for the taxable year may be used to qunlify the taxpayer as the head of a household. Section 25(b) provides that the taxpnver nmy be entitled to an exemption for any of the following persons: (i) his brother, sister, stepbrother, or stepsister; 

(ii) his father or mother, or an ancestor of either; 
(iii) his stepfather or stepmother; 
(iv) a son or a claughter of his brother or sister; 
(v) a brother or sister of his father or mother; or 
(vi) his son-in-lnw, dnughter-in-lnw, mother-in-law, father-in-law, sister- 

in-lnw, or brother-in-law; 
if such person has a gross income of less than $600 for the calendar year in which the taxable vcar of the tnzpayer begins, if the taxpayer supplies more than one-half of the support of such person for such calendar venr and if such person does not make a joint return with his spouse for the taxable year beginning in such calendar year. For example, an unmarried taxpayer who maintains a home for himself and his widowed niother may not qualify as the head of a household 
bv reason of his maintenance nf a home for his mother if his mother has income of 
~4600 or more in the calendar yenr in which the taxable year of the taxpayer be dns, or if be does not furnish more than one-half of the support of his mother for such calendar year. 

(4) For the purposes of this section, a taxpayer shall be considered as not married if at the close of his taxable year be is legally separated from his spouse under a decree of divorce or separate maintenance, or if at any time during the taxable year the spouse to v:horn the tazyayer is married at the close of his tax- 
able vear was a nonresident alien. A taxpayer shall be considered married at the close of his tazable year if his syouse (other than a spouse who is a non- 
resident alien) dies during siich year. 

(c) Household. — Section 12(c) is applicable only where the household actually 
constitutes the home of the tazpaver for his taxable vear and also constitutes the 
principal place of abode of at least one other person specified in section 12(c) (8) (A) or provided for by section 12(c) (8) (B) for such taxable year, 
without regard to the fact that the physical location of such household may have 
changed during such taza! de year. It is not suificient that the taxpayer maintain 
the household without being its occupant. The taxyaver and such other person 
must occupy the household for the entire taxable year of the taxpayer. They 
will be considered as oecupving the household for such entire taxable year not- 
withstanding tempornry absences from the household due to special circum- 
stances. 6 nonpermanent failure to occupy the common abode by reason of 
illness, education, business, vacation, military service, or a custody a reement 
under which a child or stepchild is absent for less than 6 months in the taxable 
year of the taxpayer, shall be considered a temporary absence due to special 
circumstances. Shch ab ence ivill not prevent the taxpayer from qualifyin 
as the head of a household if (1) it is reasonable to assume that the taxpaver 
or such other person will return to the household, and (2) the tazyayer continues 
to maintain such household or a substantially equivalent household in anticipa- 
tion of such return. The taxpayer will not be deprived of the benefits of section 
12(c) because such other person dies during the taxable vear of the taxpayer if 
the household constitutes the principal place of abode of such other person during 
that part of such taxable year preceding death. 

(d) Cost of maintaining a household. — The taxpayer shall be considered as 
maintaining a household only if he pays more than one-half the cost thereof for 
his tazab:e year. The cost of maintaining a household shall be the ezyenses in- 
curred for the mutual benefit of the occupants thereof by reason of its operation 
as the principal place of abode of such occupants for such tazable year. Such 
expenses include property taxes, mortgage interest, rent, utility charges, upkeep 
nnd repairs, property insurance, and food consumed on the premises. The cost 

2G3354' — 53 — 2 
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of maintaining a housi hold shall not include expenses otherwise incurred. Thus, 
such cost does not include expenses incurred for clothing, education, medical 
treatment, vacations, life insurance, and transportation. In addition, the cost 
of maintaining a household shall not include any amount which represents the 
value of services rendered in the household by the taxpayer or by a person speci- 
fied in sections 12(c) (8) (A) or provided for by section 12(c) (8) (B). 

PAR. 4. There is inserted immediately preceding section 29. 25-1 [26 
CFR 29. 25-1] the following: 

SEC. 810. GROSS INCOME OF DEPENDENT OF TAXPAYER 
[REVENUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(a) INcREASE IN AMoUNT oF GRoss INcoME PERMITTED. — Section 
25(b) (1) (D) (relating to exemptions for dependents of taxpayer) is 
hereby amended by striking out "8500" and inserting in lieu thereof 
lip( 0017 

(b) EFFEcTIvE DATE. — The amendment made by subsection (a) shall 
be applicable only with respect to taxable years beginning after Decem- 
ber 81, 1950. 

PAR. 5. Section 29. 25 — 8, as amended by Treasury Decision 5893 
[C. B. 1952-1, 126], approved April 4, 1952 [26 CFR 29. 25-3], is 
amended further as tollows: 

(A) By striking "as amended by the Revenue Act of 1948" from the 
first sentence of paragraph (o)) (1); and 

(8) By striking "$500, " from the first sentence of paragraph 
(d) (5), relating to exemption for dependents whose gross income is 
less than a certain figure, and inserting in lieu thereof the following: 
"$600 ($500 for a calendar year beginning after December 31, 1947, and 
before January 1, 1951), ". 

PAR. 6. There is inserted immediately preceding section 29. 51-1 
[26 CFR 29. 51-1] the following: 

SEC. 801. TAX TREAT[iiENT IN CASE OF HEAD OF HOUSEHOLD 
[REVENUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(b) CoMPUTATIQN oF TAX BY CCLLEOTCR. — 
(1) Section 51(f) (1) (relating to tax computed by collector in 

case of wage earners) is hereby amended by adding at the end 
thereof the following: "In the ease of a head of a household electing 
the benefits of this subsection, the tax shall be computed by the col- 
lector under Supplement T without regard to the taxpayer's status 
as Lead of a household. " 

(c) EFFEcTIvE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after October 
81, 1051. 

PAR. 7. Section 29. 51-2(c), as added by Treasury Decision 5649 
[C. B. 1948 — 2, 57], approved August 25, 1948 [26 CFR 29. 51-2(c) ], 
is amended by adding immediately after subparagraph (3), thereof, 
the following new subparagraph: 

(4) Head of household. — In the case of a head of a household electing to make 
his return on Form 1040A in accordance with the rules prescribed in this sec- 
tion, the tax sha11 be computed under Supplement T without regard to the status 
of the taxpayer as the head of a household. 
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PAR. 8. There is inserted immediately preceding section 29. 402-1 
[26 CFR 29. 402-1] the following: 

SEC. 801. TAX TREATMENT IN CASE OF HEAD OF HOUSEHOLD 
[REVENUE A. CT OF 1951, APPROVED OCTOBER 20, 1951]. 

J 
(b) CoMPUTATIoN CF TAx BY CoLLEcTQR. — 

(2) Section 402 (relating to effect of election to pay the tax im- 
posed by Supplement T) is hereby amended by adding at the end 
thereof the following: "In the case of a head of. a household electing 
to have his tax computed by the collector pursuant to the provisions 
of section 51(f), the tax imposed by section 400 shall be computed 
without regard to the status of the taxpayer as a head of a house- 
hold. " 

(c) EFFEOTIVE DATE. — The amendments made by this section shall be 
applicable only Ivith respect to taxable years beginning after October 
SI, 1951. 

PAR. 9. Section 29. 402-1, as amended by Treasury Decision 5965 
[page 60, this Bulletin], approved December 22, 1952 [26 CFR 
29. 402-1], is further ameneled by adding at the end of (b) thereof, the 
following: "In the case of a head of household electing to make his 
return on Form 1040A, see section 29. 51-2(c) (4) . " 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62). ) 

JUSTIN F. WINKLE, 
Acting Commissioner of 1nterna/ Revenue. 

Approved February 18, 1958. 
ELBERT P. TlrrTLE~ 

Acting 8ecretary of the Treasury. 
(Filed with the Division of the Federal Register February 25, 1959, 8: 45 a. m. ) 

Rev. Rul. 18 SEGTIQN 29. 12 — 4: Combined normal tax and surtax 
in case of joint return of husband and wife for 
taxable years beginning after December 81, 1947. 

INTERNAL REVENUE CODE 

Schedule for simplified computation of total tax liability in the 
case of married persons Qnng a joint return for the calendar year 
1952. 

There is set forth below a schedule designed to simplify the com- 

putation of the tax liability, in the case of married persons filing a 
joint income tax return (Form 1040) for the calendar year 1952. Such 
schedule eliminates the necessity for computing the tax on one-half 
of the amount shown on line 5, page 8, of the return and multiplying 
the result by 2. 

This table may not be used if income includes partially tax-exempt 
interest. In such cases the instructions which accompany the return 
(Form 1040) should be followed. 
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TAx RATE SGHEDULE FoR CALENDAE YEAB 1952 

jifarrieft persons filing joint returns 

If amount in line 5, page 3, 
Form 1040 is— 

The amount of tax line 8(ch page 3, 
Form 1040 is— 

Over Not over Amount plus Rate % 
On excess 

over 

$4, 000 
8, 000 

12, 000 
16, 000 
20, 000 
24, 000 
Z3, 000 
32, 000 
36, 000 
40, 000 
44, 000 
52, 000 
64, 000 
75, 000 
88, 000 

100, 000 
120, 000 
140, 000 
160, 000 
180, 000 
200, 000 
300, 000 
400, 000 
600, 000 

$4, 000 
8, 000 

12, 000 
16, 000 
20, 000 
24, 000 
28, 000 
32, 000 
36, 000 
40, 000 
44, 000 
52, 000 
64, 000 
76, 000 
88, 000 

100, 000 
120, 000 
140, 000 
160, 000 
180, 000 
200, 000 
300, 000 
400, 000 
600, 000 

$888 
1, 872 
3, 032 
4, 392 
5, 912 
7, 592 
9, 512 

11, 632 
13, 872 
16, 232 
18, 712 
23, 992 
32, 032 
40, 192 
48, 832 
57, 832 
73, 232 
89, 232 

105, 832 
122, 832 
140, 432 
230, 432 
321, 432 
505, 432 

22. 2 
24. 6 
29 
34 
38 
42 

53 
56 
59 
62 
66 
67 
68 
72 
75 
77 
80 
83 
85 
88 
90 
91 
92 
92 

$4, 000 
8, 000 

12, 000 
16, 000 
20, 000 
24, 000 
28, 000 
32, 000 
36, 000 
40, 000 
44, 000 
52, 000 
64, 000 
76, 000 
88, 000 

100, 000 
120, 000 
140, 000 
160, 000 
180, 000 
200, 000 
300, 000 
400, 000 

f 600, 000 

f The final tax shall not exceefi 86 percent of net income on line 3, page 
3, Form 104', l. 

PART II. — COMPIJTATION OF NET INCOME 

SEC'I'ION 22(a). — GROSS INCOME: GENERAL 
DEI'IN I'I ION 

SFcTIoN 29. 22(a)-1: AVhat included in gross 
income. 

(Also Section 112 (f), Section 29. 112(f) -1. ) 
INTERNAL REVENUE CODE 

Rev. Rill. 88 

Acquisition by the United States Government, throu h condemna- 
tion proceedings, of the use of u taxpayer's warehouse for 5 years 
in consideration of just colupensation, whether paid in a lump sum 
or annual sums, constitutes the taking of a leasehold interest and 
the colupensation is rent, taxable as ordinary income under section 
22(a) of the Internal Revenue Code. 

Advice is requested, where the United States Government acquires, 
through condemnatioII proceedings, the use of a taxpayer's warehouse 
for a term of 5 years in consideration of just compensation vvhich the 
Government proposes to pay in annual amounts but which the taxpayer 
requests be paid in a lump sum, whether such compensation con- 
stitutes rent, taxable as ordinary income under section 22(a) of the 
Internal Revenue Code, or is an amount (or amounts) realized upon 
disposition of property and subject to the provisions of section 112(f) 
of the Code. 

The taxpayer owns in fee certain improved real property used as a 
warehouse in the regular course of his business. The United States 
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Government instituted condemnation proceedings to acquire the right 
to take immediate possession, occupy, use, and further improve such 
property for military and defense purposes for a term of 5 years in 
consideration of just compensation. The taxpayer, pursuant to a 
court order, delivered immediate possession, and the Government is 
using the p~roperty. The Government caused to be deposited in the 
register of the court a certain sum estimated to be just compensation 
for the use of the property for the first year of the 5-year term, but 
the taxpayer has petitioned the court to require the Governinent 
presently to pay a sum as just compensation for the entire 5-year use. 

Since use of a warehouse is essential in the taxpayer's business, he 
mill be obliged to take steps toward obtaining the use of another 
suitable wai, chouse. He states that he can obtain such use only by 
purchasing another ~i arehouse. Therefore, he contends that the tak- 
ing by the Government of the use of his present warehouse, through 
institution of condemnation proceedings, constituted involuntary 
conversion of his property within the meaning of section 119 (f ), 
supra, and that any gain realized by him from such disposition should 
be accorded nonrecognition if he replaces the "converted" property. 
He asserts that the compensation for the use of his present ware'house 
will be specifically for his loss of the use and occupancy thereof and 
not for loss of profits. 

It is well established that the substance rather than the form of a 
transaction is to be regarded for Federal income tax purposes. The 
acquisition by the Government through institution of condemnation 
proceedings of the use of the taxpayer's property is not, of itself, de- 
terminative of whether compensation received therefor, in a lump 
sum or in annual sums, constitutes ordinary rental income or an 
amount (or amounts) realized upon disposition of property and sub- 
ject to the provisions of section 112(f), supra. While it has not 
been determined whether such compensation will be paid in one lump 
sum or several annual sums, it is clear that, in either event, it will 
represent remuneration for the use for a certain period ot years of 
property owned in fee by the taxpayer and, hence, will constitute 
ordinary rental income to him. Manifestly, by such transaction, the 
Government acquires merely a leasehold interest in the taxpap, er's 
property for 5 years and he disposes of no property and realizes 
no gain from its involuntary conversion within the meaning of section 
119 ( f ), supra. 

In view of the foregoing, it is held that the acquisition by the 
United States Government, through condemnation proceedings, of the 
use of the taxpayer's warehouse for 5 years in consideration of just, 
compensation, whether paid in a lump sum or annual sums, constitutes 
the taking of a leasehold interest and the compensation is rent, taxable 
as ordinary income under section 22(a), supra. 

Rev. Rul. 61 SECTION 29 ~2(a)-1: What included in gross 
incoine. 

INTERNAL REVENUE CODE 

The finder of treasure-trove is in receipt of taxable income, for 
Federal income tax purposes, to the extent of its value in United 
states currency, for the taxable year in which it is reduced to 
llndisputed possession 
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Rev. Rul. 78 SEGTICN 20. 22(a)-1: What included in gross 
income. 

(Also Section 23(m), Section 29. 28(m) — 1; Sec- 
tion 114, Section 20. 114 — 1. ) 

INTERNAL REVENUE CODE 

Soil in place is a natural deposit within the meaning of section 
28(m) of the Internal Revenue Code. If such soil is severed and 
sold by the landowner, the proceeds are ordinary income subject to 
a depletion allowance, computed in the manner set forth in section 
20. 28(m) — 2 of Regulations 111. 

In the case of a sale by one other than the holder of the fee, see 
section 20. 28(m)-1 of Regulations 111. 

SEOTIoN 20. 22(a)-1: What included in gross 
income. 

INTERNAL REVENUE CODE 

Dividend payments to minority stockholders, majority stockholder 
having waived dividclids for a certain period of time. (See Rev. 
Bul. 4o, page 178. ) 

SEOTION 2922(a)-2: Compensation for per- 
sonal services. 

INTERNAL REVENUE CODE 

Rev. Rul. 71 

Amounts paid for services rendered are taxable to the individual 
perforining the services, even though paid to an organization de- 
scribed in section 2S(o) of the Code either by agreement between 
the indi'vidual and the payor or by an anticipatory arrangement in 
which the individual agrees with the organization to render services 
to it and the organization in turn makes his services available to 
a third party. llowever, if an individual is under a contract of ein- 
ployinerit entered into in good faith for purposes other than avoid- 
ing tlie percentage limitation of section 28(o) and his employer 
makes his services available to a third party merely as an in- 
cident of his normal duties, and'if the individual does not partici- 
pate directly or indirectly in the contract with the third party and 
has no right to receive or direct the use or disposition of any 
amounts paid, such amounts are not includible in the income of the 
iridividual. 

Advice has been requested relative to circumstances in which the 
second sentence of the last paragraph of section 20. 22(a) — 2 of Regu- 
lations 111 will apply. The first and second sentences of such para- 
graph are as follows: 

The value of services need not be included in gross income when rendered 
directly and gratuitously to an organization described in section 2S(o). Where, 
however, pursuant to an agreement or understanding services are rendered to 
a person for the benefit of an organization described in section 28(o) and an 
amount for such services is paid tu such organization by the person to whom the 
rervices are rendered, the ainount so paid constitutes income to the person per- 
forining the servicesgven though at the time of the agreement or understanding 
the person making the payment acknowledges his liability to make payment to 
such organization/ 

The typical case in which the second sentence of the above para- 
graph is applicable is one in which a radio sponsor or motion picture 
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producer engages the services of an artist and by agreement with the 
artist turns over the payment for those services to a charitable organi- 
zation designated by the artist. 

Instances also arise in which an artist enters into an agreement 
with a charitable organization to render services to it, and the charit- 
able organization in turn agrees with a sponsor or producer to make 
those services available to such sponsor or producer in consideration 
of a sum to be paid to the charitable organization. Such an arrange- 
ment often constitutes an attempt, by act of the parties, to channel 
to an exempt organization income which would normally be that of 
the individual artist and thereby to avoid the percentage limita- 
tion on the deduction of charitable contributions provided in section 
28(o) of the Code. In such situation the tax consequences will be the 
same as those attending the type of transaction described in the pre- 
ceding paragraph. The rule that income is taxable to the one who 
earns it cannot be avoided by such an anticipatory arrangement. 

Thus, for example, if an actor, whose contract with the studio 
regularly employing him permits, enters into a contract with a uni- 
versity, under which the actor may or may not have nominal duties 
at the university but in fact renders services principally to a third 
party, such as a radio sponsor or motion picture producer, payment 
for his services to be made to the university, such an arrangement 
constitutes an attempt to do indirectly the same thing that is done 
in the typical case hereinabove described. Accordingly, it is held 
that in such circumstances the sums paid to the charitable organiza- 
tion are includible in gross income of the individual rendering the 
services. 

There are instances, however, in which an individual is under con- 
tract of employment or other obligation entered into in good faith 
for purposes other than avoidance of the percentage limitation im- 
posed on the deduction of contributions by section 98(o) of the Code, 
and, as an incident of his normal duties and obligations, his employer 
or other superior makes his services available to a third party, pay- 
ment being' made to the employer or other superior. In such a case, 
if the inChvidual does not participate directly' or indirectly in the 
contract pursuant to which his services are made available to the 
third party and if he has no right to receive, or direct the use or 
disposition of, the amounts so paid, such amounts are not includible 
in his gross income. This conclusion would be the same whether 
the employer or other superior having control of the services is a 
commercial organization or an organization described in section 
28(o) of the Code. However, it must be clearly shown that the 
relationship was entered into in good faith for purposes other than 
avoidance of the percentage limitation imposed by section 98(o) on 
deduction of contributions, and that the organization is entitled, in 
substance as well as form, to the services which it makes available 
to the third party. The execution of a legally sufBcient contract of 
employment or other document purporting to establish the obligation 
contemplated is a fact with evidentiary value, but is not necessarily 
dispositive of. any case. Good faith and reality are not ascertained 
by any mechanical or formalistic test. The e6'ect for tax purposes 
of the contract of employment or other obligation will be determined 

by a consideration of all the circumstances. 
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SrcrioN 29. 22(a)-8: Compensation paid other 
than in cash. 

INTERNAL REVENUE CODE 

Costs attributable to meals, lodging, and other personal accommoda- 
tions of the resident owner or manag~ing partner of a hotel business. 
(See Rev. Rul. 80, page 62. ) 

SEUTION 29. 22(a) — 5: Gross income from business. Rev. Rul. 28 
(Also Section 24; Section 29. 24 — 1. ) 

INTERNAL REVENUE CODE 

A merchant who withdraws goods from his stock for personal or 
family use and pays for them with his private funds in an amount 
at least equal to their cost, or their then selling price to customers if 
less than their cost, is not required to exclude their cost from Schedule 
C — Profit (or Loss) From Business or Profession accompanying his 
Irederal income tax return Forin 1040. (See O. D. 998, C. B. 5, 86. ) 
A merchant must keep a separate account for exaininatIon by an 
internal revenue agent with respect to any goods ivithdrawn froni his 
stock for his personal or fainily use. 

SEcTioN 29. 22(a) -21: A. llocations by cooperative 
associations; tax treatment as to patrons. 

INTERNAL REVENULr CODE 

regulations 111 amended. (See T. D. 6014, page 110. ) 

SECTION 22(b). — GROSS INCOME: EXCLUSIONS 
FROM GROSS IN(. "OME 

Rev. Rul. 103 
INTERNAL REVENUE CODE 

Payments, in excess of workmen's compensation under a plan 
which is not in itself a plan of accident or health insurance within 
the purview of section 22(b) (5) of the Internal Revenue Code snd 
which are not niade pursuant to a court-sanctioned ogreement 
which, according to statute, is in lieu of workmen's compensation, 
are includible in the gross income of the recipient and are subject 
to withholding of income tax at the source on wages under section 
1022 of the Code unless such paymeuts are made by the employer 
as damages for personal injuries or sickness following a suit or an 
agreement in satisfaction of a tort or tort type liability other tlian 
a liability under a workmen's compensation act. 

I. T. 380(i, C. B. 1999-2, 149, revoked. 

Advice is requested whether benefits received by employees under a 
plan established by an employer, an Alabama corporation, to provide 
for the payment to its employees of disability benefits in excess of 
workmen's compensation, heremafter referred to as ndiÃerential pay- 
ments, " are excludable from gross income under section 22(b) (5) of 
the Internal Revenue Code. 
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In the instant case the plan, which is not in itself a plan of accident 
or health insurance within the purview of section 22 (b) (5) of the 
Code, was established by the enrployer to provide for payments of 
amounts in addition to workmen's compensation to employees on 
weelrly or nlonthly salary who lose time because of compensable acci- 
dent. (See I. T. 4107, C. B. 1952 — 2, 73. ) The plan, revised February 
18, 10M, provides in part as follows: 

l. 4 worker who chooses to take compensation and such compensation is in 
excess of the amount of his salary for the tirue lost from his job will receive no 
salary for such time lost from the job. 

2. 4 worker who receives compensation for a coropensable injury will be paid 
the difference betvveen the amount of compensation and his salary for the period 
of his lost time up to one month. In special cases the difference between the 
amount of eornpensation and salary may be paid to him for longer periods upon 
approval by a Vice-President. 

Section 22 (b) (5) of the Code provides in part as follorvs: 
(b) ExczvsroNs FROM Gzoss INcoHK. — Th following items shall not be in- 

cluded in gross income and shall be exempt from taxation under this chapter 
[chapter 1 of the Code]: 

t 
(~) COMFE isATIoN Fos Ix JURIES 08 RIcKNzss. — Except in the case of 

aruounts attributable to (and not in excess of) deductions allowed under 
section 28 (x) in anv prior taxable year, amounts received, through accident 
or health insurance or under workmen's compensation sets, as compensation 
for personal injuries or sickness, pius the amount of any damages received 
e:hether by suit or agreement on account of such injuries or sickness ~ ~ ~ 

[ Italics supplied. l 

The pertinent provisions of the A lab ama Workmen's Compensation 
A. ct contained in chapter 5, title 20 of the Code of Alabama provide 
in part as follows: 

Szc. 2M. Crzcv~srANczs UNDER WHIcH CoxfPKNsATICN Bzcobrzs Dvz; DK- 
Fzxszs; WILFUL Nzor. rozNcz. — When personal injury * * * is caused to an 
employee by an accident arising out of and in the course of his emplovment, of 
which injury the actual or lawfully imputed negligence of the employer is the 
natural and proximate cause, he * * * shall receive compensation by way of 
damages therefor from the employer, provided the injury * * * was not caused 
by the wilful misconduct of the employee, or was not due to misconduct on his 
part, 

Szc. 272. ExcrvorNO OIHKR RKMznrzs. — The rights and remedies herein 
granted to an employee shall exclude all other rights and remedies of said em- 
ployee * * * at common law, bv statute or otherwise on account of * * ~ 

injury, loss of services * * ~ no employer included within the term of this 
chapter, shall be held civilly liable for any personal injury to ~ * " any work- 
man due to accident while engaged in the service or business of the employer, 
the cause of which accident originates in the employment; * * ~ 

Szc. 278. PzzsUFIPTION As To S. ccEPTANcz 0F PaovIRICNR oF XRTICLK; ELKCTICN 

Nor To Acczrr; NoTIcz. — ~ ~ * Every emplover and every employee shall be 
presumed to have accepted and come under this article and the provisions 
thereof rela. ting to the payment and acceptance of compensation, unless, prior 
to the aeeident resulting in personal injury ~ ~ * he shall have given notice, 

of his election not to accept or be bound by the provisions of said article. 
Szc. 278. SKTTLEMKNTs BETwEEN P~TIKS. — The interested parties shall have 

the right to settle all matters of compensation and all questions arising here- 
under between themselves; but all settlements made hereunder must be in amount 
substantially the same as the amounts or benetits stipulated in this article, unless 
a judge of the circuit court of the county where the claim for compensation 
under this chapter is entitled to be made, or upon the written consent of the 
parties, a judge of the circuit court, or a judge of the probate court of any county 
determines that it is for the interest of the employee to accept a lesser sum and 
approves such settlement. ~y settlements hereunder may be vacated for fraud, 
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undue infiuence or coercion, upon application made to the judge approving the 
set tlen!ent, at any time not later than six months after the date of the settlement. 
Upon such settle&nents being approved, judgment shall be rendered thereon and 
duly entered on the records of said court in the same manner and to have the 
same effect as other judgments or as an award if the settlement is not for a 
lun!p sum, ~ * &:. 

In the instant case both the employer and the employee have ac- 
cepted the exclusive remedies of the Alabama )Vorkmen's Compensa- 
tion Act. Therefore, the employees injured in the performance of 
their duties do not possess legal rights against the employer other 
than the rights granted by the workmen's compensation act. The 
employer does not make the difFerential payments under either the 
compulsion or the authority of that statute. The facts also indicate 
that the differential payments do not constitute all or part of an 
amount fixed by a court-sanctioned agreement in lieu of a workmen' s 
compensation award as permitted by the Alabama )workmen&s Corn- 
pensation Act. 

In I. T. 83C6, C. H. 1939-2, 149, it is held that accident disability 
benefits received under a plan wh!ch expressly provides that the em- 
ployee may elect to accept the benefits under the plan or to prosecute 
such legal claims as he may have under applicable State law, constitute 
damages received by agreement within the contemplation of section 
22(b) (5) of the Revenue Act of 1938. In that case as in the instant 
case whatever legal rights the emloyees possessed against their em- 
ployer were those rights exclusively granted by the terms of the appli- 
cable workmen's compensation act; moreover, the amounts received 
under the plan in that case were not, received pursuant to a court- 
sanctioned a&rreement in lieu of workmen&s compensation. Although. 
the instant employer's plan for difFerential payments does not require 
an election between benefits under the plan and any other legal rights, 
which in Alabama are limited to rights under a workmen&s compensa- 
tion statute, the diH'erence is immaterial. The character of the pay- 
ments is the same in either case and the consequences are the same. 

The association of the word "suit" with the word "agreement" in 
section 22(b) (5) of the Code clearly indicates an intent to exclude 
from gross income amounts received by way of a settle!nent agreemenb 
entered into in lieu of prosecution of a suit or other claim which the 
injured party may have. The fact that "plus" prefaces the damage 
clause in section 22(b) (5) shows that the damages contemplated are 
the product of a suit or a settlement agreement involving tort, or tort 
type rights other than those aHorded by workmen's compensation 
acts. (" Tort or tort type, " as used in this ruling, refers to legal rights 
which, if exercised, could result in "an award which is nlade to a 
person by a, competent judicial tribunal in a proceeding in law or 
equity because of a legal wrong done hi!n by another. " Restatement 
of the Law of Torts (1989), section 902(a). ) This interpretation is 
buttressed by the use of the word "damages" instead of "compensa- 
tion, " which is employed in the precedin&r part of section 22(b) (5). 
Furthermore, a contrary interpretation of "damages" for purposes of 
section 22(b) (5) would allow, in the case of an occupational injury 
or sickness covered by a workmen's compensation act, the exclusion 
from gross income as "damages" received through an "agreement" 
of amounts which exceed the amounts that could have been received 
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and that would have been exempt as workmen's compensation in a 
case where the only legal rights which the employee possessed and 
could have surrendered or exercised were contained in the workmen' s 
compensation act. 

In view of the foregoing, it is held that payments, in excess of 
workmen's compensation under a differential payments plan which is 
not in itself a plan of accident or health insurance within the purview 
of section 22(b) (5) of the Internal Revenue Code, and which are not 
paid pursuant to a court-sanctioned agreement which, according to 
state statute, is in lieu of workmen's compensation, are includible iu 
the gross income of the recipient and are subject to withholding of 
income tax at the source on wages under section 1622 of the Code 
unless such payments are made by the employer as damages for per- 
sonal injuries or sickness under an agreement in satisfaction of a 
tort or tort type liability other than a liability under a workmen' s 
compensation act, I. T. 8806, supra, is hereby revoked. 

Pursuant to authority contained in section 8791(b) of the Code, the 
instant ruling will not be applied with respect to benefits received prior 
to August 1, 1958, under a difl'erential payments plan. 

SEOTlov 29. 22(b) (1)-1: Life insurance — A. mounts Rev. Rul. 72 
paid by reason of the death of the insured. 

(Also Section 29. 22(b) (2) — 8; Section 118(a) (18), 
Section 29. 118 (a) (18) -1. ) 

INTEBN&tL REVENUE CODE 

Amounts received by a partnership as beneficiary under life 
insurance policies which ha. ve been transferred to the partnership 
as a part of the capital contributions of certain partners will be 
exempt from Federal income tax under section 22(b) (1) of the 
Internal Revenue Code. 

Advice is requested whether the transfer of life insurance policies 
owned by certain partners to the partnership as a part of their capital 
contributions will subject the proceeds thereof, payable upon the 
death of any of such partners, to Federal income tax under section 
22 (b) (2) of the Internal Revenue Code. 

In the instant case, it was agreed that the partnership would ac- 

quire and own life insurance in the same amount upon the life of 
each of its partners, in order to retire the interest of any partner 
who might die during the existence of the partnership. Two of the 
partners wished to contribute, as a part of their capital contributions, 

policies which they owned, using their value for Federal gift tax 
purposes as of April 1, 1952, the date the partnership was forined, to 
determine the value of such contributions. 

Section 22(b) of the Internal Revenue Code provides in part as 

follows: 
(b) Kxcxuszoss FsoM Gsoss INcoME. — The following items shall not be in- 

cluded in gross income and shall be exempt from taxation under this chapter 

[chapter 1 of the Code]: 
(1) Loess rNsmmNcE, Erc. — Amounts received— 

(A) under a life insurance contract, paid by reason of the death of 
the insured; ~ ~ * 



l& 29. 22(b) (9) — I. l 

(2) ANNI. 'ITIFs, F'rc. — 
(A) In General. — &' * * In the case of a transfer for a valuable 

cousi&leratiou, by assignment or otherwise, of a life insurance, endow- 
ment, or annuity contract, or any interest therein, only the actual value 
of such considerati»n a«d the amon«t of the premiums and other sums 
subsequently paid by the transferee shall be exel«pt from taxation 
und&'r paragraph (1) or this paragraph. The preceding sentence shall 
not apply in the ease of such a transfer if such contract or interest 
therein has a i&osis for determining gain or loss in tbe hands of a trans- 
feree d& te& lnined in whole or in p;&rt by reference to su& b Oasis of su& h 
co«tract or interest therein in the hands of tbe transferor. 

Section 113(a) (13) of the Code provides in part as follows: 

(a) BAsls (UNADJUSTED) OF Pl&»ra&&TT. — The basis of property shall be the 
cost of such property; except that— 

Ill 

(19) PARTNrasmrs. — If the property was acquired, after February 28, 
19IS, hy a partnership and the basis is n»t »therwise detenu(«ed un&i«r 

any other paragraph of this sul&se«ti»n, then the basis shall be the same as 
it mould l&e in the hands o" the tr;lnsferor, in«r«as& d in the amount of gain 
or de&r&a~&d in the am»unt of loss recognized t» the transferor up»n su& h 
transfer under the law appli«able to the year in which the transfer vras 
nl «de. 

Thus under section 113(a) (13) the basis of each insurance 
policy contributed to the plltnership would be the same as its 
basis in the hands of the transferor. See Regulations 111, section 
29. 113 ( a ) (13) — 1. 

In view of the foregoing, it is immaterial whether or not such a 
transfer constitutes a transfer for a valuable consideration Ivithin the 
scope of section 22(b) (2) (A). Accorclingly, it is held that any 
amounts received by the partnership under the policies by reason of 
the death of those insured will be exempt from income tax. 

SKOTION 20. 22(b) (4)-4: Interest upon United 
States obligations. 

INTERNAL REVENUE COBE 

Redemption of Series F and (I savings bonds for acquisition of 31/4 

percent Treasury bonds of 1078-83. (See Rev. Rul. 1()5, page 76, ) 

SFUTIoN 20. 22(b) (0)-1: Inconle from discharge 
of indebtedness. 

(Also Sections 20. 22(b) (0) -2, 20. 22(b) (10)-1; 
Section 113 (b), Sections 20. 113 (b) (3) — 1, 
29. 113 (b) (3) -2. ) 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCEIAPTER A. , PAkT 29, — 
INCOIIL& I'AX; TAXABLE FL'AkS BEGINNING AF'I'Lrk I&ECEXIBER SI, 1941 

Re '«h&tions 111 ame«ded to conf»no to section 904 of the Revenue 
Act of 1951, relating to incoule from discharge of indcbteduess. 

TREASIIRY DEPARTMENT& 
OFFIcE oI' CUMMIssloNER oF INTERNAL REVENUE& 

IVashington 85& D. C. 
To Ogcers and Em p/oyees of the 1nterna/ Revent&e Service and Others 

Concerned: 
On December 4& 19M, notice of proposed rulemaking, regarding 

amendments to cori&form Regulations 111 [26 CI& R, part 29] to section 
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804 of the Revenue Act of 1951, approved October 20, 1951, was pub- 
lished in the Federal Register (17 F. R, 10069). After consideration 
of all relevant matter presented by interested persons regarding the 
rules proposed, the amendments to Regulations 111 set forth below 
are hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
20. 22(b) (0)-l [26 CFR 20. 22(b) (0)-1] tile following: 

SZC. 894. INCOME FRO51 DISCHARGE OF INDEBTEDNESS 
[REVENUE AC'1 OF 1051, AI'PROVED OCTOBER 20, 1051]. 

(a) AKIKNDMKNT oF SEGTIoN 22(b) (9). — Effective with respect to 
discharges of indebtedness occurring within taxable years ending after 
December 81, 19DO, section 22(b) (9) (relating to income from discharge 
of indebtedness) is hereby amended (1) by striking out "if the taxpayer 
nial-es and files at the time of filing the return, in such manner as the 
Commissioner, with the approval of the Secretary, by regulations pre- 
scribes, its consent" and inserting in lieu thereof "if the taxpayer, at 
such time and in such manner as the Secretary by regulations pre- 
scribes, makes and files its consent", and (2) by striking out the last 
sentence thereof. 

P IR. 2. Section 20. 22 (b) (0) — 1, as amended by Treasury De- 
cision 5880 [C. B. 1051 — 1, 7], approved April 17, 1051 [26 CI'R 
20. 22(b) (0)-1] is further amended as follows: 

(A) By striking from the first paragraph "and before January j, 
1052, " and by striking from the third p~aragraph "and prior to Janu- 
ary 1, 105'~, ". 

(B) By striking the second sentence of the first paragraph and 
inserting in lieu thereof the following: 
To be entitled to the benefits of the provisions of section 22(b) (0) for years 
beginning after December 81, 1041, a corporation must file with its return for 
the taxable vear a consent to the provisions of the regulations, in effect at the 
time of the filing of the return, prescribed under section 118(b) (8) (see 
sections 20. 118(b) (8)-1 and 29. 118(b) (8)-2, relating to adjustments of basis). 
IIowever, with respect to discharges of indcbtednes. occurring ivithin taxable 
years eiiding after December 81, 1050, the consent may be filed with an amended 
return or claim for credit or refund, u here the taxpayer establishes to the 
satisfaction of the Corumissiouer reasonable cause for failure to file the consent 
with its oriwnal return. 

PAn. 3. Section 29. 22(b) (0) — 2 [26 CFR 20. 22(b) (0)-2] is amended 
by adding at the end thereof the following: 
In a case where a consent is permitted (under section 20. 22(b) (0) — 1) after the 
original return has been filed, the original and duplicate of Form 982 shall be 
filed with the amended return or claim for credit or refund, as the case may be, 
and the consent shall be to the regulations which, at the time of the filing of 
the consent, are applicable to the taxable year for which such consent is filed. 

PAR. 4. There is inserted immediately preceding section 20. 22(b) 
(10) — 1 [26 CFR 20. 22 (b) (10)-1] the following: 

SZC. 304. INCO5IE FIIO5I DISCIIARGE OF INDEBTEDNESS 
[REVENUE ACT OF 1051, API'ROVED OCTOBER 20, 1051]. 

(b) AMENDMENT oF SKGTIQN 22(b) (10). — Section 22(b) (10) (I'e- 
lating to income froin discharge of indebtedness of a railroad corpora- 
tion) is hereliy amended by striking out "December 81, 1951" and insert- 
ing in lieu thereof "December 81, 105-1". 

PAR. 5. Section 29. 22(b) (10)-1, as amended by Treasury Decision 
5630 [26 CFR 20. 22(b) (10) — 1], is further amended by striking from 
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f 
Approved April 2, 1053. 

M. B. Fol. soM, 
Acting 8ecretary of the Treasury. 

(Filed with the Division of the Federal ltcgister APril 7, 1058, 8: 52 a. m. ) 

the first sentence and from the last sentence "January 1, 1952" and in- 
serting in lieu thereof in each instance "January 1, 1955". 

PAR. 6. Section 29. 118(b) (3)-1 as amended by Treasury Decision 
5402 [C. B. 1044& 229J, approved September 5, 1944, is further amended 
by inserting immediately following the paragraph thereof denom- 
inated (F) [26 CFR 29. 116(b) (8)-1(e) (6) ] the following: 

(G) Effectiv with respect to a discharge of indebtedness occurring within a 
tasse&le year ending afier December 81, 105&0, except in the case of a consent filed 
prior to the effective date of the Treasury I')ecisi&m which adds this paragraph 
(G) to tlie regulations, any reduction in basis which remains to be taken (by 
ress&&n of an exclusion from gross income under section 22(b) (9) ) after the 
application of (1) shall be applied first against property of a character subject 
to the allovvance for depreciation under section 23(l), property with respect to 
which a deduction for amortiration is allovvable under section 25(t), and prop- 
erty xvith respect to which a deduction for depletion is allowable under section 
23(rii) (but not including property specified in section 114(b) (2), (8), or (4) ), 
in the order in vhich such property is described in (2) and (8), above. Any 
further adjustment in basis required to be made under section 22(b) (il) shall 
be applied against other property in the order prescribed in (2), (8), and (4), 
a bove. 

PAR. 7, Section 20. 116 (b) (6) — 2 [26 CFR 20. 1163 (b) (3) -2] is 
amended as follows: 

(A) By inserting immediately after the second sentence thereof 
the following: 
Such adjustment, hoxvever, shall be consistent with the principles of section 
20. 11, '5(b) (8)-1(G) where the discharge of indebtedness occurs within a tax- 
able year ending after December 81, 1050. 

(I3) I3y striking the first sentence of the second paragraph and in- 
serting in lieu thereof the following: 

A request for variations from the general rule prescribed in section 20. 118(b) 
(8)-1 sliall be tiled by the taxpaver wilh its return for the ta&&able year in which 
the discharge of indebtedness occurred unless a consent is per&nitted (under sec- 
tion 2(). 22(b) (9)-1) after the origiiial return has been filed, in &vhich case such 
request sliall he filed with the amended return or claim for credit or refund, as 
the case may be. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (5'3 Stat. 32; 26 U. S. C, 62). ) 

T. COLEMAN ANDREWS 
Com mt'ssioner o 1nterna/ Revenue. 

SEOTIDN 29. 22gb) (1&3)-2: Compensation of members of T. D. 5976 
the Armed 1'orces of the United States for service in 
a combat zone after June 24, 1050, and prior to Janu- 
ary 1, 1954, or for service while hospitalized as a 
result of such combat-zone service. 

(Also Section 154, Section 29. 154-1. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 

INCOME TAX; TAXABLE YEARS BEGlNNING AETER DECEMBER 61, 1041 
Regulations 111 amended to conform to sections 805 and 884 of 

the Revenue Act of 19ol, relating to compensation of certain mem- 
bers of the Armed Forces, and to abatement of income i;ix for such 
nieiubers upon d& ath. 
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TREAsURY DEPARTMENT 
OFFICE OF COMMISSIONER Ol' INTERNAL REVENUE) 

Washington 85, D. 0. 
To OfjYcere and Ernptoyeee of the Interna/ Eevenue Service and 

Others Concerned: 
On December 18, 1952, notice of proposed rule making, regarding 

amendments to the income tax regulations made necessary by sections 
805 and 884 of the Revenue Act of 1951, approved October 20, 1951, 
was published in the Federal Register ( 17 F. R. 11840) . No objection 
to the rules proposed having been received, the amendments to Regu- 
lations 111 [26 CFR, part 29] set forth below are hereby adopted: 

PARAoRAFH 1. There is inserted immediately preceding section 
29. 22(b) (18)-1 [26 CFR 29. 22(b) (18)-1] the following: 

SEC. 305. COSIPENSATION OF CERTAIN MEMBERS OF THE 
ARJJLD FORCES [REVENUE ACT OI' 1951, APPROVED OC- 
TOBER 20, 1951]. 

(a) AMKNDIIENT oF SEGTIoN 22 (b) (13). — Section 22 (b) (13) (re- 
lating to exclusion from gross income of compensation of certain 
meuibers of the Armed Forces) is hereby amended by striking out 
subparagraphs (A) and (B) and inserting in lieu thereof the follow- 
ing: 

"(A) Enlisted Personnel. — Compensation received for active 
service as a member below the grade of commissioned Dicer 
in the Armed Forces of the United States for any month during 
any part of which such member- 

"(i) served in a combat zone after June 24, 1950, and 
prior to January 1, 1954, or 

"(ii) was hospitalized as a result of wounds, disease, or 
injury incurred while serving in a combat zone prior to 
Jaruiary 1, 1954; but this clause shall not apply for any 
Inonth during any part of which there are no combatant 
activities in any combat zone as d termined under subpara- 
graph (C) (iii) of this paragraph. 

"(B) Commissioned Officers. — So much of the compensation 
as does not exceed $200 received for active service as a eom- 
Iuissioned ofDeer in the Armed Forces of the United States for 
any month during any part of which such OCeer- 

"(i) served in a combat zone after June 24, 1950, and 
prior to January 1, 1954, or 

"(ii) ivas hospitalized as a result of wounds, disease, 
or injury incurred while serving in a cornbat zone prior to 
January 1, 1954; but this clause shall not apply for any 
month during any part of which there are no combatant 
activities in any combat zone as determined under sub- 
paragraph (C) (iii) of this paragraph. " 

(b) DEFINITIQN oF SERvIGE IN CobfBAT ZoNE. — Clause (iii) of section 
22(b) (13) (C) is hereby amended by striking out "such zone; and" and 
inserting in lieu thereof "such zone, except that June 25, 1950, shall be 
considered the date of the commencing of combatant activities in the 
combat zrme designated in Executive Order 1019o; and". 

(d) ErmcTim DATFB. — The amendments made by subsections (a) 
and (b) shall be applicable to taxable years ending after June 24, 
1950. 

pAR. 2. Section 29. 22(b) (18) — 2, as added by Treasury Decision 5882 

[C. g. 1951-1, 8], approved Marcli 8, 1951 [26 CFR 29. 22(b) (18)-2], 
is hereby amended as follows: 

(A) Ay changing the heading and the first two paragraphs thereof 
to I'ead as follows: 
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COMPENSATION oF MzhIRERs 0F THE ARMED Foaczs oF THE UNITED STATEs Fou 

SERv&cE IN A COMSAT ZONE AFTER JUNE 24, 1990, AND Paroa To JANUART 1, 1954, 
OR FoR SERvIcE r&I BILE HosPITAI. IzED As A REsULT oF SUcH CCMRAT"ZDNE SERVIcF- 
Iu addition to the exemptions and credits otherwise applicable, section 22(b) (13) 
provides that there shall be excluded from gross incorue: 

(a) Cou&pensation received for active service as a member below the grade 
of commissioned oflicer iu the Armed I&'orces of the United States for any month 
durin" any part of which such men&her (1) served in a combat zone after June 
24, 1990, and prior to January 1, 1994, or (2) was hospitalized at any place as a 
result of wounds, disease, or injury incurred while so serving provided that dur- 
iug all of such n&onth &bere are combatant activities in some combat zone. 

(b) In the case of compensation received for active service as a comtuissioned 
ofuccr in the Armed Forces of the United States for auy month during any part 
of which such offi&er (1) served in a combat zone after June 24, 19&0, and prior 
to January 1, 19:&4, or (2) was hospitalized at any place as a result of wounds, 
disease, or injury incurred while so serving provided that during all of such 
month the&. e are combatant activities in sou&e combat zone, so much of such 
con&9«nsation as &loes not exceed $200. 

The exclusions under section 22(b) (13) and this secti&m ate applicable only if 
active service is perforru«d in a combat zone after June 24, 1990, and prior to 
January 1, 19;"&4. Compensation is subject to exclusion whether or not it is 
received outside a combat zone or while the recipient is hospitalized or in a vear 
(inclu&iing a year after 1993) 'different from tlrat in &vhich the service was ren- 
der«d for &vhicb the compensation is paid Service is perform& d in a combat 
zone only if it is performed in an area which the President of the United States 
has d«si 'usted l&y Executive ord«r, for the purpose of section 2" (b) (13), as au 
area in which Armed Forces of tbe United States are or have (after June 24, 
1990) engaged in combat, aud only if it is performed &m or after the date desig- 
nated by the President 1&y Executive order as the. date of the cou&mencing of 
combatant, activities in such zone (except that the date Juue 29, 1990, in the 
combat zone designated in Executive Order 10195, shall be considered the date 
of tl&e commencin. of combatant activities in such zone) and on or before the 
date designated by the I'resident by Lcxecutive order as the date of the tenuina- 
tion of combatant activities in such zone. If a member of the Armed Forces 
serves in a cornbat zone or is hospitalized for any part of a &nonth, he is entitled 
to the exclusion for such. nronth to the same extent as if he had served in such 
zone, or ha&1 l&eeu hospitalized, for the entire mouth. 

(B) By adding after the second paragraph thereof the following: 
If an individual is hospiralix«d for a wound, disease, or injury while serving 

in a combat zone, the wound, disease, or injury will, Irnless the contrary clearly 
apl&ears, be presumed to have been irrcurred while servin in a combat zone. Iu 
certain cases, hov;ever, a wound, disease, or injury may have been incurred while 
serviug in a combat zone even thou'"h the individual was not hospitalized for it 
while so serving. And, in excel&tional cases, a wouml, disease, or injury. will 
not have been incurred while serving in a combat zone even thou "b the individual 
was hospitalixed for it while so serving. 

These principles may be illustrated by the followin, examples: 
Example (I). An individual is hospitalized in a combat zone for a specific 

disc &se after having served in such xone for 3 weel s. The incubation period of 
such disease is from 2 to 4 weeks. Such disease was incurred while servin ~ in 
the combat zone. 

Ez&rmpfe (9). The facts are the same as in example (1) except that the incu- 
bation period is 1 year. Such disease was not incurred while serving in the com- 
bat zone. 

Ezample (8). A member of the Air Force, stationed outside the combat zone, 
is shot while participating iu an acr)hi fligl&t over the combat zone, but is not 
hospitalized until he returns to his home base. Such injury was incurred while 
serving in a combat zone. 

Exon&pie (g). Au individual is hospitalized for a speciflc disease 3 weeks after 
having departed from a combat zone. The incubation period of such disease is 
from " to 4 weeks. Such disease was incurred while serving in a combat zone. 

An individ&ml is hospitalized only until such time as his status as a hospital 
patient c«as«s by. reason of his discharge from the hospital. 
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There is inserted immediately following section 2&). 153 — 4, 
as added by Treasury Decision 5888 [('. B. 1051 — 1, 35], approved April 
17, 1951 [26 ("FR 2&). 158 — 4], the folloiviiig: 

SEC. 884. ABATEMENT OF INCOME TAX I'OR CERTAIN MEM- 
BL&'IIS OI' ARalED FORCES UPON DEATH (REVENUE ACT OI' 
1951 APPROVED OCTOBE&R 20, 1951] 

Suppletuent D of chapter 1 of the Internal Revenue Code (relating to 
returns ami payment of tax) is herckiy amended by adding at the end 
thereof the tolloiving new section: 
"SEC. 1, 4. INCOilIK TAXES OY l&IEMBERS OF ARMED FORCES 

UPON DEATH. 
"In the case of any individual ivho dies afier June 2l, 1950, and prior 

to January I, 1054, while inactive service as a member of the Arined 
Forces of the United States, if such death occurred while serving in a 
combat zone (as determined under sectiou 22(b) (18) ) or as a result of 
wounds, disease, or injury incurred while so serving- "(a) the tax iinposed by this chapter shall not apply with respect 

to the taxable vear in which falls the date of his death, or with 
respect to any prior taxable year ending on or after the first day 
he so served in a combat zone after June 24, 1950; and 

"(b) the tax under this chapter and under the corresponding title 
of each prior revenue law for taxable years preceding those specified 
in clause (a) which is unpaid at the date of his death (including 
interest, additions to the tax, and additional amounts) shall not be 
assessed, and if assessed the assessment shall be abated, and if col- 
lected shall be credited or refunded as an overpayment. " 

SEc. 29. 154 — l. ABATEMENT oF INcoME TSREs oF CEI&TAIN MEMBERB 0F THli 
ARMED Ã0RcEs oF THE UNITED STATEs UPoN DE&TH. — (s) If an individual dies 
after June 24, 1950, and prior to January 1, 1954, while in active service as:i 
member of the Armed Forces of the United States, and such death occurs while 
serving in a combat zone, as determined under section 22(b) (18), or at any place 
as a result of wounds, disease, or injury incurred while so serving, then— 

(1) the tax liability of such individual under chapter 1 for the taxable 
year ending on the date of his death, or for any prior taxable year ending on 
or after the first day he so served in a combat zone after June 24, 1950, is 
canceled and if the tax (including interest, additions to the tax, and addi- 
tional amounts) is assessed, the assessinent shall be abated, and if the 
amount of such tax is collected (regardless of the date of collection) the 
amount so collected shall be credited or refunded as an overpayment; and 

(2) that amount of tax of such individual for taxable years preceding 
those specified in (1) above under chapter 1, or corresponding provisions of 
prior revenue laws, which remains unpaid as of the date of death shall not 
be assessed, and if any such unpaid tax (including interest, additions to the 
tax, and additional amounts) has been assessed, such assessment shall be 
abated, and if the amount of any such unpaid tax is collected subsequent to 
the date of death, the amount so collected shall be credited or refunded as 
an overpayment. 

(b) If such an individual and his spouse have for any such year filed a joint 
return, the tax abated, credited, or refunded pursuant to the provisions of section 
lo4 for such year shall be an amount equal to that portion of the joii t tax liabil- 
ity which is the same percentage of such joint tax liability as a tax cninputcd 
upon the separate income of such individual is of the sum of the taxes computed 
upon the separate income of such individual and his spouse, but with respect to 
taxable years ending prior to June 24, 1950, and with respect to taxable years 
ending prior to the first day such individual served in a combat zone, as deter- 
mined under section 22(b) (18), the amount so abated, credited, or refunded 
shall not exceed the amount unpaid at the dai. e of death. For such purpose, the 
separate tax of each spouse shall be the tax computed under ch &pter 1 before the 
application of sections 82, 85, and 822(a), bui: after the application of section 81, 
as if such spouse were required to make a separate return. 

(c) If such an individual and his spouse filed a joint declaration of estiiuated 
tax for the taxable year ending with the date of liis death, the estimated tax paid 
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pursuant to such declaration may be treated as the estimated tax of either such 
individual or his spouse, or may be divided between them, in such manner as his 
legal representative and such spouse may agree. Should they agree to treat such 
estimated tax, or any portion thereof, as the estimated tax nf such individual, 
the estimated tax so paid shall be credited or refunded as an overpayment for the 
taxable year ending with the date of his death. 

(d) For the purpose of determining the tax which is unpaid at the date of 
death, any amounts deducted and withheld under subchapter D of chapter 9 
constitute payment of a tax imposed under chapter 1, 

(e) This section shall have no application whatsoever with respect to the 
liability of an individual as a transferee of property of a taxpayer where such 
liability relates to the tax imposed upon the taxpayer by chapter 1. 

(f) As to what constitutes active service as a member of the Armed Forces, 
service in a combat zone, and wounds, disease, or injury incurred while servin 
in a combat zone, see section 29. 22(b) (18) — 2. As to who are members of the 
Armed Forces, see section 29. 8797 — 11. 

(This Treasury Decision is issued. under the authority contained 
in sections 62 and 8791 of the Internal Revenue Code (58 Stat. 82, 
467; 26 U. S. C. 62) 3791) . ) 

JUSTIN F. WINKLE, 
Acting Commissioner of Interna/ Revenue. 

Approved January 28, 1958. 
M. B. FOLSOM, 

Acting Secretary of the Treasury. 
(Filed with the Division of the Federal Register February 8, 1958, 8: 52 a. m. ) 

SEGTIQN 29 22(b) (15)-1: Payments to encourage 
exploration, developinent, and mining for defense 
purposes. 

(Also Section 22(a), Section 29. 22(a)-18; Section 
28(a), Section 29. 28(a) — 1; Section 118(a), Sec- 
tion 29. 118(a) — 1; Section 118(b), Section 29. 118- 
(b) (1) — 1; Section 488, Section 40. 488 (a) — 2, 
Regulations 180. ) 

T. D. 6006 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND 
PART 40 

Regulations 111 amended to conform to section 806 of the Excess 
Profits Tax Act of 1950; and Regulations 180 amended to conform 
to section 488(a) (1) (P) of the Internal Revenue Code, as added 
by section 101 of the Excess ProQts Tax Act of 1950, 

TREASURY DEPARTS'IENT) 
OrPICE or COSIMISSIONER OI' INTERNAL REVENUE, 

Washington 85) D. C. 
To Officers and Emp/oyees of the Interna/ Ret enue Service and Others 

Concerned: 
On November 15, 1952, a notice of proposed rulemaking, regarding 

amen&)ments to conform Regulations 111 [26 CFR, part 29] to section 
806 of the Excess Profits Tax Act of 1950, approved January 8, 1951, 
and to conform Regulations 180 [26 CFR, part 40] to section 488(a)- g 
1) (P) of the Internal Revenue Code, as added by section 101 of the 
xcess Profits Tax Act of 1950, was published in the Federal Register 

(17 F. R. 10465). After consideration of all such relevant matter 
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as vvas presented by interested persons regarding tire rules proposed, the amendments to Regulations 111 and 180 set forth below;rre hereby adopted. 

REGUI. ATIONS 111 [26 CZ'R, PART 29] 
P IRAGIIAPII 1. There is inserted imme(liatcly after section 90. 2''~(b)- (14) — 1, as added by Treasury Decision 5871 [C, B. 1N4, 80j 1 approved May 11, 1N41 the fo'llowing: 

[SEC. "". GROSS INCOME. ] 
[(b) Excrusrovs FrroM Caoss INroMR. — The following itenls shall not be included in gross income and shall be exempt from taxation under this chapter:] 

SEC. 306. PAY1(ENTS TO EX('OURAGE EXPLORATION, DEVELOP- I(IEVT, AND MIXING I OR DEl']6XSE PURPOSES [EX('. L'SS PROI"ITS TAX ACT OF 1950, APPROVED JANUARY 3, 1951]. 
Eifective with respect to taxable years be "inning after Decerrrber 31, 1950, section 22(b) of the Internal Revenue Code is amended by adding the following new para raph: 

' ( 15 ) PAYAI EST s To ExcoURAGE ExPLGRATIGN, DEVRI oPMKNT, AND hrINING FoR DEFRNsE PcirrosEs. — An amoullt pard to a taxpayel' 
bv the United States (or any a'"ency or instrumentality thereof), whether by grant or loan, and whether or not repayable, for the encouragement ot' exploration, development or mining of critical and strategic minerals or metals pursuant to or in connection 
with any undertal-ing approved by the United States (or any of its agencies or instrumentalities) and for which an accounting is made or required to be made to an appropriate governmental 
agency, and the forgiveness or discharge of any of such amount. 
Any expenditures (other than expenditures made after the repay- ment of such grant or loan) attributable to such grant or loan shall not be deductible by the taxpayer as an expense nor increase the basis of the taxpayer's property either for determining gain or loss on sale, exchange, or other disposition or for computing 
depletion or depreciation, but upon the repayment of any portion of any such grant or loan which has been expended in accordance 
with the terms thereof such deductions and such increase in basis shall to the extent of such repayment be allowed as if made at the 
time of such repayment. " 

Ssc. 29. 2(b) (15)-1. PAYhtl:Nrs To ENcoURAGE ExPLoRATIoN, DsvsroPhrENT, 
AND MINING Foz DEFENBE PURrosES. — (a) Applicability of section 2'(b) (15). — 
Section 22(b) (15) is applicable only to amounts (1) which are paid to a taxpayer (i) by the United States or by an agency or instrumentality of the United States; (ii) as a grant, gift, bounty, bonus, premium, incentive, sul&sidy, 
loan, or advance; (iii) for the encouragernent of exploration for, or develop- 
ment or mining of, a critical and strategic mineral or metal; and (iv) pursuant 
to or in connection with an undertaking by the taxpayer to explore for, or 
develop or produce, such mineral or metal and to expend or use any amounts 
so received for the purpose and in accordance with the terms and conrlitions 
upon which such amounts are paid, which undertaking has been approved 
by the United States or by an agency or instrumentality of the United States; 
and (2) for which the taxpayer has accounted, or is required to account, to 
an appropriate agency of the United States Government for the expenditure 
or use thereof for the purpose and in accordance with the terms and con- 
ditions upon which such amourrts are paid. Section 22(b) (15) is applicable 
only to an amount which meets each test or requirement set forth above. 
The section is applicable whether or not the payee is obligated to repay to 
the United States any portion or all of the amount so received. However, 
section 22(b) (15) is not applicable to any loan or advance for the repayment 
of which the borrower's liability is unconditional and legally enforceable. 
Nor is section 22(b) (15) applicable to any part of the purchase price of 
a critical and strategic mineral or metal received, wlrether before, on, or after 
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delivery, by the seller from the United States or any agencv or instrumentality 
thereof, irrespective of whether such purchase price is below, at, or above 
the established ceiling or currently prevailing market price. A payment of 
a separate and specific amount for the encouragement oi' exploration for, or 
development or mining of, a critical and strategic mineral or metal shall 
not be considered to be a part of the purchase price of such mineral or metal 
merely because such payment is added to, or included with, the payment of 
such purchase price. As used in section 22(b) (15) and this section, the 
term "critical and strategic minerals or metals" means those minerals and 
metals listed in section 450(b), as well as such other minerals and metals 
as are certified pursuant to such section as being essential to the defense 
effort of tlie Uiiited States and as not having been normally produced in 
appreciable quantities within the United States, and such other minerals and 
metals as are considered by those departments, agencies, and instrumentalities 
of the United States charged with the encouragement of exploration for, and 
development and mining of, critical and strategic minerals and metals to 
constitute critical and strategic minerals and metals for that purpose. See, 
for example, section 7 of Order — 1 of the Defense Minerals Exploration Ad- 
ministration, March 7, 1952, 17 F. R. 2090. 

(b) Exclusion, from gross income. — For any taxable year beginning after 
December 31, 1950, any amount to which section 22(b) (15) is applicable is, by 
the terms of such section, excluded from gross income. Section 22(b) (15) also 
excludes from gross income for such taxable year any income attributable to the 
forgiveness or discharge of any indebtedness to which such section is applicable. 

(c) Expense deduction; basis for gain, or loss, depletion, or depreciation. — 
Except as hereinafter provided, any expenditure attributable to an amount re- 
ceived by a taxpayer to which section 22(b) (15) is applicable shall not be 
deductible by the taxpayer as an expense under section 23, nor shall any such 
expenditure increase the basis under section 113 of the taxpayer's property either 
for determining gain or loss on sale, exchange, or other disposition or for com- 
puting depletion or depreciation (including amortization under section 124A). 
Upon the repayment of any portion of any amount to which section 22(b) (15) 
is applicable and which has been expended for the purpose and in accordance 
with the terms and conditions upon which it was paid to the taxpayer, any 
expenditures attributable to such amount made by the taxpayer shall, as pro- 
vided in section 23, be allowed to the taxpayer as a deduction, and any such 
expenditures shall, as provided in section 113, increase the basis of the taxpayer's 
property, to the extent of such repayment as if such expenditures had been made 
at the time of such repayment. Such expenditures shall to the extent of the 
repayment be expensed or capitalized, as the case may be, in the order in which 
they were actually made, or in such other manner as may be adopted by the 
taxpayer with the approval of the Commissioner. This paragraph shall be 
applicable onlv with respect to taxable years beginning after December 31, 1950. 

PAa. 2. Section 29. 22(a) — 18(a) is amended by adding at the end 
thereof the following: 
For exclusion from gross income of income attributable to the forgiveness or 
discharge of a grant or loan made to a taxpayer by the United States for the en- 
couragement of exploration for, or development or mining of, critical and stra- 
tegic minerals or metals, see section 29. 22 (b) (15)-1. 

PAR. 8. Section 29. 28 (a) -1 is amended by adding at the end thereof 
the following: 
As to the deductibility of expenditures attributable to a grant or loan made to a 
taxpayer by the United States for the encouragement of exploration for, or 
development or minin of, critical and strategic minerals or metals, see section 
22(b) (15) and section 29. 22(b) (15) — 1. 

PAlt. 4. Section 29. 118 (a) — 1, as amended by Treasury Decision 5911 
[C. B. 1952 — 1, 76], approved tune 5, 1952, is further amended by 
adding at the end thereof the following: 
For special rules for determining the basis, both unadjusted and adjusted, of 
property acquired or improved with the proceeds of a grant or loan made to a 
taxpayer by the United States for the encouragement of exploration for, or 
development or mining of, critical and strategic minerals or metals, see section 
22(b) (15) and sectioii 29. 22(b) (15)-1. 
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Section 29. 113(b) (1) — 1, as amended by Treasury Decision 
5991 [page 146, this Bulletin], approved February 17, 1953, is further 
amended by adding at the end thereof the following: 

For adjustment to basis on account of expenditures attributable to a grant or 
loan made to a taxpayer by the United States for the encouragement of explora- 
tion for, or developnient or mining of, critical and strategic minerals or metals, 
see section 22(b) (15) and section 29. 22(b) (15) — 1. 

REGULATIONS ISO [26 CFR, PART 40] 

PAR. 6. Section 40. 4N(a)-2(p) is amended to read as follows: 
(p) (1) Section 433(a) (1) (P) is applicable only to amounts (i) which are 

paid to a taxpayer (0) by the United States or by an agency or instrumentality 
of the United States; (b) as a grant, gift, bounty, bonus, premium, incentive, 
subsidy, loan, or advance; (c) for the encouragement of exploration for, or 
development or minin ~ of, a critical and strategic mineral or metal; aud (d) 
pursuant to or in connection with an undertaking by the taxpayer to explore 
for, or develop or produce, such mineral or metal and to expand or use any 
amounts so received for the purpose and in accordance with the terms and 
conditions upon which such amounts are paid, which undertakin has been 
approved by the United States or by an agency or instrumentality of the United 
States; and (ii) for which the taxpayer has accounted, or is required to account, 
to an appropriate agency of the United States Government for the expenditure 
or use thereof for the purpose and in accordance with the terms and conditions 
upon which such amounts are paid. Section 438(a) (1) (P) is applicable only 
to an amount which meets each test or requirement set forth above. The section 
is applicable whether or not the payee is obligated to repay to the United States 
any portion or all of the amount so received. However, section 488(a) (1) (P) 
is not applicable to any loan or advance for the repayment of which the bor- 
rower's liability is unconditional and legally enforceable. Nor is section 
483(a) (1) (P) applicable to any part of the purchase price of a critical and 
strategic mineral or metal received, whether before, on, or after delivery, by the 
seller from the United States or any agency or instrumentality thereof, irrespec- 
tive of whether such purchase price is below, at, or above the established ceiling 
or currently prevailing market price. A payment of a separate and specific 
amount for the encouragement of exploration for, or development or mining of, 
a critical and strategic mineral or metal shall not be considered to be a part 
of the purchase price of such mineral or metal merely because such payment is 
added to, or included with, the payment of such purchase price. As used in 
section 488(a) (1) (P) and (p) of this section, the term "critical and strategic 
minerals or metals" means those minerals and metals listed in section 450(b), 
as well as such other minerals and metals as are certified pursuant to such sec- 
tion as being essential to the defense effort of the United States and as not 
having been normally produced in appreciable quantities within the United 
States, and such other minerals and metals as are considered by those depart- 
ments, agencies, and instrumentalities of the United States charged with the 
encouragement of exploration for, and development and minin of, critical and 
strategic minerals and metals to constitute critical and strategic minerals and 
metals for that purpose. See, for example, section 7 of Order — 1 of the Defense 
Minerals Exploration Administration, March 7, 1952, 17 F. R. 2090. 

(2) For any taxable year beginning before January I, 1951, and ending after 
June 80, 1950, any amount to which section 483(a) (1) (P) is applicable is, by 
the terms of such section, excluded in determining excess profits net income. 
Section 488(a) (1) (P) also excludes in determining excess profits net income 
for such taxable year any income attributable te the for "iveness or discharge of 
anp indebtedness to which such section is applicable. For similar provisions 
with respect to exclusions from gross income for taxable years beginning after 
December 81, 1950, see section 22(b) (15) and the regulations thereunder. 

(8) Except as hereinafter provided, any expenditure attributable to an amount 
received by a taxpaper to which section 488(a) (1) (P) is applicable shall not be 
deductible by the taxpayer as an expense under section 28 in determining normal- 
tax net income for the purpose of computing excess profits net income, nor shall 
anp sllch expenditure increase the basis under section 118 of the taxpayer's 
property for sucli purpose either in determining gain or loss on sale, exchange, 
or other disposition or in computing depletion or depreciation (including amorti- 
sation under section 124A). Upon the repayment of any portion of any ainount 
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to which section 488(a) (1) (P) is applicable and which has been expended for 
the purpose and in accordance with the terms and conditions upon which it was 

paid to the taxpayer, any expenditures attributable to such amount made by the 
taxpayer shall, as provided in section 28, be allowed to the taxpayer as a de- 

duction in determining normal-tax net income for the purpose of computing 
excess profits net income, and any such expenditures shall, as provided in section 
118, increase the basis of the taxpayer's property for such purpose, to the extent 
of such repayment as if such expenditures had been made at the time of such 
repayment. Such expenditures shall to the extent of the repayment be ex- 

pensed or capitalized, as the ease may be, in the order in which they were ac- 

tually made, or in such other manner as may be adopted by the taxpayer with the 
approval of the Commissioner. This subparagraph shall be applicable only with 

respect to taxable years beginning before January 1, 1951, and ending after 
June 80, 19o0. For similar provisions with respect to deductions and basis in 
determining net income for taxable years beginning after December 81, 1050, 
see section 22(b) (15) and the regulations thereunder, 

(This Treasury Decision is issued under the authority contained in 

sections 62 and 6791 of the Internal Revenue Code (53 Stat. 32, 467; 
26 U. S. C. 62) 3791). ) 

T. COLEMAN ANDREWS~ 
Cornnn'ssioner of Internal Revenue. 

Approved April 10, 19o8. 
M. B. FDLsobl, 

Acting 8ecretary of the Treasury. 

(Filed with the Division of the Federal Re~ster April 15, 1958, 8:58 a. m. ) 

SECTION 22(d). — GROSS INCOME: [INVENTORIES— 
ELECTIVE METHOI)] 

SEc TIoN 29. 22 (d) -1: Inventories under elective 
method. 

INTERNAL REVENDE CODE 

Rev. Rul. 28 

A retail establishment known in the trade as a "specialty store" 
may, without further proof, qualify as a "department store" for 
use of the department store inventory price indexes published by 
the Bureau of Labor Statistics, under the elective inventory method 
prescribed by section 22(d) of the Internal Revenue Code, if it 
employs the retail inventory method and carries a variety and a 
reasonably full line of merchandise covering a reasonable field of 
the groups included in such indexes. 

In Mimeograph 6244, C. B. 1948 — 1, 21, dated March 9, 1948, the 
Commissioner accepted as applicable for use, without supporting 
evidence, by department stores employing the retail inventory and 
elective inventory methods, under section 22(d) of the Internal Rev- 
enue Code. the department store inventory price indexes compiled and 
published semiannually by the United States Bureau of Labor Sta- 
tistics. Retail stores other than department stores that have decided 
to use these indexes as reAecting price changes for determining their 
inventories under the elective inventory method have been required 
to delnonstrate that such indexes are actually representative of the 
inventories carried by such stores. In connection with that require- 
ment, question has arisen as to the meaning of the term "department 
store" as used in the above-mentioned mimeograph. 

A. retail store may qualify as a "department store" for the purposes 
of such mimeograph if it has a reasonable number and variety of 
departments, though not necessarily all of the departments of the 
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most elnbol'nte department store, and if the goods carried in its various departments nl'e 1'ensonably silnilar to those carried in corresponf ling departments by a typical department store in its general locnliiv. It is not intended that an extremely specialized store cnrrying a single line of goods, such as a shoe store, n radio and television store, or nn electrical applinnce store, which v ould use only a single group index 
as compiled by the Bureau of Labor Statistics, could use such n single index without showing that such an index is adequately represeilta- 
tive of its whole inventory. But a retail establishment known in the 
trade ns a "specialty store, " carrying a variety of ladies' v e:ir nnd 
accessories, or men's clothing and furnishings, or a store carryingr a 
reasonlble full line of furfiiture and homefurnishings, coveiing a 
Iensonnble field of the groups included in the indexes published by the Bureau of Labor Statistics in its series of departlnent store inven- 
tory price indexes, may qualify, if it employs the retail inventory 
method, for the use of these indexes under the elective inventory 
nlethod of section 22(d) of the Code without further proof if its 
departmental inventories are reasonably similar to those carried by department stores. Facts of similarity will be considered by tlie 
examining agent upon audit of returns. 

SEcTiov 29. 22(d) — 1: Inventories under elective 
method. 

IXTERXAL REVE;VEE ConE 

Rev. Rul. 81 

price indexes for January 1953, published by the Bureau of Labor 
Statistics on Alarch 3, 1953, for use by department stores employinf; 
the retail inventory and elective inventory methods. 

'Ihe following price indexes for January 1953, published by the 
Bureau of Labor Statistics on March 3, 1953, for use by department 
stores employing the retail inventory and elective inventory methods, 
are accepted by the Bureau of Internal Revenue pursuant to Treasury 
Decision 5605, C. B. 1948 — 1, 16, approved March 4, 1948, and Minneo- 
graph 6244, C. B. 1948 — 1, 21, dated March 9, 1948, for appropriate 
application to inventories for taxable years of 12 Inonths ended on 
December 31, 1952, and January 31, 1953. 

Bureau of Labor Statistics, department store inpentorp price tnderes, by 
department groups 

[January 1941=100] 

Group January 
1952 

Percent change 
January from January 

1953 1852 to 
January 1953 

I, Piece goods, domestics, and draperies 
II. Shoes 

III. Ladies' underwear 
IV. Ladies' outerwear and girls' wear 
V. Men's and boys' wear 

VI. Furniture and bedding 
VII. Homefurnishings 

VIII. Major appliances and electrical goods 
IX. Notions and toilet articles 
X. Ladies' accessories. 

Total, G oups I, II, III, IV, V, IX, and X 
Total, Groups VI, VII, and VI 
Store total 

211. 7 
21:l. 7 
177. 3 
180. 2 
207. 5 
208. 4 
192 2 
162. 8 
159. 0 
170. 5 

192. 0 
189, 5 
191. 1 

202. 8 
211. 2 
173. 9 
179. 2 
200. 9 
20ii. 1 
192 7 
15a 4 
161. 7 
168, 9 

— 4, 2 — 1. 2 — 1. 9 
-0. 6 -3. 2 -1. 1 
+0. 8 -27 
+1. 7 — 0. 9 

-1. 7 
0, 6 
1. 3 
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SECTION 28(a). — DEDUCTIONS FROM GROSS 
INCOME: EXPENSES 

Rev. Rul. 1 SEUTIoN 29. 28 (a)-1: Business expenses. 

INTERNAL IIKVENUZ CODE 

Legal expenses incurred by a taxpayer, both before and after being 

sworn in as a public ofhcer, to establish that he was fairly elected 
and entitled to hold such once are not deductible under either section 
23(a) (I) (A) or section 23(a) (2) of the Internal Revenue Code. 

Advice is requested whether legal expenses incurred by the taxpayer, 
both before and after he was installed. as a public ofhcer, in a success- 
ful defense of a contested election are deductible, for Federal income 

tax purposes, under either section 28(a) (1) (A) or section 28(a) (2) 
of the Internal Revenue Code. 

Section 28(a) of' tire Code provides in part that in computing net 
income there shall be allowed as deductions: 

(I) TRADE OR RUSINEss EEPENsEs. — 
(A) IN GENERAL. — All the ordinary and necessary expenses paid or 

incurred during the taxable year in carrying on any trade or busi- 

(2) Noz-TRADE ou NGN-RvsINESS zxrzNszs. — In the case of an individual, 
all the ordinary and necessary expenses paid or incurred during the taxable 
vear for the production or collection of income, or for the management, 
conservation, or maintenance of property held for the production of income. 

Both the courts and the Bureau have consistently held that atnounts 
expended by taxpayers in seeking public oflice are not deductible for 
Iredera1 income tax purposes. 

In 3lichae/ F. 3f cDonald v. Commissioner (828 U. S. 57, Ct. D. 1617, 
C. B. 1944, 94), the Supreme Court of the United States held that ex- 
penditures made by a judge appointed to an interim judgeship in 
seeking election for a, full term were not deductible under section 
23(a) (1) (A) of the Code since such expenditures were not incurred 
in cartyino on the taxpayer's business of judging. The Court held 
furiher that such expenditures were not deductible under section 
28(a) (2) of the Code. In reviewing the legislative history of section 
23(a) (2), the Court, said that this section merely enlarged the cate- 
gory of incomes with reference to which expenses are deductible, and 
did not enlarge the range of allowable deductions of "business" ex- 
penses; and that such provision in no wise affected the disallowance 
of campaign expenses as consistently reflected by legislative history, 
court decision, Treasury practice, and Treasury regulations. 

In O. D. 864 (C. B. 4, 211 (1921) ) it is held that campaign expenses 
defrayed by a Congressman are not ordinary and necessary expenses 
incurred in carrying on a trade or business and. are therefore not 
deductible. Although section 48(d) of the Internal Revenue Code 
provides that the term "trade or business", for Federal income tax 
purposes, includes the performance of the functions of a public once, 
expenditures made to obtain such oflice are not to be considered as 
incurred in the conduct of a trade or business. 

Section 29. 28(a) — 15 of Regulations 111, expressly provides that 
campaign expenses of a candIdate for public oflice do not constitute 
an allowable deduction under section 28(a) (2) of the Code. 
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The le gal expenses herein were incurred by the taxpayer in a successful defense of a contested election, which was litigated in a county court before he tool- ofhce and appealed to a higher court after 
he took ofhce. Such expenses relate to the ori~in;il contest in which 
he sought public ofhce and to his efForts to establish his right to that 
ofhce. 'I'hey are not expenses relating to the discharge ot the duties 
of such ofhce. 

In view of the foregoino', it is held that the legal expenses incurred 
by the taxpayer, botli be7ore and after being sworn in as a public 
ofhcer, to establish that he was fairly elected and entitled to liold 
such ofhce, are not deductible in computing net income under either 
section 23(a) (1) (A) or section 23(a) (2) of the Internal Revenue 
Code. 

SEOTION 29. 23 (a) -1: Business expenses. 

INTERNAL REVENUE CODE 

Premiums paid by a member of a partnership on life insurance 
policies naniing his copartners as beneficiaries. (See Rev. Rul. 73, 
pa e 63. ) 

SEUTIUN 20. 23(a)-15: Nontrade or nonbusiness 
expenses. 

(Also Section 2t, Section 29. 24 — 2. ) 
INTERNAL REVENUE CODE 

Rev. Rul. 3 

Treatm. . nt for Federal income tax purposes of custody and crea- 
tion fees paid by subscribers in a sponsored investment plan to the 
custodian ard sponsor of the plan for services rendered in develop- 
ing the plan, making investments, and 1-ecpiug necessary records. 

Advice is requested as to the deductibility, for Federal income tax 
purposes, of custody and creation fees paid by subscribers in a spon- 
sored investment plan to the custodian and sponsor of the plan for 
services rendered in developing the plan, making investments, and 
keeping necessary records. 

The M Companv is the custodian, and the N Company is the sponsor, 
of an investment plan established for the purpose of enabling investors 
to acquire and accumulate common stock of. the X Corporation. The 
unit of investment is termed a "deposits and the plan contemplates 
that a participant will make 120 monthly deposits over a period of 
10 years. Deposits are paid directly to the custodian which. after 
deducting both the "creation" and "custody" fees, invests the balance 
in common stock of the X Corporation. The ~shares and decimal 
shares so acquired for each depositor's account are held by the cus- 
todian, which collects all c. sh dividends and reinves(s the same in 
additional stock. The custodian maintains individual records and 
mails each depositor detailed statements of his account. Iior its 
services the custodian retains the "custody" fee, consisting of a fiixed 

percentage of each deposit. The "creation" fee, also deducted by 
the custodian, is paid to the sponsor& N Company, for its services 
in connection with the development, sale, and adininistration of tlie 



plan. The sponsor, in turn, pays certain percentages of the creation 
fees as commissions to its distributors and other salesmen. 

Section 28(a) (2) of the Internal Revenue Code provides that in 
computing net income there shall be allowed as deductions: 

(a) ExPENszs. — 
(2) NON-TRADE OR lvoN-Bus11vEss EZPENsEs. — In the case of an individual, 

all the orrlinary and necessary expenses paid or incurred during the taxable 
vear for the production or collection ot' income, or for the management, 
conservation, or maintenance of propertv held for the production of income. 

An analysis of the investment plan from a subscriber's point of view 
indicates that its purpose is twofold: (1) the acquisition of common 
stock in a particular corporation; and (2) the management of such 
stock for the purpose of accumulating the maximum number of addi- 
tional shares over the life of the plan. 

The services performed by the custodian in holding the shares 
acquired through the plan, collecting and reinvesting cash dividends, 
etc. , relate to the second purpose of the plan. Accordingly, it is 
held that the subscriber may deduct the "custody" fee as a nonbusiness 
expense under section 28(a) (2) of the Internal Revenue Code. (See 
section 29. 28 (a) — 15 of Regulations 111. ) 

On. the other hand, the dominant service perfornled by the sponsor 
in developing, selling, and administering the investment plan is to 
make possible the acquisition of shares of stock in the X Corporation 
under the favorable terms of the plan. In etTect, a subscriber pays 
the "creation" fee for the privilege of acquiring stock through the 
plan. Therefore, it is helcl that the "creation" fee does not constitute 
a deductible expense under section 28(a) (2) of the Code, but is a 
capital expenditure which must be added to the cost of the shares 
acquired through the investment plan. 

SzcTIUN 29. 28(a)-15: Nontrade or nonbusiness 
expenses. 

INTERNAL REVENUE CODE 

Legal expenses incurred in obtaining a public olBce. (See Rev. 
Rul. 1, page 86. ) 

SECTION 28 (c) . — DEDUCTIONS FROM GROSS 
INCOME: TA. XES GENERALLY 

SEOTIoN 29. 28 (c) -1: Taxes. 
INTERNAL REVENUE CODE 

Accrual date of Michigan property taxes, I. T. 2905, C. B. XV-2, 187 
(1086), inapplicable after December 81, 1940. (See Rev. Rul. 89, 
page 70. ) 

SECTIoN 20. 28(c) — 1: Taxes. 
LNTERNAL REVENUE CODE 

Accrual date of Massachusetts corporate franchise tax. (See Rev. 
Rul. 74, page 81. ) 
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SE&CTIOX 28(d). — DEDUCTIONS FROM GROSS INCOMF: 
TA~E&'S OF SFIAREFIOLDER PAID BY CORI'ORATION 

SEOTION 29. 28(d)-1: Tax on bank or other stock. Rev. Rul. 92 
(Also Section 48, Section 29. 48-2. ) 

INTERNAL REVENUE CODE 

With respect to corporations on the accrual basis of accounting, 
the tax on the shares of banks and certain other corporations im- 
posed by the Commonwealth of Pennsylvania is sn allowable deduc- 
tion under section 23(d) of the Internal Revenue Code in the year 
for which imposed even though paid in a later year. 

G. C. M. 21829, C. B. 1989-2, 179, revol-ed. 

Reconsideration has been given to G. C. M. 21829, C. B. 1939-2, 179, 
in the light of the decision in Phi7adelphia TitLe Insurance Co. v. Com- 
missioner, 17 T. C. 1068, acquiescence, page 5, this Bulletin. 

In G. C. M. 21329, supra, it was held that the tax on bank shares in 
Pennsylvania under the State statute then applicable was an allow- 
able deduction in the year in which paid regardless of the bank's 
method of accounting. 

The Pennsylvania law imposing the shares tax was amended on 
May 22, 1945. The pertinent provisions of law, as amended (section 
2002 of title 72, Purdon's Pennsylvania Statutes Annotated), read 
as follows: 

It shall be the duty of every such company * ~ * at its option to pay the 
aInount of said tax to the State Treasurer, through the Department of Revenue 
from its general fund, or, to collect the amount of said tax from its share- 
holders and pay the same to the State Treasurer, through the Department of 
Revenue. * * * 

Under the present law, it seems clear that the shares tax is a fixed lia- 
bility of the corporations. 

In the Philadelphia Title Insurance Co. case, the court held that 
the shares tax was accruable as of the year for which imposed. This 
decision appears to be in line with general principles of accrual and 
the principles enunciated by the Supreme Court of the United States 
in United 8tates v. P. Chauncey Anderson et al. , 269 U, S. 422, T. D. 
8889, C. B. V-l, 179, and Dixie Pine Products Co. v. Commissioner, 
820 U. S. 516& Ct. D. 1598, C. B. 1944, 509. 

In view of~ the foregoin&~, it is held that with respect to corpora- 
tions on the accrual basis of accounting, the tax on the shares of banks 
and certain other corporations imposed by the Commonwealth of 
Pennsylvania is an allowable deduction under section 28(d) of the 
Internal Revenue Code in the year for which imposed even though 
paid in a later year. 

Ct. D. 1754 SEOTION 29. 28 (e) — 1: Losses by individuals. 
(Also Section 28 ( f), Section 29. 28 ( f ) — 1; 

Section 43, Section 29. 48 — 2. ) 
ZNCO&IIE TAX — INTERNAL REVENUE CODE — DECISION OF SUPREME COURT 

INcoIIE — DEDUcTIoNB — Lossxs FECII E~IsrzzLEMENT. Ososs 
T xpsyers had money embezzled by trusted a "ents and employees. 

Tl defalcations had been going on for many years before they were 
Taxpayer . 

The en 

SECTION 28 (e) . — DEDUCTIONS FROM GROSS INCOML&': 
LOSSES BY INDIVIDUALS 



Il 29. 23 (e) — 1. ] 40 

discovered. In the Alison case, the books revealed the thief and the 
precise amounts taken each year from 1981 to 1940. In the Steven- 
son-Chislett, Inc. , case, investigation failed to reveal who took the 
funds or the time when the funds were taken. Each taxpayer 
claimed a tax reduction for the vear the losses were discover d and 
their amounts ascertained. IIetdt Whether and when a deductible 
loss results from an embezzlement is a factual question, a practical 
one to be decided according to surrounding circumstances. The 
special factual circumstances found by the district courts in both 
these cases justify the allowance of deductions under section 28 (e) 
and (f) of the Internal Revenue Cocle and the long-standing Treas- 
ury regulations applicable to embezzlement losses. 

SUPIIENE CDUET ox THE UNITED STATES 

3lartha I. Ptisan v. The United States of America 
and 

The United States of AmerIca v. Stevenson-Chislett, Inc. 

On certidcate from the United States Court of Appeals for the Third Circuit 

[December 8, 1952] 

OPINION 

Mr. Justice Br. Acx delivered the opinion of the Court. 
The questions in these two income tax eases are so much alike that they can be 

treated in one opinion. Both taxpayers had moneys embezzled by trusted agents 
and employees. As usual, the defslcations bad been going on for many years 
before they were discovered. On discovery, efforts were made immediately to 
identify the takers and fix the dates and amounts of the thefts. In the Alison 
case, No. 79, the books revealed the thief and the precise amounts taken each 
year from 1981 to 1940. In No. 80, Stevenson-Chislett, Inc. , the cover-up had 
been so successful that painstaking investigation failed to reveal who took the 
funds or the time when the unascertained person or persons took them. Each 
taxpayer claimed a tax deduction for the year the losses were discovered aud 
their amounts ascertained. The Government objected, claiming that the deduc- 
tion should have been taken in each of the prior years during which tbe moneys 
were being surreptitiously taken. In the Stevenson-Chislett case, the district 
court held that the uncertain circumstances of the embezzlement entitled the 
taxpayer to take its losses the year the loss was discovered and the aInount 
ascertained. 98 Fed. Supp. 252. The district judge decided the other way in the 
Alison ease and denied her declarations. 97 Fed. Supp. 959. IIis holding, how- 
ever, was not in accord with his own views, but was compelled, he thought, by 
the Third Circuit's decision in First Itlationat Bank of Sharon, Pa. v. Heiner, 
66 Fed. (2d) 925. The Court of Appeals for the Third Circuit certified to us the 
question of deductibility in both cases. Pursuant to 28 U. S. C. section 1254(8), 
we ordered the complete records sent up so that we might decide the entire 
matters in controversy. 

Internal Revenue Code section 28 (e) and (f) authorize deductions for 
losses sustained during the taxable year * e e. " The Government 

reads this section as requiring a taxpayer to take a deduction for loss from 
embezzlement in the year in which the theft occurs, even though inability to 
discover in time might corupletely deprive the taxpayer of the benefit of this 
statutory deduction. Only at tbe time the money is stolen, so it is argued, is a 
loss "sustained. " But Treasury practice itself belies this rigid construction. 
For more than 80 years the regulations have. provided that "A loss from theft 
or embezzlement occurring in one year and discovered in another is ordinarily 
deductible for the year in which sustained. " 26 CFR section 29. 48 — 2. (Emphasis 
supplied. ) Information cortained in a letter from the Commissioner attached 
as an appendix to the Governlnent's brief cites many instances in which the 
Treasury has allowed deductious for embezzlement losses in years subsequent to 
those in which the thefts occurred. Apparently the Department has felt con- 
strained to do this in order to prevent hardships and injustice. These have been 
departures from the "ordinary" rule of attributing embezzlement losses to tbe 
year of theft. 
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This Treasury practice evidentlv sten&s at least in part from the spc& ial nature of t &e cri&ne of en&bczzlen&ent. Its essence is seer&'cy. 'I'axp:&yers are us» &lly 
well aware of all the circumstances of finaucial loss& s for xvhich tax deductions 
are allowed. loot so when a trusted adviser or e&»ploVee steals. I&'or years his 
crime n&ay be 1&no&vn only to bi»&self. He may take n&oney planning to return 
it and he n&ay retnrn it before there is discovery. 1&uriheru&ore, the terms 
embezzlement and loss are not syno»y&»ous. The theft occurs, but whether 
there is a loss &uay remain uncertain. One whose funds have been embezzled may 
pursue the wrongdoer and recover his property wholly or in part. See Co&n»&is- 
8(o&&cr v. IVilcoz& 827 U. S. 404 [i&t. D. 1068, O. B. 1040-1, 0]. I&:vents in the 
Alison case sho&v the practi&al v &lue of this right of recovery. . A substa»tial 
proportior of the embezzled fun&is &v«s recovered in 1041, 10 years after the first 
emblezziement occurred. This recovery alone is a»&pie refutation of the vie&v 
that a 1&&ss is inevit &bly "sustained" at the very ti&ue an embezzlement is 
committed. 

lvhether and when a de&luctible loss results from an emb& zzlement is a factual 
question, a practical one to be deci&lcd according to surroundin«circun&stances. 
See Boci»» v. Commissioner, 8'&il L&. S. 287 [Gt. D. 160&2, C. Ih 1040, Sfis]. An 
iniiexible rule is not needed; the statute does not compel it. For years the 
Treasury hns administered the tax law under regulations saying that deducti»ns 
shall "or&linarily" be taken in the year of embezzlement. Ordinarily does not 
&»ean always. 

1ve hold that the special factual circumstances found by the district courts . 'n 
both these cases justify deductions umler I. n. C. section 28 (e) and (f) aud the 
long-standing Treasury reguh&tions applical&le to eml&ezzlemc»t losses. See 
I)aston Consol(&fated Gas Co. v. Con»nission&r, 128 Fed. (2&1) 478; Gu;ian Ii&os. 
6 Co. v. Co&»&nissio»cr, 7 T. C. 820. Accordiugly, the judgment in No. 70 's 
reversed and the judgment in Xo. 80 is afiirmed. 

It is so ordered. 
Air. Justice Donors and illr. Justice DvBYor& dissent. 

SFcTzov 29. 23(e) — 1: Losses by individuals. 
(Also Section 24, Section 29. 24 — 2. ) 

INTERNAL REvK. '&CL' CODE 

Rev. Rul. 79 

Losses sustained because of high w&&ter or flood damage to prop- 
erty on the Great I. akes are deductible for I&'ederal income tax 
purposes only where such losses are dire&'tly «tiributable to damage 
from storm or other casualty. Dam;&ge or loss ot' value d»e to 
gradual erosiou or inundation occurring at still water levels is not 
deductible as a casualty loss within the n&e;&»i»g of section 28(e) (8) 
of the Internal Itevenue Code. Amounts expended for the co»- 
struction of protective works or for movin" ho&»es to prevent prob- 

able losses fro&n future storms are not allow&&b!e deductions under 
section 21 ( a ) (2) of the Code. 

Advice is requested v& hether losses from damage to property caused 

by abnornaally high ~ater levels on the (&&reat I ~akes and amounts ex- 

pended for the construction of protective works or for moving homes 

back from their original locations to prev&. nt probable losses f tom 

future storms are allo~able deductions for I& ederal income tax 

purposes. 
Section 23(e) of the Internal Revenue Code provides that in com- 

puting net income there shall be allowed as deductions: 

( ) L Ixo&v&oua&. s. — Iu the case of an individual, losses sustained dur- 
(e) LossEs BY SD 

ing the taxable year ble year and not compensated for by 

) o p o ' " vitb the t&. a&le or bu in 

storu&s shipwreck, or other casualty, or fro&n theft. 
from fires, s or 
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Sc. "ticn 21(a) of the Code provides that in computing net income 
no deduction shall in any case be allowed in respect of— 

(1) Personal, living, or family expenses except extraordinary medical 
expenses deductible under section 23(x); 

(2) Any amount paid out for new buildings or for permanent improve- 
ments or betterments made to increase the value of any property or estate 
except expenditures for the development of mines or deposits deductible 
under section 23(cc); 

(3) Any amount expended in restoring property or in making good the 
exhaustion thereof for which an allowance is or has been made. * * * 

The above and similar provisions have been in the Federal income 
tax laws for many years. Court decisions and Bureau rulings have 
established standards for their application and have developed the 
overall concept that the term "casualty" as used in such provisions 
refers to an identifiable event of a sudden, unexpected. , or unusual 
nature and that damage or loss resulting from progressive deteriora- 
tion of property through a steadily operating cause would not consti- 
tute a casualty loss. (See FI'noh iV. 3fatheson et al. v. Commu'ssioner, 
54 Fed. (2d) 587, Ct. D. 510, C. B. XI — 2, 892 (1982); Charles J. Fay v. 
Flelvering, 120 Fed. (2d) 258; and Bay Dunden v. Commussioner, 
8 T. C. 1. ) 

In O. D. 698, C. B. 8, 159 (1920), in a situation substantially simi- 
lar to that involved in the present inquiry, it is held that all damages 
directly attributable to a storm constitute a casualty loss and are de- 
ductible for Federal income tax purposes, and that the expense incurred 
in moving a structure, for the purpose of preventing probable losses 
from future storms, is to be regarded as a capital expenditure to be 
added to the cost of the building in computing profit or loss in the 
event of sale, since the removal to a safer locality presumably in- 
creased its value. 

Accordingly, losses due to physical damage to buildings, boathouses, 
docks, seawalls, etc. , on the Great Lakes as a result of their being 
batter~ed by wave action and wind during a storm are deductible as 
casualty losses under section 28(e) (8) of the Code, supra. Likewise, 
the flooding of buildings and basements as a result of storms and the 
complete destruction of buildings, occurring as a result of storm 
damage, will also constitute deductible casualty losses. 

However, there are areas in which some damage or expenditure may 
be incurred due to high water on the Great Lakes which may not be 
considered as casualty losses under the Internal Revenue Code. One 
situation is damage or loss of value due to gradual erosion or inunda- 
tion occurrino at still water levels. The rise and fall of water levels 
of the Great Lakes (and of other bodies of mater) is a normal process, 
and damage resulting from high water levels alone lacks the char- 
acteristics of a casualty loss under the Code. Thus, where the tax- 
payer's loss was due to progressive deterioration rather than some 
sudden, unexpected, or unusual cause, such loss does not constitute a 
deductible casualty loss for Federal income tax purposes. 

A. second situation involves expenditures by taxpayers for the con- 
struction of protective works or for moving their homes back from 
the original locations to prevent probable losses from future storms. 
In such cases the Bureau is governed by section 24(a) (2) of the Code, 
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Ivhlch piovides that no deduction shall In any case be a]lowed in Iesnect, of I p - any amount paid out for new buildinos or for pcriii;incnt 
improvements or betterments made to increase the v;ilue of any prop- erty or estate, 

Vr here a casualty loss is allowed for tlie loss of property, the amount of. loss to be deducted is measured by the value of tile p~roperty just before the casualty less its value innnediately after the casualty (but 
riot more than the cost or other adjusted basis of tile property) ie propel y, , reduced by any insurance or conipensation received. (See l. T. 4082, 
C. B. 1950 — 2) 21. ) 

SECTION 2 (f). — DEDUCTIONS I'ROM GROSS INCOME 
LOSSES BY CORPORATIONS 

SECTION 29. 28(f) — 1: Losses by corporations. 

IXTEREAL KLvEEUE CODE 

Loss of enIbezzled funds. (See Ct. D. 17M, page 89. ) 

SECTION 28(1). — DEDUCTIONS FROM GROSS 
INCOME: DEPRECIATION 

SEcTIoN 29. 28 (l) -1: Depreciation. Rev. Rul. 90* 

IXTL'KNAL RLeVEXLrE CODE 

Policy with respect to depreciation adjustments 

1. The internal revenue laws allow as a deduction in computing net 
income a reasonable allowance for depreciation of property used in 
trade or business or of property held for the production of inconie. 
The purpose of the deduction is to permit taxpayers to recover through 
annual deductions the cost (or other basis perinitted by law) of the 
property over the useful life of the property. The determination of 
the amount of the deduction is largely a matter about which there 
may be reasonable differences of infornIed judgment, but the inipact 
en the revenues resulting from these diA'erences may be negligible one 
way or the other over the years involved. 

2. A. ccordingly, effective May 12, 1958, and as respects all open years 
for which agreement as to the tax liability has not been reached at 
any level within the Internal Revenue Service as of that date, it 
shall be the policy of the Service generally not to disturb depreciation 
deductions, and revenue employees shall propose adjustments in the 
depreciation deduction only where there is a clear and convincing 
basis for a change. This policy shall be applied to give eNect to its 
principal purpose of reducing controversies with respect to depreci- 
ation. 

«Originally issued as Ik-mimeograph 133, dated iuar 11, 1033, 



SEOTION 29. 98 (l) — 1: Depreciation. 

INTERNAL REVEVULr CODE 

Rev. Rul. 91* 

Instructions relating to policy with respect to depreciation 
adjustments. 

1. The purpose of this Revenue Ruling is to furnish guidance with 

respect to the application of Revenue Ruling 90, page 48, which sets 
forth the policy with respect to depreciation adjustments. 

o. Among the factors which should be given careful consideration 
in order to give full force and effect to the announced policy are the 
f ollowing: 

(a) Whether depreciation rates used by the taxpayer are fair 
and reasonable under the circumstances; 

(b) Whether the taxpayer has followed a consistent practice 
in arriving at the amount of depreciation deductions; 

(c) Whether in considering all factors, including reasonable 
tolerances, any adjustments proposed are substantial. 

8. In the establishment of the depreciation rates for a taxpayer, 
careful consideration shall be given to facts and arguments presented 
by the taxpayer with respect to obsolescence, as well as to the repair 
and maintenance policy of the taxpayer. 

4. If the proposed depreciation changes are material and the revenue 
employee and the taxpayer cannot reach an agreement the issue may 
be referred, prior to the issuance of a 80-day letter, to a valuation 
engineer, if available, for consideration; otherwise the Engineering 
and Valuation Branch, Washington, D. C. , A. ttention: T:S:E:, 
should be requested to furnish the required engineering service. 

5. Responsibility for e6'ectuating the policy announced in Revenue 
Ruling 90 will rest upon each district commissioner, who shall take 
all appropriate steps necessary to insure that there is a clear under- 
standing of the policy and the importance which is attached to its 
prompt eNectuation on the part of the assistant district commissioners, 
audit and appellate, and the directors. In turn, each director shall 
communicate the policy immediately to the heads of all audit divi- 
sions, reviewers, group chiefs, and examining ORicers, to the end that 
application of the policy will be reflected promptly in the examination 
and disposition of cases. To the greatest extent practicable, this 
shall be accomplished by the heads of audit divisions personally meet- 
ing with the reviewers and group chiefs for a discussion of the policy. 
group chiefs, in turn, should arrange to conduct personal meetings 
with their examining oHicers for such discussions. 

6. District commissioners are requested to advise this of5ce (atten- 
tion: 0: A) at the earliest practicable date as to the steps that they 
have taken to insure that the policy will be promptly ad'opted at all 
levels of case examination and settlement in their districts. 

soriginally issued as IR-Circular 144, dated May 11, 1955. 
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SECTION 28(m). — DEDUCTIONS Ii'ROjg gROSS 

INCOME: DEPLL'TION 

SEUTIoN 20. 28 (m) — 1: Depletion of mines, oil ancl 
gas wells, other natural deposits, ancl tinlber; 
depreciation of improvements. 

(Also Section 114, Section 29. 114 — 1; Section 458, 
Section 40. 458 — 2, Regulations 180. ) 

T, D. 6001 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PAItT 29 AND 
PART 4P 

Regulations 111 and Regulations 130 amended to conform to section 201 of the Revenue Act of 1950 and to section 304(d) of the Excess Profits Tax Act of 1950 which sections relate to the definition of the term 'minin '" and to the computation of gross income from minIng. 

TREASURT DEPART&fZNT, 
OFFICE OF Co&ISIISSIONER Ol' INTERNAL REVENUE) 

Washington 85, D. C". 
To Officers and Em pioyees o j the lnterna/ Revenue Service and Others 

Concerned: 
On November 15, 1952, notice of proposed rulemaking with respect 

to amenchnents conforming the income tax and excess profits tax 
regulations to section 207 of the Revenue Act of 1050, approved Sep- 
tember 28, 1950, and to section 804(d) of the Excess Profits Tax Act 
of 1050, approvecl January 8, 1951, was published in the Federal Reg- 
ister (17 F. R. 10467). After consideration of such relevant sugges- 
tions as were presented by interested persons regarding the proposals, 
the following amendments to Regulations 111 |26 CFR, part 20] and 
Regulations 180 [26 CI'R, part 40] are hereby adopted: 

REGULATIONS 111 

PARAURAPII 1. Section 29. 28(m) — 1 (f) of Regulations 111) as 
amended by Treasury Decision 5461 t C. B. 1045, 284], approved 
July 9, 1945, is further amended as follows: 

(A) By inserting at the end of the third paragraph thereof (which 
paragraph begins with the vords "In the case of a crude mineral 
product") the follov-ing: 
For taxable years beginning after December 31, 1949, the term "mining" as used 
herein also includes so much of the transportation of ores or minerals (whether 
or not by common carrier) from the point of extraction from the ground to the 
plants or mills in which the ordinary treatment processes are applied thereto as 
is not in excess of 50 miles, and, if the Commissioner finds that both the physical 
and other requirements are such that the ore or mineral must be transported a 
greater distance to such plants or mills, the transportation over such greater 
distance. The taxpayer shall file an original and one copy of an application for 
the inclusion of such greate~ distance in the computation of his gross income from 
mining with the Commissioner of Internal Revenue, Washington 2, &, D. C. , 
attention of the Special Technical Services Division, Engineering and Valuation 
Branch. The application must include a statement setting forth in detail such 
facts concerning the physical and other requirements for the construction and 
operation pf a treatment plant at a place nearer to the point of extraction from 
the grpund as are sutficient to apprise the Commissioner of the exact basis of 

20SSS4O 
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the application. If the taxpayer's return is filed prior to receipt of notice of 
tbe Commissioner's action upou the application, a copy of such application shall 
be attached to the reiurn. If, after an application is approved by the Com- 
»&issioner, there is a material change in any of the facts relied upon in such ap- 
plication, a new application must be submitted by the taxpayer. 

(B) By inserting in the fourth paragraph thereof, after the words 
"transportation of such product" in the first sentence and after the 
xvord "transportation" in the second sentence, the following: "(other 
than transportation treated, for the taxable year, as mining)", and 
by inserting at the end of such paragraph the following new sentence: 
"Iror a description of transportation which is treated, for taxable 
years beginning after December 81, 1949, as mining, see the preceding 
paragraph and section 114(b) (4) (B), as amended. " 

(C) By striking the word "In" at the beginrring of the sixth para- 
graph, and by inserting in lieu thereof the following: "I'or taxable 
~years beginning before January 1, 1950, in". 

(D) By inserting immediately after the first sentence of the sixth 
paragraph the following: 
For taxable years beginning after December 81, 1949, in determining "gross 
income from the property", the sale price of the product shall not be reduced by 
tlie costs and proportionate profits attributable to the transportation which is 
treated for such taxable year as minin, that is, so much of the transportation 
of ores or minerals (whether or not by common currier) from the point of 
extraction from the ground to the plants or mills in which the ordinary treat- 
ment processes are applied thereto as is not in excess of 50 miles (or, if the 
Commissioner finds that both tlie physical and other requirements are such that 
the ore or mineral must be transported a greater distance to such plants or mills, 
such greater distance). Where such plants or mills are in excess of 50 mi)es 
(or of such greater distance) from the point of extraction from the ground, then 
costs incurred for transportation in excess of 50 &»iles (or of such greater 
distance) to the treatment plant and, if transported by the taxpayer, the pro- 
portionate profits attributable to such excess transportation should be sub- 
tracted from the sale price of the product to deter&nine "gross income from the 
property". In the absence of methods which will clearly reflect costs of the 
various phases of transportation, the costs attributable to such excess trans- 
portation shall be an amount which is in the same ratio to the costs incurred 
for the total transportation to the treatment plaut as the excess transpo& tation 
is to such total transportation. 

PArr. 2. There is inserted immediately before section 29. 114-1 of such 
regulations tire following: 

SEC. 207. PERCENTAGE DEPLETION [REVENUE ACT OF 1950, 
APPROVED SEPTEMBER 23, 1950]. 

(a) TRANsPQRTATIoN I'RoM MINK. — The second sentence of section 
114(b) (4) (8) (relating to the definition of gross income from property) 
is hereby amended to read as follows: "The term 'mining' as used herein 
shall be considered to include not merely tbe extraction of the ores or 
minerals from the ground but also the ordinary treatment processes 
normally applied by mine owners or operators in order to obtain the 
commercially marketable mineral product or products, and so much of 
the transportation of ores or minerals (ivhether or not by common car- 
rier) from the point of extraction from the ground to the plants or mills 
in which the ordinary treatment processes are applied thereto as is not 
in excess of 50 niiles unless the Secretary finds that the physical and 
other requirements are such that the ore or mineral must be transported 
a greater distance to such plants or mills. " 

(b) EFFKCTIvK DATE. — The amendment marie by subsection (a) shall 
be applicab&le with respect to taxable years beginniiig after D cember 81, 
1949. 
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SEC. 304. TECIIVICAZ, AIIZNDI&11:NTS [EXCI:SS I'ROI'ITS T~ ACT OI&' 1930, API&ROVED JANUARY 3, 1951]. 

lt 

(d) Section 114(b) (4) (B) of such Code [Internal Revenue Code] is hereby amended by striking out "731 and 735" and inserting in lieu thereof "460 and 493". 

(g) The amendments made by this section shall be applicable with 
respect to taxable years ending after June 30, 1950. 

RRGnLATIOXS 130 

PAR. 3. Section 40. 458 — P. (j) (3) of Regulations 180 is amended as f olio ws: 
(A) By striking the words "taxpayer establishes to the satisfaction 

of the Commissioner that" in the second sentence of subdivision (i) 
and in the first sentence of subdivision (iv) and substituting in lieu 
thereof the following: "Commissioner finds that both". 

(B) By striking the words "taxpayer fails to establish to the satis- 
faction of the Commissioner that" in the second sentence of subdi- 
vision (iv) and substituting in lieu thereof the following: "Commis- 
sioner does not find that both". 

(C) By inserting at the end of subdivision (i) of such section the 
f oil owing: 
See section 29. 23(m)-1(f) of Regulations 111 as to the application to be Gled 
with the Commissioner with respect to transportation in excess of 50 miles. 

(D) By inserting in subdivision (ii) thereof, after the words "trans- 
portation of such product" in the erst sentence and after the word 
"transportation" in the second sentence, the following: "(other than 
transportation treated, for the taxable y'ear& as mining) ", and by in- 
serting at the end of such subdivision the following new sentence: 
For a description of transportation which is treated as mining, see subdivisions 
(i), (iv), and (ix) and section 114(b) (4) (8), as amended. 

(E) By inserting immediately preceding the last sentence of sub- 
division (iv) of such section the follov ing: 
See section 29. 23(m)-1(f) of Regulations 111 as to thc application to be filed 
with the Commissioner with respect to transportation in excess of o0 miles. In 
the absence of methods which will clearly reQect costs of the various phases of 
transportation, the costs attributable to such excess transportation shall be 
an amount which is in the same ra. tio to the costs incurred for the total trans- 
portation to the treatment plant as the excess transportation is to such total 
transportation. 

(F) By inserting immediately after subdivision (viii) of said 
section the following: 

(ix) The provisions of subdivisions (i), (ii), and (iv), above, with respect 
to transportation of ores or minerals in determining "gross income from the 
property" shall not be applicable in computing the tax for a taxable year begin- 
ning prior to January 1, 1900, and ending after June 30, 19;&0. In the case of 
such a taxable year, the provisions applicable to transportation of the ores or 
minerals shall be those provicled in section 29. 23(m) — 1(f) of Regulations 111 
foi' taxable years beginning before January 1, 1900. 
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(This Treasury Decision is issued under the authority contained in 
sections 28(m) and 62 of the Internal Revenue Code (58 Stat. 14, 82; 
26 U. S. C. 28 (m), 62), ) 

T. COLEMAN ANDREWS& 
Commissioner of Internal Bet'enue. 

Approved April 2, 1958. 
M. B. For soM& 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register April 7, 1053, 8: 52 a. m. ) 

SEOTIoN 29. 28(m)-1: Depletion of mines, oil and 
gas vvells, other natural deposits, and timber, 
depreciation of improvements. 

lycrERNAL REEENLE COI)E 

Rev. Ru1. 4 

Consistent with the outstanding nonacquiescence (C. B. 1041-1, 
16) in h eancdy i)fiaiaa und . 11ilhaa Co. v. Comntisairmer (43 B. T. A. 
617, afiirmed, 125 I~ed. (2d) 300), depletion is not allowable on 
tailings piles, culm banks, or other raine dumps of waste material. 

Advice is requested as to the policy of the Bureau with respect to 
the allovvance of depletion, under section 28(m) of the Internal Reve- 
nue Code, on tailings piles, culm banks, or other mine dumps of waste 
material. 

It is the understanding of the Bureau that tailings piles, culm banks, 
and other mine dumps consist. of deposits of refuse remainin«after~ 
some, but not all, of the mineral content has been removed. When the 
price of the n1ineral rises, or when through improved processes it is 
possible to salvage some of the remaining mineral, the refuse is re- 
worked and the mineral from such piles or dumps is sold. 

In Kennedy 3Iining and 3/illing Co. v. Commissioner (48 B. T. A. 
617), the United States Board of Tax Appeals (now The Tax Court 
of the United States) allovved percentage depletion to the mine owner- 
operator measured by income received from the sale of additional min- 
erals extracted by such owner-operator from tailings piles, consisting 
of the residue of ores previously mined and treated by him for the 
extraction of nlinerals. The nonacquiesccnce (C. B. 1941-1, 16) in 
the Kennedy Mining and Milling Co. decision, was not withdrawn 
even though the United States Circuit Court of Appeals for the Ninth 
Circuit affirmed (125 Fed, (2d) 399) the decision of the Board. 

In discussin« the philosophy of the Kennedy case, the United 
States Circuit Pourt of Appeals for the Ninth Circuit (the same court 
which decided the Kennedy case), in Consolidated Chollar Gould ck 
Savage I(Iining Co. v. Commissioner (183 Fed. (2d) 440), said (page 
441): 

There we held the depletion deduction allowable because the recov- 
ery of mineral was from tailings of partially worked ore from a mine and mill 
owned by a taxpayer', deposited on taxpayer's land adjacent to the mine and mill 
from which they carne, and hence the recovery was a. mere continuation and 
completion of tbe processing of mineral extraction begun in the removal of 
the deposited material from the mine to the tailing dump. &Ve distinguished 
that case from Atlas )llilling Co. v. Jones, 10 Cir. , 115 F. 2d 61. There the 
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deduction was disauowed. The taxpayer extracting the ore from the tailings did 
not own the mine from which the tailin "s had come, and the tailings were held 
not a mine or other natural deposit. 

In Chicago J[line8 Co. ef aA v. Commissioner (164 Feil. (9d) 785) 
certiorari deniecl, 83'] U. S. 881), the Unite(i. States Circuit Court of. 
Appeals for the Tenth Circuit held that the taxpayer was not entitled 
to an allowance for depletion. There the taxpayer claimed continuity 
ot ownership from the time of original extraction of the mineral to 
the time of further extraction. front the mine clump. The court held 
despite the taxpayer s contention regarding continuity of ownership, 
that the dump itself was not a mine;tnd tlrat the reworking of tailings 
in a, dump, created v ithout the accompanvin« intent to work it at 

f a uture time, dicl not, constitute "an integrated step in the original 
mining operation. " In interpreting the Kennedy case, the court saitl 
(page 788): 

Our analysis of these decisions [Kennedy and a later decision] by 
the &Ninth Circuit leads us to conclude that it adheres to the principle that a 
taxpayer, working a dump, may take depletion allowances only in those cases 
in which the operation is an integrated step in a minin operation, and which is 
the final step iu the process which had its beginning when the ore was removed 
from tbe original vein. 

In the Kennedy case, the taxpayer constructed a tlam in 1014 on 
its property for the purpose of depositing behind it the crushed rock 
and residue of ore materials, referred to as tailings, which resulted 
from its milling operations. Prior to building the dam, the taxpayer 
had been dumping its tailings in a stream, and the dam was built pri- 
marily to avoicl possible liability to lower riparian owners for pollu- 
tion of the stream. Although the owner knew that the tailings re- 
tained a gold content, such content was not considered sufhcient to be 
extracted profitably. The extracting process die[ not occur until 1085, 
in which year a cyanide plant was constructecl on the property for 
the purpose of reworking the tailings which had been deposited since 
1915. From the facts of the case as reported, it does not appear that 
the o~ner, at the time of depositing ore. had any intention to rework 
it, . On the contrary, as stated above, the taxpayer's intention from 
the beginning was to avoid possible liability to lower riparian owners 
for pollution of the stream. Thus, it is dif[icult to conclude that the 
reworking many years later constituted an integrated step in the min- 

ing operation. 
In Chicago 3line8 Co. et al. v. Commissioner, 8upra, the court stated 

(page 787): 
A "mine" is an excavation in the earth from which minerals are removed by 

digging or other mining processes. In its broader sense, it is understood to 
mean the vein lode or deposit of minerals. This seems to be tbe sense in which 

the term "mine" is used in section 23(m). The language employed is "Mines, 

oil and gas wells, other saturate deposits * * *. " Mining thus connotes the 

removal of minerals from a natural deposit and does not include the reworking 

of mineral dumps from the surface of the earth artificially created and resulting 

from mining operations. Tailings from a mine, consisting of waste material and 

low-grade ore placed upon the surface of land, become personal property, and 

the dump in a true sense does not become a mine. We adhere to what we said 

in the Atlas ease [115 F. 2d 63] that, "The word 'mines' as used in paragraph 

23 ( ) 8 ill 8 is hmited to natural deposits and does not include a tailings 

sited on the surface of land, consisting of the residue of ore that has (m 
dump deposi e on 
been severed and milled". 
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(See also Z ohinoor C'oak Co. v. Commissi, oner, 171 Fed. (2d. ) 880, cer- 
tiorari denied, 887 U. S. 924. ) 

In view of the foregoing, it is held that consistent with the outstand- 

ing nonacquiescence (C. 0. 1941 — 1, 16) in Kennedy 3fining and 3Eijtl- 

ing Co. r. CommI'ssioner, supra, depletion is not allowable on tailings 
piles, culm banks, or other mine dumps of waste material. 

SEUTION 29. 28(m)-1: Depletion of mines, 
oil and gas wells, other natural deposits, 
and timber; depreciation of improve- 
ments. 

INTERNAL REVENUE CODE 

Ad valorem property taxes paid for lessor by lessee Ivith respect to 
mineral-bearing lands. (See Rev. Rul. 16, page 178. ) 

SEGTIoN 29. 23(m) — 1: Depletion of mines, 
oil and gas wells, other natural deposits, 
and timber; depreciation of improve- 
ments. 

INTERNAL REVENUE CODE 

Percentage depletion in the case of pyrites and similar ores contain- 
ing two or more minerals. (See Rev. Rul. 76, page 176. ) 

SEUTION 29. 28 (In) -1: Depletion of mines, oil 
and gas wells, other natural deposits, and 
timber; depreciation of improvements. 

INTERNAL REVENUE CODE 

Depletion allowance Irith respect to income received from the sale 
of top soil. (See Rev. Rul. 78, page 18. ) 

SEGTIoN 29. 28 (m) — 15: Allowable capital additions 
in case of mines. 

Ct. D. 1758 

INCojuE TAX — INTERNAL RKVKNI:K CODE — DECISION OF COURT 

1. Gaoss INcoME — DEDUcTICNs — ORDINART AND NEcEssAE Y BUsINEss 
ExPEN$Es — CAPITAL ExPENDITUEEs — DEPBI. 'cIATIDN — LossEs. 

A coal mining corporation charged to expense the costs of 
building a slats chute and of certain mining machinery and equip- 
ment such as conveyors, loaders, cutting machines, mine cars, and 
electric mine jeeps purchased in 1944 and 1945, and claimed in- 
creased depreciation deductions for the years 1942 through 1945 
because of an increase in the hours of work and in the use of equip- 
ment in its mine. It also claiIned a deductible loss on the sale of 
its tipple track, essential to the operation of the mine, for a con- 
sideration of $1 upon an agreement that the purchaser maintain 
it and that the corporation continue to have its use. 

FIeld: (I) The expenditures for machinery and equipment were 
in the nature of capital expenditures, except the cost of so many of 
the mine cars as were needed because of the greater haul necessi- 
tated by the receding faces of the coal. The expenditures were 
necessitated not by the removal of the coal during the years in 
u'hich they were made, but by the thinness of one of the seams, 
the radical changes in the nature of another, and the shortage of 
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availal&le manpo&v&r. Such &'xi&cnditurcs should be a&nortized like 
other capital investn&cuts u»&le in the interest of econon&y and 
efticiency rather than charged off as expense of a single ye&&r. 
With respect to the mine cars, only ih». purchase price of those the 
purchase of which vvas macle necessary by the recession of the 
working faces of the mine is affo&vable as ordiuary and necessary 
expense, with no such allowance for those whose purchase Ivas 
necessitated by the 'renter productivity of the mechanized equip- 
ment. 

(2) If a taxpayer normally employs the straight line method of 
computing depreciation, as here, increased usage aud other op- 
erating conditions du not warrant;&n allowance for abnor&nal or 
accelerated depreciation absent a showing that the useful life of 
the depreciable asset vvas, in fact, thereby shortened. The corpora- 
tion h:&s failed to n&ake this sho&ving. 

(3) The corporation did not sustain a deductible loss on the 
sale of its tipple track. The sole effect of the transaction was the 
transfer of legal title to personal property which had no use other 
than to serve the mine. The corporation has not shown that the 
con. ideration receive&i for such transfer was less than its adjusted 
basis or that any loss was actually sustained by it. 
2. DEcIsIDN AFFIRMFm IN PABT AND REvERsED IN PART. 

Derision of The Tax Court of the United States (16 T. C. 587 
(195&1) ) affirmed in part and reversed in part and remanded with 
directions. 

UNITED STATEs CCHRT oF APPEALs Fou THE FCURTH CIRcuIT 

Commissioner of Inter»al Revenue, petitioner and cross-respondent, v. II. K 
IIurman Coal, Uorporat&on, respondent and cross-petitioner 

On cross-petitions to review the decision of The Tax Court of the United States 
Before PARSEE, Chief Judge, and SorER and DoBIF. , Circuit Judges 

[September 17, 1052] 

OPINION 

PARIES, Chief Judge: These are cross petitions to review a decision of the 
Tax Court reported in 16 T. C. 781, where the facts are fully stated. Taxpayer 
is a coal mining corporation operating a mine at Harman, Virginia, and the case 
relates to income and excess profits taxes for the years 1944 and 1045. The 
questions presented by the petitions are (1) whether the cost of certain mining 
machinery was deductible as an ordinary and necessary business expense, (2) 
whether expenditures in building a slate chute were so deductible, (3) whether 
taxpayer was entitled to increase depreciation deduction because of increased 
operation of its mine, and (4) whether taxpayer sustained a deductible loss 
on the sale of its tipple tracks in 1945. The Tax Court decided the first question 
in favor of the taxpayer and the others in favor of the Commissioner. We think 
that there was error only with respect to the decisi&m of the first question. 

On the first two questions, it appears that taxpayer in its returns for 1044 
and 1945 charged to expense the following items: 
"Purchased in 191&I& 

Goodman shaker conveyors SIO, S00. 30 
3 Joy loaders 24, 087. 32 
Payments on slate chute in process of construction 

Total 
Purchased in 101&5 
Balance of cost of slate chute completed 
8 Goodman short-wall cutting machines 
10 Conveyors 
1 Slabbing machine or arc-wall cutting machine 

50 Mine ears 
2 Electric mine jeeps- 

Total— 

42, 521. 54 

13, 823. 98 
23, 204. 45 
1O, 400. 08 

7, 130. 00 
17, 101. 06 
2, 040. 00 

7S, 888. 5&i" 
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Tile Commissioner disallowed the deduction of these items as expense but 
tleated tbein as &spital expenditures and allowed deduction of depreciation on 
account thereof of $7, 280. 80. The Tax Court found tha. t the expenditures were 
made because of shortage of manpower, need of equipment suitable for mining 
thin scam coal and "tbe radical change in the natural condition of the coal seam 
in the sections of the mine in which operations were then being conducted". ' 

The court found, also, that prior to 1944 the mine bad been developed to full 
capacity, that all of the mine equipment vvas purchased "to maintain produc- 
tion as the mine spread out and the working faces of the mine receded", that 
"none of the equipment replaced other machinery or added to the value of ibe 
mine" and that, despite the best efforts of taxpayer, the production of the mine 
had decreased and its overall cost of production per ton had increased every 
vear since 1944. It held that the Commissioner had properly treated the expend- 
itures for the slate chute as capital expenditures on the ground that they con- 
stituted capital improvements but allowed the deduction of the cost of the equip- 
ment as ordinary and necessary business expense under Regulations 111 section 
29 28(m ) — 15 (b) . 

We think that the position of the Commissioner should be sustained with re- 
spect to all the iteins involved, except the cost of so many of the mine cars as 
may be found to have been necessary because of the greater haul necessitated by 
the receding faces of the coal. It is admitted that all of the items bad a life of 
more than 1 year; and ordinarily "items of plant equipment, etc. , which have a 
useful life extending substantially beyond the year should be charged to a 
capital account and not to an expense account". Regulations 111 section 
29. 41 — 8(2). The general rule, with the exception allowed in the case of mining 
equipment properly chargeable as current expense of coal mined, is set forth 
in Regulations 111 29. 28(m) — 15(b), as follows: 

'The purpose of thyrse expenditures was correctly set forth by the Tax Conrt in its 
findings of fact as follows: "The conveyors were used in conjunction with the shortwall 
cutting machines by petitioner to mine a thin-seam of coal less than 99 inches high— 
which seam was first encountered in 1944 in a large area then being developed. Petitioner's 
regularly used equipment could not be utilized in seams less than 40 inches high, and 
petitioner's leases required that all mineable and tnerchantable coal be mined. 

"The joy loaders were purchased because of a chortage of manpower and because of the 
increased number of widely separated sections being worked which uiade additional equip- 
ment necessary in order to avoid the uneconomic delay which would result from the moving 
of the equipment buck and forth between working places a mile or so apart. Petitioner's 
actual experience with like Joy loaders purchased by it in 1999 and 1941 proved that the 
use thereof resulted in substantial savings in the production cost of units of coal produced 
with the aid of those machines as compared with hand loaded coal. The slabber machine, 
or arc-wall cutting machine, is used in conjunction with two Joy loading machines, and the 
machine purchased in 1945 was an additional machine needed because of the expansion 
ot' the mine. 

"The conveyors, shortwall cutting machines, Joy loaders and arc-wall cutting machines, 
are in the active mining area at all times. Thty are used in close proximity to the worl-ing 
place in the mine, and are in use continuously. The cutting machines are used in the 
process of preparing the coal for the blasting operation. After the coal is cbot down, the 
conveyors in the low seam area carry it out of the rooms to be loaded into mine cars 
for transportation to the tipple. The Joy loaders load the coal directly into the mine 
cars. As the working face recedes, the cutting machines and loaders are moved with it. 
When a section is completely worked out, the machiues are hooved to a new section which 
has been previously prepared, but which may be some distance awav. As the sections 
being worked spread out, more machinery, more locomotives, more cure, more of other 
equipment are needed. Insofar as the chtting and loading machines (including con- 
vevorsl are concerned, it mal-es no diiference how fur the tipple is located from the 
working place in the mine. The distance between two working sections is determinative 
of the number of cutting and loading machines needed. 

"Construction of the slate-bin, or slate-chute, was started in 1944 and was completed 
in 1945. It is a part of the tipple, and it enables petitioner to brin the slate and other 
mine refuse out of the mine with the regular coul trains, thereby eliminating the need for 
the storing thereof in mine ears, and makes such cars immediately availabie for the hauling 
of more slate or for more productive use. 

"The mine jeeps acquired by petitioner in 1945 ran on the tracks in the mine und were 
powered by electricity tal-en by trolley from the regular electric lines in the miues. These 
jeeps were used by petitioner's supervisory empiojees for the purpose of getting to the 
widely separated sectious being worked without the delay of svuiting for the regular coal 
trains to go to a particular location, 

"Ttie mine cars purchased in 1945 were needed because of extended hauls, the necessity 
for removing a greater amount of slate und other mine refuse caused bv u chauge in the 
natural character of the seam being mined, as well as by the federal regulations with 
respect to slate removal, and the requirement of additional cars to serve each of the 
working places being worked in widely separate areas of the mine. "The conveyors which were purchased in 1945 were needed to operate with the short- 
wall cutting machiues and were used in the same low vein of coul. It was practically 
impossible to employ miners to do hand work in a seam as thin as that encountered by petitioner in this area, and petitioner was required by its leases to mine all the mineable 
and merchantable coal. The slabber machine purchased in 1945 was another arc-well 
cutting machine needed because of the expansion of the mine. " 
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"(b) Expenditures for plant and equipment and for replacements, not 
including expenditures for maintenance and for ordinary aml necessary 
repairs, shall ordinarily be charged to capital account recoverable throu, h 
depreciation. Expenditures for equipment (including ffs installation aml 
housing) and for replacements thereof, which are necessary to maintain 
the normal output solely bcca use of the i ccession of the icoi king faces of the 
mine, and which (I) do not increase the value of the mine, or (2) do not 
decrease the cost of production of mineral units, or (8) do not represent au 
aniount expended in restoring property or iu ma!ring goocl the exlmustion 
thereof for which an allowance is or has been made, shall be deducted as 
ordinary and necessary business expenses. " [Italics supplieil. ] 

The reasoning underlying this regulation was expressed by this court in . )Iarsh 
Fork Coal Co. v. Laces 4 Cir. -12 Fed. (2d) Sg, upon which it is said tbe 
regulation was based, in the folloiving language: 

"Ordinarily it is true that the purchase of machinery having a life greater 
than one year is to be charged to capital and not to expense, for ordinarily 
such machinery is purchased either to increase production or to decrease 
cost and in either event to add to the value of the property. Expenditures 
such as those bere involved, however, are not made either to increase pro- 
duction or to decrease cost of operation. They do not add to the value of 
the property, and are not made for that purpose. They are made solely for 
the purpose of. maintaining the capacity of the mine as the v orking faces 
of the coal recede. They represent the cosl, as it were, of bringing forivarcl 
the working plant of the operator, which is made necessary as the coal is 
removed from the mine and the tunnels increase in length. 

"It is possible, of course, to think of the increased trackage and the in- 
creased number of mine cars and locomotives made necessary by the leng'th- 

ening tunnels as an increase of the capital investm, nt in the mine; but the 
trouble is that this theory leads to the ridiculous result that, with the increa:e 
of investment, the property becomes less valuable, and that, when the 
investment is complete, the property is practically v. orthless. It is muih 
more reasonable, ice thinl', to consider ecrpcndituies for trackage, cars, nnd 
locomotives to mnintaiii norinal output as being an expense ncccssitatcd by 
the removnl of the conl iohtch has lengtlicncd the tunnels, nt«l nn ezpcnse 
which, in any fair systeni of accounting, should be charged against the coal 
so remored. 

"When an operator has removed sufficient coal to extend his tunnels so 
that he cannot maintain production with the equipment which he has, he 
must as a matter of course lay down more track and put in ruore cars aml 
locomotives. The question is, shall the expense thereby incurred be charged 
against the coal, the removal of which necessitated the expenditure to 
maintain normal operation, or against the coal yet unmined? We think it 
is but fair to charge against the coal ichich has been mined the expense 
iohich its removal has necessitated. We think, also, that this is the only 
practicable method of accounting. To capitalize the expenditures made to 
maintain normal output means that the cost of removal is pyramided 
against the coal farther back in the mine, with the result that the coal near- 
est the head house will appear to have been mined at abnormal profit and 
that farther back at a loss. [Italics supplied. ] 

It is clear that neither the language of the regulation nor the reasoning of the 

Marsh Fork case has application to the expenditures here involved. They have 

been necessitated not by the removal of the coal during the years in which they 

were made but by the thinness of one of the seams, the radical change in the 
nature of another and the shortage of available manpower. They were thus 

expenditures made in the interest of economy and etffciency and not "solely be- 

cause of the recession of the irking faces of the mine". They unquestionably 

added to what the value of the raine would have been without them and they 

decreased "tbe cost of production of mineral units" within the meaning of the 

regulation We think that it is not only required by the regulation but by prin- 

ciples pf spund accounting that they be capitalized and their cost spread over 

tbe years of their effective life rather than charged off as expense of a single year. 

dp rot think it determinative that the mine had been develoPed to full 

rior tp $044 or that the equipment was purchased in an effort to main- 

ductjpn, The thin seam of coal, the greater amount of slate and other 

refuse encou encountered as a result of the change in the character of the seam being tain pro uc io . 
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mined and the increasing difiiculty of obt:aining manpower necessitated addi- 

tional capital investment as additional mechanization was required for the 

proper working of the mine; and there is no rea. son wby such investment should 

be charged against the coal mined during the current year instead of being 

amortiz& d like other capital investments made in the interest of economy and 

eiliciency. 
Coming to the third question, that of increased depreciation, taxpayer bad 

been claiming normal depreciation on the straight line basis over the estimated 

useful life of assets in terms of years. Prior to 1041 its operations had been 

on the basis of two shifts of 7 hours each. Beginning with 1941 it increased the 

hours of work and use of equipment in its mine and its claim is that this entitles 
it to an increased allowance for depreciation. It makes no additional claim for 
1041 but asks increases of 06 percent for 1!l42, 50 percent for 1043 and 00 percent 
for 1044 and 1045. There is nothing in the evidence, ho&vever, to show that tl&e 

effective life of the equipm: nt was decreased as a result of this increased use. 
Bee Montgon&ery's Federal Taxes (1051-1052) vol. 1 pp. 014 — 916. There was 
eviden&e that it resulted in increased cost of repairs, but these were admittedly 
charged to ordina&'y and necessary expense of the business. While Taxpayer's 
president testified generally that the increased wear had shortened the life of 
the equipment, he admitted on cross ex»&nination that its overall life svould not 
be shortened and that it would last as long as taxpayer expected to use it. Under 
the circu&nstances, we think that the Tax Court properly denied the increased 
depreciation and we approve what the court said with regard thereto, as follows: 

"Tl&is Court has held in a number of cases that if a taxpayer normally 
employs the straight line method of computing depreciation, as here, evi- 
dence of increased usage and other operating conditions do not warrant an 
afio&vance for abnormal or accelerated depreciation absent a showin" that 
the useful life of the depreciable asset was, in fact, thereby shortened. 

Petitioner has failed to make this showing. It bas shown in 
general terms that its mine was operated at an excessive pace and tl&at 

proper maintenance for its equipment was not available. These t&vo factors, 
however, do not prove that the remaining useful life of such equipment v&as 

necessarily shortened. To the contrary, there was no actual worthlessness 
or ai&andonment of the property, nor i&& there enidcnce that any e&&clt euentu- 
ality zaa8 likely. Assuming that there was an excessive amount of vvear 
and tear, the indications were that this would be but temporary and peti- 
t!oner so regarded it. We cannot appropriately find that the economic life 
of petitioner's equipment had been ma. terially shortened or was in any 
danger of being exhausted. " [Italics supplied. ] 

On the fourth question, the deduction of alleged loss resulting from the sale 
of tipple track, we think that the decision of the court was unquestionably 
correct. That track, which was essential to taxpayer's operations, had been built 
by it at a cost of $20, 464. 21, and depreciation had been taken on it in the sum 
of $7, 706. 68. The cost of maintaiuing this track rested on taxpayer and it re- 
ceived no benefit by way of freight reduction on account thereof. The track 
vvas sold to the Norfolk t&; Western Railway Company for a consideration of 
$1. 00 upon an agreement that the railway company maintain it and taxpayer 
continue to have its use. In other vrords, as a result of the sale, taxpayer con- 
tinued to enjoy the exclusive use of the track for its mine just as when the 
track belonged to it and was relieved of the cost of maintenance, which was 
assmned by the rail&vay company. It is clear that instead of sustaining a loss 
taxpayer realized a benefit as the result of this transaction. We agree with 
what was said by the Tax Court in sustaining the Corumissioner's disallowance 
of the loss claimed, viz: 

"Consideration of the substance of the transaction here in question dis- 
closes petitioner's beneficial use of the tipple tracks was substantially the 
same after the sale as it was before. The agreement of Norfolk 8; Western 
to permit the use of such tracks to petitioner without the burden of main- 
taining them, if anything, resulted in an improvement of petitioner's eco- 
nomic position. Actually, the sole etfect of the transaction was the transfer 
of legal title to personal property which had no use other than to serve 
petitioner's mine. Petitioner has failed to show that its economic position 
has been in any way adversely affected as a result of this transaction. The 
record does not contain information which will enable us to place any evalu- 
ation upon the agreement of Norfolk tk Western to maintain the tracks. 
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Therefore, petitioner has not shown that the consideration received by it 
for the transfer of legal title to the tracks was less than its adjusted basis 
and that any loss was actually sustained by it. " 

Taxpayer argues that it is entitled to the deduction because its books show 
the disappearance of an asset upon which it was entitled to take depreciation 
during the ensuing years. The answer is obvious: entries in books should be 
made to conform to economic realities; econo)nic realities cannot be ignored 
because of entries in books. Taxpayer has secured a valuable right in the 
nature of a lease of the tipple track for which it has exchanged the ownership 
of that property. This should be taken account of by proper entries and 
depreciation alloived under the rules applicable in such a situation. 

The decision of the Tax Court will be afinmcd except with respect to the 
items of equipment allowed as orclinary and necessary expense. As to these 
items it will be reversed and the cause will be remanded to the Tax Court with 
direction that none of them, with the exception of the a. nounts paid for mine 
cars, be allowed as ordinary and necessary expense of the business, and, as to 
the mine cars, that only the purchase price of those the purchase of which was 
macle necessary by the recession of the working faces of the mine be allowed as 
ordinary and necessary expense, with no such allowance for those whose lmr- 
chase was necessitated by the greater productivity of the mechanized equipment. 

AQirmed in Part, Reversed in Part and Remanded with Directions. 

SECTION 23(p). — DEDUCTIONS FROM GROSS INCOME: 
CONTRIBUTIONS OF AN EMPI. OYER TO AN EM- 
PLOYEES' TRUST OR ANNUITY PLAN AND COMPENSA- 
TION UNDER A DEFERRED-PAYMEKT PLAN 

SzcTION 29. 28(p) — 2: Information to be furnished 
by employer claiming deductions. 

INTKRiVAL REVENUL' CODE 

Information required for rulings. (See Rev. Rul. M) page 265. ) 

SECTION 23(q). — DEDUCTIONS FROM GROSS INCOME: 
CHA. RITABLE AND OTHER CONTRIBUTIONS BY COR- 
PORATIONS 

T. D. 5979 SEOTIGN 29. 23 (q) — 1: Contributions or gifts by 
corporations. 

TITI. E 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOIIK TAX; TAXABLE YEARS BEGIVNING AFTKIt DKCEIJBER 31, 1041 

Regulations 111 amended to provide that after January 1, 19og, 
a copy of the resolution of the board of directors shall be submitted 
as evidence of charitable contribution claimed as deduction in tax- 
abie year preceding year of contribution. 

TREASURY DEPARTbIKNT) 

OFFICE OF CobfbIISSIONKR OF INTERNAL REVENUE, 
Wash'ngton 85) D. 0. 

To Officers and Ilmp/oyees of the Interna/ Revenue Service and Others 

Concerned: 
On November 15, 1952, notice of proposed rule making, regarding 

amcndmcnts to Regulations 111 (26 CFR, part, 29), was published in 

the Federal Register (17 F. P. 10464). No objection to the rules 

proposed having been received) the amendments set forth below are 

hereby adopted. 
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PARAGRAPH 1. Section 29. 28(q)-1 of Regulations 111 as amended 

by Treasury Decision 5924 [C. B. 1952 — 2, 100]) approved August 4, 
1952 [26 CFR 29. 28(q)-1]) is further amended as follows: 

(A) By inserting in lieu of the second and third sentences of the 
last paragraph thereof the following: 
For taxable years beginning after December 31, 1948, such election shall be 
made only at the time of the filing of the return for the taxable year and shall 
be si nified by reporting such contribution or gift on the return. There shall 
be attached to such return a written declaration that the resolution authoriz- 
in' the contributiou or gift was adopted by the board of directors during the 
taxable year, and such declaration shall be verified by a statement signed by 
the president or other principal officer of the corporation that it is made under 
the penalties of perjury. With respect to contributions or gifts authorized on 
or after January 1, 1953, there shall be attached to the return, in addition to 
the )vritten declaration referred to in the preceding sentence, a copy of the 
resolution of the board of directors authorizing such contribution or gift. 

(B) By inserting in lieu of' the fifth and sixth sentences of the last 
paragraph thereof the following: 
For taxable years beginning after December 31, 1942, and before January 1, 
1949, the election shall be signified by a written statement filed with the con- 
sent hereinbefore described in which the contribution or gift shall be specitied 
together with a written declaration that the resolution authorizing the con- 
tribution or gift was adopted by the board of directors during the taxable year 
with respect to which the deiluction is claimed, and such declaration shall be 
verifed by a statement signed by the president or other principal officer of the 
corporation that it is made under the peualties of perjury. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal R venue Code (58 Stat. 82, 467; 
26 U. S. C. 62, 8791) . ) 

JUSTIN F. )VINKLE) 
Acting Commissioner of Internal Revenue. 

Approved February 8, 1958. 
ELBERT P. TUTTLE) 

Acting Secretary of the Treasury. 

(Filed with tlie Division of the Federal Register I) ebruary G, 1953, 8: oo a. m, ) 

SECTION 28 (x) . — DEDUCTIONS FROM GPOSS INCOME: 
MEDICAL, DENTAL) ETC. ) EX P ENSE S 

SEGTIGN 29. 28(x)-1: Medical, dental) etc. , 
expenses. 

T. D. 5984 

TITLLr 26 — INTERNAI, REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEG1NNING AFTER DECEIIBER 91, 1941 

Regulations 111 amended to conform to section 307 of the Revenue 
Act of 1951, relating to removal of the 5 percent limitation in the 
deduction of medical expenses for taxpavers ag'ed G5 or over. 

TREASURY DEPARTMENT) 
OrrICE or Cow»IISSIONER 01' INTERNAL REVENUE) 

washington 8o) D. C. 
To Officers and Employees of the Interna/Revenue Service and Others 

Concerned: 
On December 2, 1952, notice of proposed rule mal'ing, regarding 

amendments to conform)Regulations 111 (26 CFR, part 29) to section 
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807 of the Revenue Act of 1051, approved October 20, 1951, v as pub- 
lished in tl. e Federal Re&rister (17 F. R. 10860). No objection to the 
rules proposed having been received, the amendments to Regulations 
111 set forth below ate hereby adopted. 

P&ltA0RAru 1. There is inserted immediately preceding section 
20. 23(x)-1 t26 CFR 20. 26(x) — 1 I the following: 

SEC 307. MEDICAL KXPEIVSES [REVENUE ACT OE& 1951, 
APPROVED OCTOBL&R 20, 1951]. 

(a) AMENDztENT oF SEcTION 23(z). — Section 23(z) (relating to med- 
ical, dental, eic. , expenses) is herebv anIeuded to read as follows: 

"(x) 5(EDI&'NL, DENTAL, ETc. , EXPENsEs. — Expenses paid during the 
taxable year, not compensated for by insurance or otherwise, for medical 
care of the tazpayer, his spouse, or a dependent specified in section 
25(b) (3)— 

"(1) If neither the taxpayer nor his spouse has attained the age 
of 65 before the close of the taxable year, to the extent that such 
expenses exceed 5 per centum of the adjusted gross income; or "(2) If either the taxpayer or his spouse has attained the age of 
6o before the close of the taxable year, (A) the amount of such 
ezpenses for the care of the taxpayer and his spouse, and (B) the 
amount by which such expenses for the care of such dependents 
ezceed 5 per centum of the adjusted gross income. 

The deduction under this subsection shall not be in excess of $1, 250 
multiplied by the number of exemptions alloIved under section 25(b) 
for the taxable year (exclusive of exemptions allowed under section 
5(b) (1) (B) or (C), with a maximum deduction of $2, 500, except that 

the Inazimum deduction shall be $5, 000 in the case of a joint return of 
husband and wife under section 51(b). The term 'medical care', as 
used in this subsection, shall include amounts paid for the diagnosis, 
cure, mitigation, treatment, or prevention of disease, or for the purpose 
of affecting any structure or function of the body (including amounts 
paid for accident or health insurance). The determination of whether 
an individual is married at any time duriug the taxable year shall be 
made in accordance with the provisions of section 51(b) (5). " 

(b) EFFEcTIvE D&TE. — The amendment made by this section shall be 
applicable with respect to taxable years beginning after December 31, 
1950. 

PAIt. 2. Section 29. 23(x) — 1, as amended by Treasury Decision 5687 
t C. B. 1040 — 1, 0], approved February 16, 1040 [26 CFR 20. 26 (x) — 1], 
is further amended as follows: 

(A) By striking therefrom the third paragraph and inserting in 
lieu thereof the following: 

In the case of medical ezpenses for the care of a person who is the taxpayer's 
spouse or dependent, the deduction under section 23 (x) is allowable if the status 
of such person as "spouse" or "dependent" of the taxpayer exists either at the 
time the expenses were incurred or at the time the payment of the expenses u as 
made. Thus, payments made in June 1942, by A, for medical services rendered 
B, his wife, in 1941 may be deducted by A for 1942 even though prior to payment 
for that year B died or secured a divorce; and payments made in July 1942, by 
C for medical services rendered D in 1941 may be deducted by G for 1942 even 
though C and D were not married until June 1942. However, with respect to 
taxable years beginning after December 81, 1950, the status of a person as the 
"spouse" of the taxpayer must exist as of the close of the taxable year of the 
taxpayer in which either the expenses were incurred or the payment was made, 
or, in the case of the death of the spouse in either su& h year, as of the time 
of such death. In determining whether such status exists a taxpayer who is 
legally separated from his spouse under a decree of separate maintenance is not 
considered as married. 

(B) By inserting in the first sentence of the fifth paragraph, im- 
mediately following after December 61, 1946, n the following: "and 
before January 1, 1951, ", 
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(C) By striking the last sentence of the fifth paragraph and insert- 

ing in lieu thereot the following new paragraphs: 
For taxable years beginning after December 81, 1950, there is no 5 percent 

liiui!ation on the deduction for medical expenses, not compensated for by 
i!isurance or otherwise, expended for the care of taxpayer or his spouse, where 
either the taxpayer or his spouse has attained the age of 05 before the close of 
the taxul&le year. In such cases the taxpayer may deduct (subject to the maxi- 
n. um deduction allowable as described above for taxable years beginning after 
1&ece!uber 81, 1047): (a) the amount of all payments for the medical care of 
the taxpayer and his spouse; and (b) the amount by which his payments for 
the medical care of his dependents exceeds 5 percent of his adjusted gross 
income. In determinin the amount of medical expenses deductible under (b) 
(s& e section 28 (x) (2) (8) ) the amount deductible under (a) (see section 
28(x) (2) (A) ) shall not be included for the purpose of meeting the 5 percent 
limitation. (For computations illustrating this rule, see examples (0) and (7) 
at the encl of this section. ) In determining the a e of an individual for the 

I urposes of the unlimited deduction of medical payments for old age, the last 
&&:iy of the taxable vear of the taxpayer is the controllin date. Thus, a tax- 
p" yer who has not attained the a"e of 05 at the end of the taxable year may 
!&ot claim the unlimited dedu&'tion with respect to payments made for the 
medical care of himself or his spouse if the spouse dies before attaining the age 
of. 05 even though such spouse would have attained the age of 05 before the 
close of the taxable year of the taxpayer. 

The deduction for medical expenses shall not be deemed to have been allowed 
for any taxable year for which the taxpayer claimed and v as a!1& wed the 
staudard deduction under sect)on 23(aa). 

(D) By inserting after exainple 5 the folio ving: 
Eanml&le (6). Taxpayer E, who attained the age of 05 years on February 22, 

10. &1, makes his return on the basis of the calendar year. During thc year 1951, 
F, has adjusted gross income of $8, 000, and pays the tollowing medical bills: (a) 
$ '4(& (8 percent of adjusted gross inco!. !e) for the!nedical care of himself and 
his spouse, ard (b) $820 (4 percent of a&!justed gross income) for the medical 
care of his dependent son. The allowable deduction under section 23(x) is 
$240. No deduction is allowable far the amount of $320 pai&l for medical care 
of the dependent son since the amount nf such payment (determined without 
regard to the payments for the care of the taxpayer and his spouse) does not 
ex& eed 5 percent of adjusted gross income. 

F~nmi&le (7). H and AV make a . joint return for the calendar year 195&1 on 
which four exeml&tions are allowed (exclusive of exemptions under section 
2», (b) (1) (R) or (C), one for each taxpayer and two for their dependent minor 
&hildren, XV became 05 vears of age on Au'"ust 15, 1051. The adjusted gross 
income of H andjV iu 1951 is $40, 000 and they pay in such year the following 
amounts for medical care: (a) $1, 500 for the medical care of H; (b) $2, 500 
for the med!cal care of jv; and (c) $3, 500 for the medical care of the children. 
The allowable deduction under section 23(x) for medical expenses paid in 1051 
is $&&, 000 computed as follows: 

I'ayment for medical care of H and VV in 1051 $4 000 
Payment for medi& al care of children in 1051 $3, 500 
Less 5 percent of $40000 (adjusted "ross income) n 000 

1, 500 

5, 500 
bIaximum allowable deduction in 1051 5 000 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3701 of the Internal Revenue Code (56 Stat. M, 467; 
26 tJ. S. C. 60& 6701). ) 

JIISTIN F. AVINKI E& 

Actin g Commissioner of intern&d Revenue. 
Apl&roved February 10, 105o. 

ZLRERT P. TvTn. E, 
Acting secretary of the Treasury. 

(Filed with the Division of the F&nleral Register February 18, 1058, 8: 58 a, m. ) 
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SEcTioN 29. 23(x) — 1: Medical, dental, etc. , Rev. Rul. 10 
cxpeilses. 

IiitTERiXAL REVEiXUE CODit 

The amount of annual premium paid for accident and healtli in- 
surance wliich does not provide reimbursement to the insured for 
medical expenses does not constitute a proper deduction under 
section 23(x) of the Internal Revenue Code. 

Advice is requested whether a premium paid by a taxpayer for 
accident ancl health insurance providing benefits for (1) accidental 
loss of life, (2) loss of eyes or limbs, and (3) loss of time resultin« 
from incapa. city due to illness or accident constitutes a deductible 
medical expense ivithin the ~eaning of section 23(x) of the Internal 
Revenue Code. The letter of inquiry states that, there is no premium 
breakdov n with respect to the benefits obtainable, all benefiits bein« 
available upon payment of a single annual premium. 

Section 23(x) of. the Internal Revenue Code provides that in com- 
puting net income there shall be allowed as deductions: 

(x) MEnrcxz, DsNrxz, ETc. , Exrxttsxs. — Expenses paid during the taxable year, 
not compensated for by insurance or otherwise, for medical care of tlie taxpayer, 
his spouse, or a dependent specitied in section 25 (b) (3)— 

* ~ * The term "medical care, " as used in this subsection, shall include 
amounts paid for the dia nosis, cure, mitigation, treatment, or prevention of 
disease, or for the purpose of affecting any structure or function of the body 
(including amounts paid for accident or lieatttt insurance). ~ * ~ [Italics 
supplied. ] 

I. T. 3967 (C. B. 1949 — 2, 33) holds (in a case which arose imder 
California law) that amounts contributed by employees to a fund 
established under a voluntary plan for the payinent of unemployment 
compensation disability benefits to emp1oyees to compensate them 
only for loss of earnings due to sickness or injury are not deductible as 
medical expenses under section 23(x) of the Code, but are nondeduc- 
tible personal expenses under section 24(a) (1) of the Code. That 
conclusion was based on the premise that the only premiums for acci- 
dent and health insurance which are c1cductible under section 23(x) 
of the Cocle are those paid for a type of insurance the proceeds of 
which will reimburse the insured for medical expenses and thus reduce 
his otherwise allowable deduction on account of the payments. In 
Robert O. Demt'ng, Jr. , v. Commi88t'oner (9 T, C. 383, acquiescence, 
C. B. 1948 — 1, 1) it was held that the amount paid to a taxpayer under 
an insurance contract as partial reimbursement for loss of earnings 
due to accident or illness need not be applied as a reduction of tlie 
amount claimed as a medical expense deduction. 

Accordingly, it is held that the amount of annual premium paid for 
accident and health insurance which does not provide reimbursement 
to the insured for medical expenses does not constitute a proper deduc- 
tion under section 23 (x) of the Internal Revenue Code. 



I) 29. 23(an) — 1. ] 

SECTION 26(aa) . — DFiDUCTIONS FROM GROSS INCOME: 
OPTIONAL S'1'ANDARD DEDUCTION I OR INDIVID- 
UALS 

SEOTIoN 20. 23 (aa) — 1: Standard deduction. 
(Also Section 402, Section 20. 402 — 1. ) 

T. D. 5965 

TITI. E 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 61, 1941 

Regulations 111 amended to conform to section 308 of the Revenue 
Act of 1901, relating to the standard deduction. 

TREASURY DEPARTMENTS 
OrrICE or COMMISSIONER OF INTERNAL REVE~NUEi 

IVashington 85, D. C. 
To Ogcers and Em ptoyees of the Interna/ Revenue Service and Others 

Concerned: 
On October 20, 1052, notice of proposed rule making, regarding 

amendlnents to the income tax regulations made necessary by section 
608 of the Revenue Act of 1951, approved October 20, 1051, was pub- 
lished in the Federal Register (17 F. R. 9744). No objection to the 
rules proposed having been received, the amendments to Regulations 
111 [26 CFR, part 20] set forth below are hereby adopted: 

I'ARAGRAPII 1. There is inserted immediately preceding section 
20. 26(aa) — 1 [26 CFR 20. 26(aa) — 1] the following: 

SEC. 308. STANDARD DEDUCTION' [REVENUE ACT OI' 19ol, AP- 
PROVED OCTOBER 20, 1051]. 

(a) MErnon or ELrcrios. — Subparagraphs (A) and (B) of section 
23(aa) (3) (relating to optional standard de&luction for individuals) are 
hereby amended by striking out the word "only"; and sul)paragraph (C) 
of section 23 (aa) (3) is hereliy amended to read as follows: 

"(C) If the taxpayer upon making his return fails to signify, 
in the manner provided by subparagraph (A) or (B), his elec- 
tion to take the staudard deduction, such failure shall be con- 
sidered his election not to take the standard deduction. " 

(b) CIIANGE oF ELEGTIGN. — Section 23(aa) is hereby amended by add- 
ing at the end thereof the following new paragraph; 

"(7) CHANGE OF ELECTION. — Uuder regulaticns prescribed by the 
Secretary, a chnnge of an election to talie, or not to take, the 
staudard deduction for any taxable vear may be made after the 
filing of the return for such I car. If the spouse of the taxpayer filed 
a separate return for any taxnble year corresponding, for the pur- 
poses of paragraph (4), to ihe tnxable year of the taxpayer, the 
change shall not be allowed unless, in accordance with such regu- 
lations— 

"(A. ) the spouse makes a change of election with respect to 
the standard deduction for the taxable yenr covered in such 
separate return, consistent with the change of election sought by 
the taxpnyer, and 

"(B) the taxpayer and his spouse consent in writing to the 
assessment, vvithin such period as may be agreed upon with 
the S'ecretary, of any deficiency, to the extent attributable to 
such change of election, even though at the time of the filing 
of such consent the assessment of such deficiency would other- 
wise be prevented by the operation of auy law or rule of law. 



[) 29. 28(aa) — l. 
This paragraph shall not apply if the lax li:ibilitv of the taxpayer's 
spouse, for. the taxable year corresponding (for tlie purposes of para- 
graph (4) ) to the taxable year of the taxpayer, has been coinpro- 
mised under the provisions of section 8701. " 

(c) 1)FFECTIVE DATE. — The amendments ma&le by this section shall be 
applicable only with respect to taxable years be inning after Deceuiber 
81, 1949. 

PAn. 2. Section 29. 23(aa)-1, as amended by Treasury Decision 5687 
[C. B. 1940-1, 9], approved February 16, 1040 [26 CFR 20. 23(aa) -1J& 
is hereby an&ended as follows: 

(A) By striking out the word "only" in the fi& st sentence of (b) (1) 
thereof. 

(B) lly striking out the fonrth sentence of (b) (1) thereof. 
(C) By striking out the xvord "irrevocable" in (b) (1) (i) thereof. 
(D) By striking out the word "irrevocably" in (b) (1) (ii) thereof. 
(K) By striking out the ivord "only" in the first sentence of (b) (2) 

thereof. 
(F) By adding&. at the end thereof the folloxving: 
(d) (9&a»pe of election fo taf e, or not fo fag e. fl&e ata»dard ded&&cf&'one. — Willi 

respect to taxable years beginning before January 1, 1!»0, the election to take, or 
not to tal-e, the standard deductiou for any taxable year shall be irrevocable after 
tbe time prescribed for filing the return for the taxable year. With respect to 
taxable years beginning after Deceiuber 81, 1940, a change of the election to take, 
or not to tal-e, the standard deduction for any taxable year may be niade before 
or after the time prescribed for fiiing the return for the taxable year. Hoivever, 
the period of tinie prescribed in section, "&"" within ivliich claim for credit or 
refund of tax must be made is not extended by the right to effect a change ot 
election. (See section 20, 822 — 7. ) 

If the spouse of the taxpayer filed a separate return for any tax;ible year that 
corresponds, for the purpose of se&tion 28(aa) (4) (see (c) of this section), to 
the taxable year of the taxpayer, a change of election niay not be ma&le by the 
taxpaver unless (1) the spouse makes a el&aug& of election in such separa&e 
return ivith respe&t to the standard deductiou consistent &vith tlie ch:inge of elec- 
tion sought by the taxpaver, and (2) the taxpa; er and his spouse file a consent 
in writing to the assessment, within such peri&&d of time as may be agreed up&m, 
of any deficiency of either to the extent attributable to such change of elec&i»u 
even though at the time of the filing of such consent the assessinent of such 
deficieucy would otherwise be prevented by the operation of any law or rule 
of law. 

A change of election for any taxable year shall not be permitted if the tax 
liability of the taxpayer for the taxable year, or of the taxpayer's spouse for the 
taxable year corresponding, for the purpose of section 28(aa) (4) (see (c) of this 
section), to the taxai&le year of the taxpayer, has been compromised uuder the 
provisions of section 8761. 

PAI&. 3. Section 29. 402 — 1, as am&nded by Treasury Decision 568&7, 

approved February 16, 1049 [26 CFR 20, 402-1], is hereby amended by~ 

changing the second paragraph of (b) thereof to read as follows: 
With respect to taxable years beginning before January 1, 1050, an election 

under Suppleinent T once made for the taxable year may not be revoked by an 
amended return or otherwise, but a new election is allowed for each subsequent 
taxable year; and, if for any taxable year the taxpayer makes a return with&&ut 

regard to Supplement T, he may not thereafter elect to have his tax computed 
under such Supplement for that taxable year. p&ith respect to taxable years 
beginning after December 81, 1949, an election under Supplement T, or the making 
of a return without regard to Supplement T, for any taxal&le year iuay be changed 
under the same circumstances tliat an election to take, or not to tal-e, the standard 
deduction may be changed (see section 20. 28(aa) — 1(d) ). 

233354' — 53 — 5 
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(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat; 82, 467; 
26 U S C 62~ 8791) ) 

JOHN S. GRAIIAM, 

Acting Commissioner of Internal Eevenue. 

Approved December 22, 1952. 
THOMAs J. LVNCH, 

Acting Secretary of the Treasury. 

(Fued with the Division of the Federal Register DeeeInber 29, 1952, 8: 52 a. m. ) 

SECTION 28(cc). — DEDUCTIONS FROM GROSS INCOME: 
DEVELOPMENT OF MINKS 

INTERNAL REVENUE CODE 

Expenditures in the development of uranium mines. (See Rev. Rul. 
106, page 177. ) 

SECTION 28(ff), — DEDUCTIONS FROM GROSS INCOME: 
DEDUCTION OI' EXPLORATION EXPENDITURES 

INTERNAL REVENUE CODE 

Expenditures in the exploration of uranium mines. (See Rev. Rul. 
106, page 177. ) 

SECTION 24. — ITEMS NOT DEDUCTIBLE 

SEcTIoN 29. 24 — 1: Personal and family expenses. Rev. Rul. 80 
(Also Section 22 (a), Sections 29. 22 (a) — 8, 

29. 22(a) — 5; Section 188, Section 29. 188 — 1. ) 
INTERNAL REVENUE CODE 

Where the owner of a hotel business lives on the premises, the costs 
(including cost of goods, wages, general expenses, taxes, depreciation, 
etc. ) attributable to meals. lodging, and other personal or living accom- 
modations of the owner and his family must be eliminated, for Federal 
income tax purposes, from the costs and expenses of operating the 
hotel. (See O. D. 998, C. B. 5, 86 (1921); cf. Rev. Rul. 28, pa, ge 20, 
this Bulletin. ) Where a partnership operates a hotel and the manag- 
ing partner lives on the premises, it is the position of the Bureau (in 
line with the nonacquiescence, C. B. 1952 — 2, 5, in the decision in George 
A. Payrineau v. Commissioner, 16 T. C. 180) that not only must the 
costs attributable to such accommodations of the resident partner 
and his family be eliminated from operating costs and expenses, but 
also the resulting increase in partnership income must be included 
in the resident partner's share of the net proflts of the hotel business. 
For the above purposes, the Bureau will accept a reasonable approxi- 
mation of the costs attributable to such personal items. 



SECTION 20. 24-1: Personal and family expenses. 

[$ 29. 24-3. 

INTERNAL REVENUE CODE 

Deductibility of goods withdrawn from stock by a merchant, for 
faniily of personal use. (See Rev. Rul. 28, page 20. ) 

SEOTIDN 29. 2-t-2: Capital expenditures. 

INTERNAL REVENUE CODE 

Creation fees paid by subscribers in a sponsored investment plan. 
(See Rev. Rul. 9, page 37. ) 

SEOTIoN 20. 24 — 2: Capital expenditures. 

INTERNAL REVENUE CODE 

Amounts expended for construction of protective works or for mov- 
ing homes safely back from original locations on the shores of Great 
E. akes to prevent probable losses from future storms. (See Rev. Rul. 
70, page 41. ) 

SEcTION 29. 24 — 8: Premiums on business in- 
surance. 

(Also Section 20. 24 — 1; Section 28(a), Sec- 
tion 20. 28 (a) — 1. ) 

Pvev. Rul. 78 

INTEIINAL REVENUE CODE AND PRIOR REVENUE LAWS 

A taxpayer, the principal member of a partnership, who purchases 
insurance policies on his life and irrevocably designates the copart- 
ners as sole beneiiciaries to induce them to retain their investments 
in the partnership is a direct or indirect beneficiary under such 
policies, within the meaning of section 24(a) (4) of the Internal 
Revenue Code. Premiums paid by the taxpayer on such life insur- 
ance policies are not deductible under the provisions of section 
23(a) (1) of the Code. 

I. T. 1340, C. B. I-l, 119 (1922), revoked. 

Advice is requested relative to the deductibility under section 
2'3(a) (1) of the Internal Revenue Code of premiums paid on life in- 
surance policies covering the life of the taxpayer, the principal mem- 
ber of a partnership, where such policies irrevocably designate his 
copartners as sole beneficiaries to protect them against losses which 
might occur in the event of the taxpayer's death and to induce thein 
to retain their interest in the partnership. 

In the instant case, the taxpayer is the principal member of a part- 
nership engaged in a venture in which his personal e8orts and experi- 
ence are mainly responsible for the success of the business. The 
copartners have expressed intentions to withdraw their investments 
from the business unless some manner of protection is provided against 
losses which would inure to thein in the event of the taxpayer's death. 
The taxpayer's own interest in the business would be jeopardized 
should the copartners withdraw their investments since it, appears 
extremely Improbable that such withdraivals could be replaced by 



borrowing like sums on favorable terms without risking his entire 
capital interest in the event of default. In order to remove this jeop- 
ardy and to induce the copartners to retain their investments in the 
business the taxpayer purchased insurance policies on his life irrevoc- 
ably naming his copartners as sole beneficiaries and retained no rights 
in the policies to himself or his heirs. 

In connection with the instant case reconsideration has been given 
to I. T. 1840, C. B. I — 1, 119 (1922), which holds that premiums paid 
by a taxpayer on insurance policies on his own life, payable to each 
of his partners, are allowable deductions as business expenses, when 
the policies were purchased at the insistence of the partners to induce 
them to make investments in the business. 

Section 24 (a) (4) of the Code provides that in computing net income 
no deduction shall in any case be allowed in respect to premiums paid 
on any life insurance policy covering the life of any officer or em- 
ployee, or of any person financially interested in any trade or business 
carried on by the taxpayer, when the taxpayer is directly or indirectly 
a beneficiary under such policy. In the case of J. H. Parker v. Com- 
missioner, 18 B. T. A. 115, presenting a situation similar to that of 
the instant case, the term "beneficiary" as used in section 215(a) (4) 
of the Revenue Act of 1921 (now section 24(a, ) (4) of the Internal 
Revenue Code) ~ as construed as not being necessarily confined to the 
person nained in the policy, but that it could include one whose inter- 
ests are indirectly favorably afiected thereby. In that case it was 
held that a taxpayer was directly or indirectly a beneficiary on a life 
insurance policy taken out by him to protect his creditors and avoid 
bankruptcy. 

In Ernest J. Eeefe 15 T. C. 94Y, the court stated that section 24 
(a) (4) of the Code does not speak of one who is directly or indirectly 
the beneficiary; it merely refers to one who is directly or indirectly a 
beneficiary under the policy. 

In the case herein considered the premiums paid by the taxpayer 
fall within the prohibition of section 24(a) (4) of. the Code, as that 
section was interpreted in the Parker case, supra, since the insurance 
policies were purchased, designating the copartners as sole benefici- 
aries thereunder, for the purpose of inducing them to retain their in- 
vestments in the partnership. In accomplishing this purpose the 
jeopardy to the taxpayer's own capital interest in the partnership was 
removed and his interest in the partnership was favorably affected 
thereby. Moreover, the very reasons urged. by the taxpayer for the 
applicability of section 28(a) of the Code moves the transaction in 
the direction of section 24(a) (4) of the Code. See Senxon Bache E 
Co. , 22 B. T. A. 200. 

In view of the foregoing, it is held that a taxpayer, the principal 
member of a partnership, who purchases insurance policies on his life 
and irrevocably designates the copartners as sole beneficiaries to in- 
duce them to retain their investments in the partnership is a direct 
or indirect beneficiary under such policies, within the meaning of 
section 24(a) (4) of the Internal Revenue Code. Premiums paid by 
the taxpayer on such life insurance policies are not deductible under 
the provisions of section 28(a) (1) of the Code. Accordingly, I. T. 
1840, supra, is hereby revoked. 
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SEcTIQN 29. 24 — 10: Items attributable to an unhar- 
vested crop sold with the land. 

(Also Section 113(b), Section 29. 113(b) (1)-1; 
Section 117, Section 29. 117-7. ) 

[) 29. 24-10. 

T. D. 5980 

'lITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, I'ART 29. — 
INCOXIE TAX; TAXABLE YEARS BEG JNNING AI'TER 17ECEWIBZR 31, 1941 

Regulations 111 amended to conform to section 828 of the Revenue 
Act of 1051, relating to sale of land with unharvested crop. 

TREASURY DKPARTEIKNT& 
OrPICr. oF ( o~rillssloNKR or INTKriNAL IiIil KNEE& 

lVashington 85, D. C. 
To Officers and I':nl ployees of the Internal Revenue Service anej Others 

(I 0 n ce 1'11e1/; 

On December 4, 1952, notice of proposed rule making, regarding 
amendinents to the income tax regulations Iuade necessary by section 
828 of the Revenue Act of 1951, approved October 20, 1951, vi. as pub- 
lished in the Federal Register (17 F. R. 10970). No objection to the 
rules proposed hai in~ been received, the amendments to Regulations 
111 [26 ('l''R, part 2))f set forth below are hereby adopted: 

PAIIAGRAPH 1. 'l'here is inserted immediately preceding section 
29. 24 — 1 [26 CFR 29. 24 — 1j the following: 

SEC. 828. SAI. L' OF LAND 1VITII UNHARVESTI:D CROP [REVE- 
IiUE ACIP OF 1051, APPI'OVED OCTOI)EI' 20, 1051]. 

(b) TPEATxfEXT OF DEDUCTIOXS. — 
(1) Arusxnlisxs oF sFCTloN 21. — Section 24 (relating to items 

not deductible is hereby amended by adding at the end thereof a new 
subsection to read as follows: 

"(f) SAIE or LAND WITH I. xHARvssTED CRoP. — Where an unharvested 
crop sold by the taxpayer is considered under the provisions of section 
117(j) (8) as 'property used in the trade or business', in computing net 
income no deduction (whether or not for the taxable vear of the sale 
and whether for expenses, depreciation, or otherwise) attributable to 
the production of such crop shall be allowed. " 

0 

(c) ErFEcTlvE DATE. — + + + The amendments made by subsections 
(b) shall be applicable to any taxable year for lvhich a deduction is dis- 
allowed by reason of sales, exchanges, or couversions to which subsection 
(a) is applicable. 

PAR. 2. 'I'here is inserted imn:ediately after section 29. 24-9 t26 
('FR 29. 24 — 9] the following: 

SEc. 29. 24-10, ITEMs ATTRIBUI'ABLE To Alv I xHARVEsTED CRDP Sol. D WITll THE 
LAND. — In computing net income no deduction shall be allowed in respect of 
items attributable to the production of an unharvested crop which is sold, 
exchanged, or involuntarily converted in a taxable year beginning after Decenl- 
ber 81, 1050, with the land and which is considered as property used in the 
trade or business under section 117(j) (8). See section 20. 117-7. Such iteuIS 
shall be so treated whether or not the taxable year involved is that of the sale, 
exchange, or conversion of such crop aud whether they are for expenses, deprecia- 
tion, or otherwise. If the taxable year involved is not that of the sale, exchan e, 
or conversion of such crop, a recomputation of the tax liability for such year 
shall be made; such recomputation should be in the form of an "amended return" 
if necessary. I'or the adjustments to basis as a result of such disallowance, sce 
section 20. 118 (i1) (1) — 1. 



II 29. 24 — 10. ] 

PAR. 3. There is inserted immediately preceding section 29. 118(b) 
(1) — 1 [26 CYR 29. 113(b) (1)-1] the following: 

SEC. 823. SALE OF LAND WITH UNHARVESTED CROP [REVE- 
NUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(b) TREATMENT OF DEDUCTIOES, — 
ill 

(2) AMEEDMEET oF sEOTIoN 118(b) (1). — Section 118(b) (1) re- 
lating to adjustments to basis) is hereby amended by adding at the 
end thereof a netv subparagraph to read as follows: 

"(L) for deductions to the extent disallowed under section 
24(f), notwithstanding the provisions of any other subpara- 
graph of this paragraph, " 

(c) EFFEcTIvE DATE. — * * ' The amendments made by subsection 
(b) shall be applicable to any taxable year for which a deduction is 
disalloIved by reason of sales, exchanges, or conversions to which sub- 
section (a) is applicable. 

PAR. 4. Section 29. 118(b) (1) — 1, as amended by Treasury Decision 
5967 [page 168, this Bu]letin], approved December 60, 1952 t26 Cli'R 
29. 113 (b) (1) — 1], is hereby amended by adding at the end thereof the 

following: 
In the case of an unharvested crop which is sold, exchanged, or involuntarily 

converted in a taxable year beginning after December 81, 1950, with the land 
and which is considered as property used in the trade or business under section 
117(j) (8), the basis of such crop shall be increased by the amount of the 
items which are attributable to the production of such crop and which are dis- 
allowed, under sections 24 (f) and 29, 24 — 10, as deductions in computing net income, 
See sections 29. 24 — 10 and 29. 117 — 7. The basis of any other property shall be 
decreased by the amount of any such items which are attributable to such other 
property, notwithstanding any provision of section 118(b) (1) or of this section 
to the contrary. For example, if the items attributable to the production of an 
unharvested crop consist only of fertilizer cosi. ing $100 and $OO depreciation on 
a tractor used only to cultivate such crop and such items are disallowed under 
sections 24(f) and 29. 24-10, the adjustments to the basis of such crop shall 
include an increase of $150 for such items and the adjustments to the basis 
of the tractor shall include a reduction of $50 for the depreciation on the tractor. 

PAR. 5. There is inserted immediately preceding section 29. 117-1 
I 26 CFR 29. 117 — 1] the following: 

SEC. 323. SALE OF LAND WITH UNHARVESTED CROP [REVE- 
NUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(a) TREATMENT oF GAIN CE Loss. — Section 117(j) (relating to sale 
or exchange of property used in the trade or business) is hereby 
amendeIl— 

(1) By inserting immediately before the period at the end of the 
second sentence of paragraph (1) thereof the following: "and un- 
harvested crops to which paragraph (8) is applicable"; and 

(2) By adding at the end thereof a new paragraph to read as 
follovvs: 

"(8) SALE oF LARD wITH UEHARvEsTKD cRQP. — In the case of an 
unharvested crop on land used in the trade or business and held for 
more than 0 months, if the crop and the land are sold or exchanged 
(or compulsorily or involuntarily converted as described in para- 
graph (2) ) at the same time and to the same person, the crop shall 
be considered as 'property used in the trade or business'. " 
Cl IR 

(c) EFFEcTIvE DATE. — The amendment made by subsection (a) shall 
be applicable only with respect to sales, exchanges, and conversions, 
occurring in taxable years beginning after December 81, 1950, 



[r) 29. 25-3. 

PAR. 6. Section 29. 117 — 7, as amended by Treasury Decision 5070 
[page 188, this Bulletin], approved January 6, 1058 [26 CFP), 
29. 117 — 7], is hereby amended as follows: 

(A) By adding at the end of (a) (1) (iv) thereof the following: 
(v) Gains and losses from the sale, exchange, or involuntary conversion in a 

taxable vear beginning after December 31, 1950, of an unharvested crop under 
the conditions specified in (d) hereof. 

(B) By adding at the end thereof the folloIving: 
(d) U&&fiorrested crops. — The conditions referred to in (a) (1) (v) above 

are: (1) the unharvested crop is on land which is "section 117(j) property", 
as defined in (a) (3) above, and such land has been held for more than six 
months; (2) such crop and such land are sold, exchanged, or converted at the 
same time and to the same person; and (3) no right or option is reiained by 
the taxpayer, at the time of the sale, exchange, or conversion, to reacquire, 
directly or indirectly, the land (other than one customarily incident to a mort- 
gage or other security transaction). The length of time for which the crop, 
as distin, uished from the land, has been held is immaterial. A leasehold or 
estate for years is not "land" for the purpose of this section. 

(This Treasury Decision is issued under the authority contai»e&l in 
sections 62 and 8791 of the Internal Prevenue Code (58 Stat. 82) 467; 
26 U S C 6o 8701) ) 

JOIIN S. GRAHAM) 
Act~'ng Commissioner of Internal Eevenue. 

Approved February 8, 1958. 
ELRERT P. TUm'LE) 

Actinrr Secretary of the Treasury. 
(Filed with the Division of the 1'ederal Register February 6, 1953, 8: 50 a. m, ) 

SECTION 25. — CREDITS OI' INDIVIDUAL 
AGAINST NET INCOME 

Rev. Rul. 29 SrorroN 20. 25 — 8: Personal exemption, surtax 
exemptions, and exemptions for both norlnal 
tax and surtax. 

(Also Section 51, Section 29. 51 — 1. ) 
INTERNAL REVENUE CODE 

A wife divorced her husband in the State of Alabama. The divorce 
decree stipulated that there shall be a waiting period of 60 days before 
either party could remarry except to each other. The State of New 
York waived the 60-day waiting period and issued a license to the 
wife to remarry a third partv prior to the expiration of such period. 
The State of New York recognizes the legality of the marriage per- 
formed under the license which it issued. The parties to the second 
marriage Inaintained a marital status on the last day of the taxable 
year. In the circumstances stated the Bureau recognizes the marital 
status of the parties for Federal income tax purposes. 

SEOIloN 29. 25 — 8: Personal exemption, surtax 
exemptions, and exemptions for both nor- 
mal tax and. surtax. 

INTERNAL REVENUE CODE 

Reou/atIons 111 amended, (See T, D. 5908, pug& 0. ) 
c& 



II 20. 42-1. l 

SECTION 26. — CREDITS OF CORPORATIONS 

SEOTIoN 29. 26 — 6: Credit for dividends received. Rev. Rul. 104 

INTERNAL REVENUE CODE 

The credit for dividends received provided in section 26(b) (1) of 
the Internal Revenue Code is based upon the theory that a corporate 
tax has already been paid upon the earnings out of which the dividends 
are distributed, and such a credit for dividends received is not appli- 
c able in any case to diviclends which are deductible in computing the 
net income of a distributing corporation under section 28(r) of the 
Code. 

PART IV. — ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

SECTION 42. — PERIOD IN WHICH ITEMS OF 
GROSS INCOME INCI-I. DED 

SEOTIoN 29. 42 — 1: When includecl in gross income. 
(Also Section 43, Section 29. 48 — 2. ) 

Ct. D. 1'?M 

IiNCOiMK TAX — INTERNAL REVENUE CODE — DECISION OF SUPREME COURT 

1. GRoss INcoME — DEDUcTICNs — YEAR FQR WHIcH DEDUcTIQN 
TAKEN — TRANsFEREE LIABILITY — ExcEssIvE CCMPENsATIoiN 
PAID To CORPCRATE OFFIcERs. 

Taxpayers, who reported income on cash receipts and disburse- 
ments basis, received salaries from closely held corporations in 
which they were both officers and stockholders, and reported such 
salaries as income for the year received. Subsequently, the Com- 
missioner disallowed deductions by the corporations of parts of 
the salaries as exceeding reasonable compensation, determined de- 
ficiencies against the corporations, and also determined that the 
officers vvere liable as transferees under section 811 of the Internal 
Revenue Code for the corporate deficiencie. The receipt of exces- 
sive salary was the transfer upon which the transferee liability was 
predicated. The determination of the amounts of corporate deficie- 
ncie and of transferee liabilities of the ofilcers occurred after the 
end of the year in which the salaries were received and reported. 
Taxpayers contend that an adjustment should be made in the year 
of original receipt of the salary; the Government contends that an 
adjustment should be made in the year of payment of the transferee 
liability. Held: The salaries were received under a claim of indi- 
vidual right — not under a claim of right as trustees, and were there- 
fore taxable in the year received. Each taxpayer is entitled to a 
deduction for a loss in the year of repayment of the amount earlier 
included in income. It would be disruptive of an orderly collection 
of the revenue to rule that the counting of annual income must be 
done over aga. in to refieet events occurring after the year for which 
the count is made, and would violate the spirit of the annual ac- 
counting system. 

2. DECISIONS AFFIRMED AND REVERSED, 

Decision of the United States Court of Appeals, 2d Circuit, 104 
F. 2d %2 (1052) afiirmed; decision of the United States Court of 
Appeals, 0th Circuit, 104 F. 2d 5M (1052) reversed. 
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SUPRExfE CQURT oF THE UNI" ED STaTEs 

76. Edtoin E. Heal)I and Gordon, W. Hart fiel, petitioners, v. Comtnissioner of 
Internal Revenue 

On writ of certiorari to the United States Court of Appeals for tbe Second Circuit 

188. Commissioner of Internal Revenue, petitioner, v. Hall G. Smith 

On writ of certiorari to the United States Court of Appeals for the Sixth Circuit 

[April 6, 1068] 

OPINION 

Mr. Chief J'uStiCe Vils SON deliVered the OpiniOn Of the COurt. 
The incotue taz liability of three individual taxpayers for a given year is here 

before the Court. Only a single question, common to all the eases, is involved. 
The Taz Court held a view favorable to the taxpayers. ' The Commissioner of 
Internal Revenue sought review before the appropriate courts of appeals. As to 
two of the iazpayers, the Court of Appeals for the Second Circuit reversed, ' 
svhile the Court of Appeals for the Sixth Circuit took a contrary view of the 
law. s 1Ye granted certiorari to resolve the conflict. ' 

All controlling facts in the three situations are similar. Each taxpayer re- 
ports his income on the cash receipts and disbursements method. Each, in the 
respective vears involved, received a salary from 6 closely held corporation in 
which he was both an oflicer and a stockholder. The full amount of salary so 
received Ivas reported as income for the year received. Subsequently, after audit 
of the corpor;Ite returns, the Coromissioner disallowed the deduction by the cor- 
porations of parts of the salaries as exceeding reasonable compensation. As a 
result, deficiencies in income tazes were determined against the corporations. 
The Commissioner also determined that the officers were liable as transferees 

' tmder section 011 of the Internal Revenue Code for the corporate deficiencies. 
The receipt of excessive salary was the transfer upon which the transferee lia- 
bility was predicated. As a result of either litigation' or negotiation, various 
amounts became established as deficiencies of the corporations and as transferee 
liabilities of each of the three officers. In each case, the entire process of deter- 
mining these amounts — from the start of the audit by agents of the Commissioner 
to the final establishment of the liabilities — occurred after the end of the year 
in which the salary was received and reported. 

The question before the Court is whether part of the salary should be excluded 
from taxable income in the year of receipt since part was excessive salary and 
led to transferee liability for the unpaid taxes of the corporations. The tax- 
payers contend that an adjustment should be made in the year of original re- 
ceipt of the salary; the Government that an adjustment should be made in the 
year of payment of the transferee liability. 

One of the basic aspects of the Federal income taz is that there be an annual 
accounting of income. ' Each item of income must be reported in the year in 
which it is properly reportable and in no other. For a cash basis taxpayer, as 
these three are, the correct year is the vear in which received. ' 

Hot infrequently, an adverse claimant will contest the right of the recipient 
to retain money or property, either in the year of receipt or subsequently. In 
Earth American Oil v. Burnet, 286 U. S. 417 (1082) [Ct. D. 400, C„B. XI — 1, 
298 (1982) ], we considered whether such uncertainty would result in an amount 
otherwise includible in income being deferred as reportable income beyond the 
annual period in which received. That decision established the claim of right 
doctrine "now deeply rooted in the Federal tax system. "" The usual statement 
of the rule is that by Mr. Justice Brandeis in the kvorth American Oil opinion: 

'Gordon W. Hartdeid and Edtoin E. Heattt, 16 T. C. 200 (1951) (consolidated pro- 
ceedings); Hnit C. Smith, 11 T. C. 174 (1948). 

s Commissioner v. Hartrtetd, 194 F 2d 662 (1952). 
s Commissioner v. Smith, 194 F. 2d 536 (1952). 
s 844 l, . S. 811, 813 (1952). 
s Charles E. Smith d Sons Co. v. Commissioner, 184 F, 2d 1011 (1950), 
'Reo tttoturs v. Commissioner, 388 U. S, 442 (1950) (Ct. D, 1728, C. B. 1950 I, 59); 

Heiner v. Sic(Inn, 804 U. S. 271 (1988) (Ct. D. 1845, C. B. 1938 — I, 349); Iturnet v. 
Sanford d Brouhs Co. , 282 U. S. 359 (1931) [Ct. D. 277, C. B. X-1, 368 (1931) ]. See 
I, R C. , sec. 41. ' I. R. C. , sec. 42(a) Oth~~ permissive methods of accounting for tax purposes are the 
accrual basis, I. It. C. . secs. 41 and 42, and the installment basis, I. R, C. , sec. 44. 

s United States v. Letuis, 340 U. S. 590, 592 (1951). 
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"If a taxpayer receives earnings under a claim of right and without restriction 
9, to its disposition, he has received income which he is required to return, even 
though it may still be claimed that he is not entitled to retain the money, and 
e'&n thou h he may still be adjudged liable to restore its equivalent. " 286 
U. S. , at 4Z4. 

The phrase "claim of right" is a term known of old to lawyers. Its typical 
use has been in real property law in dealing with title by adverse possession, 
where the rule has been that title can be acquired by adverse possession only if 
the occupant claiins that he has a right to be in possession as owner. ' The use 
of tlie term in tbe field of income taxation is analogous. There is a claim of 
right ivhen 1'unds are received and treated by a taxpayer as belonging to him. 
The fact that subsequently the claim is found to be invalid l&y a court does not 
change the fa t that the claim did exist, A mistaken claim is nonetheless a 
claim, Unfte&f States v. Letois, 840 U. S. 590 (1951) [Ct. D. 1798, C. B. 1951 — 1, 21]. 

Iiowever, we are told that the salaries were not received as belonging to the 
taxpayers, but rather they were received by the taxpayers as "constructive 
trustees" for the benefit of the creditors of the corporation. Admittedly, receipts 
by a trustee expressly for the benefit of another are not income to the trustee 
in his individual capacity, for he "has received nothing " " * for his senarate 
use and benefit, " fdisner v. Maeomber, 252 U. S. 189, 211 (1920) [T. D. 3010, 
C. B. 8, 25 (1920) ]. 

We do not believe that these taxpayers were trustees in the sense that the 
salaries were not received for their separate use and benefit. Under ihe equitable 
doctrine that the funds of a corporation are a trust fund for the bencfit of 
creditors, a stockholder receiving funds without adequate consideration from 
an insolvent corporation may be held, in some jurisdictions, to hold the funds 
as a. constructive trustee. " So it was that these taxpavers were declared con- 
structive trustees and were liable as transferees in equity. A constructive 
trust is n fiction imposed as an equitable device for achieving justice. " It lacks 
the attributes of a true trust, and is not based on any intention of the parties. 
Even though it has a retroactive existence in legal fiction, fici. ion cannot change 
ihe "readily realizable economic value" and practical "use and benefit"" 
which these taxpayers enjoyed during a prior annual accounting period, ante- 
cedent to the declaration of the constructive trust. 

We think it clear that the salaries were received under a claim of individual 
right — not under a claim of right as a trustee. Indeed one of the parties con- 
cedes, as is manifestly so, that the reporting of' the salary on the income tax 
returns indicated that the income was held under a claim of individual right. 
The taxpayers argue that the salary was subject to a restriction on its use. " 
Since all the facts which ultimately gave rise to the transferee liability were in 
existence at the end of the taxable year, we are told those facts ivere a legal 
restriction on the use of the salary. Actually it could not have been said at 
the end of each of the years involved that the transferee liability would material- 
ize. The Commissioner might not have audited one or all of these particular 
returns; the Commissioner might not have gone through the correct procedure 
or have produced enough admissible evidence to meet his burden of proving 
transferee liability;" or, through subsequent profitable operations, the corpora- 
tions might have been able to have paid their taxes obviating the necessity of 
resort to the transferees. " 

There is no need to attempt to list hypothetical situations not before us 
which put such restrictions on use as to prevent the receipt under claim of 
right from giving rise to taxable income. But a potential or dormant restriction, 
such as here involved, which depends upon the future application of rules of law 
to present facts, is not a "restriction on use" within the meaning of Xortl& 
American Oil v. Be&met, supra. 

'4 Tiffany, Real Property, sec. 1147. "15A Fletcher, Cyclopedia Corporations, sees. 7369 — 7339. "3 Scott on Trusts, sec. 462. 1; 3 Bogert, Trusts and Trustees, sec. 471. 
&' ttatf&in v. United States, 343 U, S, 130, 137 (1952) (Ct. D. 1742, C. B. 1952 — 1, 9]. 
"B&sner v. Ifaeomber, 252 U. S. 169, 211 (1920). 
'4 The rule announced in North American Oil v. B«rect, sat&ra, requires a receipt without 

"i'astriction on use" as well as under a claim of right. "I. R. C. , sec. 1119 imposes upon the Commissioner the burden of proving transferee 
Iiabilitv. This may be contrasted to the rule that normallv the burden of proof is on the 
taxlmyer contesting the determination of the Commissioner. I. R. C. , sec. 1111; rule 32, 
Tax Court of United States. ' Transferee liability is secondary to the primary liability of the transferor To Qustajn 
transferee liability the Commissiouer must Prove that he is unable to collect the deficfency 
froin the trausferor. 9 Mertens, Law of Federal Income Taxation, sec. 53, 29. 



[( 29. 42-1, 

The inequities of treating an amount as income which eventually turns out 
not to be income are urged upon us. The Government concedes that each of th«se 
taxpavers is entitled to a deduction for a loss in the year of rcpayinent of the 
amount earlier included in income. " In some cases, this treatment will benefit 
the taxpayer; in others it will not. Factors such as the tax rates in the years 
involved and the brackets in which the income of the taxpayer falls will be 
controlling. A rule which required that the adjustment be made in the earlier 
year of receipt instead of the later year of repaymeut would generally be un- 
favorable to taxpayers, for the statute of limitations would frequently bar anV 
adjustment of the tax liability for the earlier year. " Congress has enacted an 
annual accounting system under which income is counted up at the end of ea«h 
vear. It would be disruptive of an orderly colleci. ion of the revenue to rule 
that the counting must be done over again to reflect events occurring after the 
year for which the count is n1ade, and would violate the spirit of the aunual 
accounting system. This basic principle cannot be changed si1uply because it is 
of advantage to a taxpayer or to the Government in a particular case that a 
different rule be followed. 

The judgment of the Court of Appeals for the Second Circuit in No. 70, being 
consistent with this opinion, is afhrmed, ivhile the contrary judgment of the 
Court of Appeals for the Sixth Circuit in No. ISS is reversed. 

It is so ordered. 
Mr. Justice DovoL&s dissents. 

SEcTIoN 29. 42-1: 'When included in gross income. 

INTERNAL REVENUE CODE 

Hev. Iiul. 62 

. ' mouuts "credited, " under section 7(d) of the Federal Deposit 
Insurance Act, pro rata to insured banks by the Federal Deposit 
Insurance Corporation "as of December Sl, 1950, and as of December 
Sl, of each calendar year thereafter" based upon 00 percent of the 
Corporation's "net assessment income" for each such year, are in- 
cludible in the gross income of a bank, on the cash receipts aud dis- 
bursements basis, for its taxable year or years in which and to the 
extent each such credit is appli& able toward payment of a deposit- 
insurance assessment or assessments or is refundable or assignable. 

Each such credit, being ultimately realizable by the bank in full, 
is includible in its 'ross income, on the accrual basis, in «ntirety for 
its taxable year in whi«h it is definitely advised by the Corporation 
of the amount thereof. 

Advice is requested relative to when and how amounts "credited, " 
under section 7(d) of the Federal Deposit Insurance Act, "as of De- 
cember 81, 1950". by the Federal Deposit Insurance Corporation to 
"insured banks" are includible in their Federal income tax returns. 

The I'ederal Deposit Insurance Corporation, the management of 
which is vested in a Board of Directors composed of three members, 
one of whom is the Comptroller of the Currency, was created June 
16, 19oe3, under section 8 of the Banking Act of. 1938 (chapter 89, 48 
Stat. 162, at 168, 179; v hich amended the Federal Reserve Act as 
previously amended, by inserting therein, 7'nfer aha, section 12B), to 
purchase, hold, and liquidate assets of certain closed banks, and to 
insure tempora~rily certain bank deposits, operative January 1, 1934. 
See I. T. 2764, C. B. XIII-1, 45 (1984). Section 101 of the Banking 
Act of 19o&5 (chapter 614, 49 Stat. 684, at 688, amending section 12B, 
3upra), efFective August 23, 1935, provided for permanent I"edcral 
insurance of certain bank deposits with an assessment rate of one- 
twelfth of 1 per centum (section 12B(h) (1) ) ~ See I. T. 2940, C. B, 

~' O. C. M. 13730; C. B. XV — 1, 179 (193GL 
xs I 'R O 'see. 322(b). See a(se 1. R. C. , secs. 273 aad 311 (hb 
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XIV — 2, 63 (1935). Section 12B, as amended, 8ttpra, was withdrawn 
from the Federal Reserve Act and made the Federal Deposit Insurance 
Act, and further amended by Public Law 707, Eighty-first Congress, 
chapter 967, second session, approved September 21, 1950, 64 Stat. 
873. The deposit-insurance assessment rate was not changed in the 
new Act, but section 7(d) thereof (U. S. C. , title 12, section 1817(d) ), 
providing as follows, v as added: 

As of December 31, 1950, and as of December 31, of each calendar year there- 
after, the Corporation shall transfer 40 per centum of its net assessment income 
to its capital account and the balance of the net assessment income shall be 
credited pro rata to the insured banks based upon the assessments of each bank 
becoming due during said calendar vear. Each year such credit shall be applied 
by the Corporation toward the payment of the total assessment becoming due 
for the semiannual assessment period beginning the next ensuing July I and 
any excess credit shall be applied upon the assessment next becoming due. The 
term "net assessment income" as used herein means the total assessments which 
become due during the calendar year less (1) the operating costs and expenses 
of the Corporation for the calendar year; (2) additions to reserve to provide for 
insurance losses cluring the calendar vear, except that any adjustments to re- 
serve which result in a recluction of such reserve shall be added; and (3) the 
insurance losses sustained in said calendar year plus losses from any precedin 
years in excess of such reserves. If the above deductions exceed in amount the 
total assessments which become due during the calendar year, tbe amount of 
such excess shall be restored by deduction from total assessments becoming due 
in subsequent years. (Italics supplied. ) 

As provided in section 8(h) of such Act, "The term 'insured bank' 
means any bank the deposits of which are insured in accordance with 
the provisions of this A. ct". 

Attention has been invited to section 7 (e) of such Act (U. S. C. , title 
12, section 1817(c) ) which provides that: 

The Corporation (1) may refund to an insured bank any yayment of assess- 
ment in excess of the amount due to the Corporation or (2) may credit such 
excess toward the yayment of the assessment next becoming due from such 
bank and upon succeeding assessments until the credit is exhausted. 

However, such provisions expressly relate to refunds or credits by the 
Corporation of "excess" payments (i. e. , overpayments) by insured 
banks of deposit-insurance assessments. A. lso, it may be noted that 
section 12B (h) (5) of the Federal Reserve Act, as previously amended 
(U. S. C. , title 12, section 264(h) (5) ), discussed in I. T. 2940, supra, 
provided that: 

Each bank which shall be and continue without application or approval an 
insured bank in accordance with the yrovisions of subsection (e) or (f) of this 
section, shall, in lieu of all right to refund (except as authorized in paragraph 
(3) of subsection (i) of this section) be credited with any balance to which 
such bank shall become entitled upon the termination of the said Temporary 
Federal Deposit Insurance Fund or the Fund for AIutuals. The credit shall 
be applied by the Corporation toward the payment of the assessment next be- 
coming due from such bank and upon succeeding assessments until the credit is 
exhausted. 

Section 7(a) of the Federal Deposit Insurance Act (U. S. C. , title 
12, section 1817(a) ) provides for semiannual deposit-insurance assess- 
ment of insured banks, and prescribes a base therefor of the average of 
a bank's liability for certain defined deposits as of. the close of business 
on 2 specified days in each preceding semiannual period. Section 
12B(h) (1) of the Federal Reserve Act, as previously amended 
(U, S. C, , title 12, section 264(h) (1) ), also provided for semiannual 
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deposit-insurance assessment of insured banks on a prescribed base. 
Section 7(b) of the Federal Deposit Insurance Act (U. S. C. , title 12& 
section 1817(b) ) provides that: 

On or before the 15th day of July of each year, each insured banl' shall file 
with the Corporation a certified statement showing. for the six months e»din" 
on the preceding June 30 the amo»nt of the assessment base and ihe a»&ount of 
the semiannual assessment due to the Corporation for the period endi»g on tbe 
folio&ving December 31, determined in accord»nce with subsection (a) of this 
section, which shall contain or be verified by a written deci&ratio» that, it is 
made under the penalties of perjury. Each insured bonk shall liny to th» 
Corporation the amount of the semiannual assess~»ent it is required to certity. 
Ou or before the 15th day of January of each year, each insured bank shall file 
v ith the Corporation a similar certified statement for the six montl'. s ending on 
the preceding December g1 and shall pay to the Corporation the an&ount of the 
semiannual assessment for the period endin on the following Ju»e go which it 
is required to certify. 

Section 12B (h) (2) of the Federal Reserve Act, as previously 
amended (U. S. C. , title 12, section 261(h) (2) ), contained similar 
provisions. Under section 7(a), supra, "The assessment payments 

shall bc made in such manner and at such time or times as the 
Board of Directors shall prescribe, * * * not ~ * * later than 69 
days after filing the certified statement setting forth the amount of the 
assessment" And sections 304. 01 and 327. 4 of the Corpor, . tion's 
Regulations (1951) prescribe that the semiannual assessments shall 
be paid at th t'. me such semiannual statements are required to be fi[ecl, 
under section 7(b), supra. 

It is evident that amounts "credited. , 
" under section 7(cl), supra, 

"as of December 31, 1950, " to insured banks, and applied thereunder, 
do not represent acljustments for overpayments of deposit-insurance 
assessment for that year or prior years, nor specific reductions of any 
particular assessments, but rather are reimbursements or recoverie. -. ', 
in the nature of business insurance rebates, dependent upon th opera- 
tions and "net assessment income" of the Fecleral Deposit Insurance 
Corporation for that calenclar year. Therefore, such creclits, to the 
extent actually or constructively received, or accrued, are properly 
taken into, . ccount, in computing net income for Federal income tax 
purposes, as gross income rather than as adjustments or reductions of 
deductions for deposit-insurance assessments. See, generally, G. C. i%i. 

10798& C B XI 2& 58 (1932) I I T 2646& C B XI 2& 59 (1932) 
& 
I T 

2764, supra; Wichita State Bank cf; Trust Co. v. Comnussi oner, 
C. C. A. -5, 69 F. (2d) 595, Ct. D. 947, C. B. XIII-2, 187 (1934), 
certiorari denied 293 U. S. 563; I. T. 2940, supra; and I. T. 3770, C. B. 
1945, 138. 

Section 42(a) of the Internal Revenue Code provicles, as a general 
rule, that "The amount of all items of gross income shall be included 
in the gross income for the taxable year in which received by the 
taxpayer, unless, under methods of accounting permitted under section 
41, any such amounts are to be properly accounted for as of a clIGerent 
period. " Section 41 of the Code provides, in part, for the computa- 
tion of "net income 

" * "' in accordance with the inethoc' of accornt- 
ing regularly employed in keeping the books of such taxpayer". Un- 
der sections 29. 42 — 2 and 29. 42 — 3 of Internal Revenue Regulations 111, 
income credited to a taxpayer is considered "received" by him, within 
the meaning of section 42& when it is available to him for withclrawal 
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without any substantial conditions. Constructive receipt by a tax- 
payer of income also occurs when it becomes available for application 
to his liability. See steer Beatty Co. v. Comnussioner, C. C. A. — 8, 182 
F. (2d) 512, atfirming 45 B. T. A, 888. So too when an income credit 
is transferable. See I. T. 8425, C. B. 1940 — 2, 89. In Comraissioner v. 
Security F/our 3f ills Co. , 821 U. S. 281, Ct. D. 1608, C. B. 1944, 526, 
at 528, the Court stated that under the accrual method income is not 
properly returnable for a year other than the year in which the right 
to receive has become final and definite in amount. 

The Federal Deposit Insurance Corporation has informed the 
Bureau that it considers amounts "credited" to insured banks, under 
section 7(d), supra, "as of December 81, 1950, and as of December 81, 
of each calendar year thereafter" to be applicable thereunder and 
available to them only toward payment of the next semiannual deposit- 
insurance assessment or assessments becoming due after June 80 of 
each following year, until exhausted, and not to be refundable or with- 
drawable, in ivhole or in part, under section 7(e), supra, or otherwise, 
except that, upon termination of a bank's insured status, any balance 
of such a credit or credits to it remaining after payment of all assess- 
ments clue or to become due from it is refundable to it or assignable 
by it to another insured bank which has assumed its deposit liability. 
Accordingly, an amount "credited, " under section 7(d), supra, "as of 
December 81, 195, " to a particular insured bank was applicable, with- 
out limit, (until exhausted), toward payment oi — (1) its deposit- 
insurance assessment for the 6-month period beginning July 1 and 
ending December 81, 1951, which was payable (when it was required 
to file its certified a~ssessment-base statement for that period) on or 
before July 15, 1951, but after June 80, 1951; (2) its deposit-insurance 
assessment for the 6-month period beginning January 1 and ending 
June 80, 1952, which was payable (similarly) on or before January 1o, 
1952, but after December 81, 1951; and (8) its deposit-insurance 
assessment for the 6-month period beginning July 1 and ending 
December 81, 1952, which was payable (similarly) on or before July 
15, 1952, but after June 80, 1952; etc. The Corporation also has in- 
formed the Bureau that it did not definitely advise the insured banks 
of the amounts "credited" to them under section 7(d), supra, "as of 
December 81, 1950, " until June 1951, namely, by "Credit Memoran- 
dum" reading~ as follows: 

The Federal Deposit Insurance Act provides that each insured bank shall be 
credited annually with its pro-rata share of sixty percent of the Corporation's 
net assessment income for the preceding calendar year. The credit due your 
institution thereunder is shown below. This amount has been credited to your 
account and is to be inserted as item K — 1 on your certified statement to be sub- 
mitted on or before July 15 and deducted from the assessment then due. If the 
assessment due that date exceeds the credit below, remit the balance with your 
certified statement. If the credit exceeds the assessment due, the excess will be 
deductible from the assessment due on or before the following January 15. 

It is to be noted that in such credit notice it is stated "The "' * * 
Act provides that each insured bank shall be credited annually with 
its pro rata share of 60 percent of the Corporation's net assessment 
income for the preceding calendar year". (Italics supplied. ) In 
other words, the amounts to be "credited" thereunder to insured banks 
"as of December 31, 1950, and as of December 81, of each calendar 
year thereafter" are not to be actually and definitely credited to them 
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until each following year; and the Corporation's "net assessment in- 
corne" for each calendar year preceding that in which 60 percent 
thereof "shall be credited pro rata to insured banks" is simply a base 
for measuring such credits. Such view is consistent with the follow- 
ing statement in Senate Report No. 2679, Eighty-first Congress, sec- 
ond session, C. B. 1951 — 1, 240, at 251, in connection with section 433 (b) 
(13) of the Internal Revenue Code, added by the Excess Profits Tnx 
Act. of 1950: 

Public l. aw 707 of the Eighty-first Con„ress, second session, * * * made pro- 
vision for a credit which would be counted against ihe gross assessments due in 
later vears. This credit is computed by reference io tlie olieratin ~ experience of 
the FDIC in the preceding rear. 
It is also noteworthy that section 7(d), supra, specifically provides 
that the amounts to be "credited" thereunder to insured bn»ks "as of 
December 31, 1950, a»d as of December 31, of each calendar year there- 
after" are first applicable toward pnyrne»t of the second semia»»u;d 
deposit-insurance assess»lent becoming d»e in each followi»~ calen- 
dar year, namely, after June 30 thereof (paynble, under tile 

for»orat- 

ionn's Regulations, on or before July 15) rather than to the first 
semian»unl deposit-insurance assessment becoming due in such year 
(payable on or before January 15). S»ch provision plninly i»di- 
cates that Congress deemed it i»ipracticnble for the Cor»orntio», even 
after December 31 of each calendar year, to definitely deternii»e the 
aniounts of the current annual credits and, thereupon, inform each 
insured bank of tire credit in time to permit ap»licatio» thereof tow ird 
payment of the first semiannual deposit-insurance assessment becoming 
clue in the followi»g cain»ilnr yenr. I'urthermore, it is manifest, from 
the base provisions of section 7(d), supra, that the nnio»nts to be 
"credited" thereunder to insured banks "as of Deceniber 31, 1950, " were 
not determinable by them with a close clegree of accuracy until after 
that date nor until the Corporation, in tire following year, liad deh- 
i itely determined "'its net assessment income" for the calendar year 
1950 and, thereupon, advised each ba»k of the amount of its credit. 
Under such provisions, the calendar year "net assessment income, " 60 
percent of which is to be credited pro rata to insured banks, is that of 
the said Corporation afterit has determined appropriate additions to 
its reserves for insurance losses, with certain adjustments, as well as 
its operating costs and expenses and insurance losses for the calendar 
vear. As aforeindicated, Congress did not expect that the Corpora- 
tion should hastily make such determination but provided a period 
therefor of nearly 6 months after the date "as of" which the credits 
are based. The situation is distinguishable from that where the 
amount, of an item of gross income or deduction is based on the tax- 
payer's own net income, such as a State income tax, or a munitions 
tax based on certain net income of the taxpayer, as in United States v. 
P. Chauncey Anderson et al. , 269 U. S. 422, T. D. 3839, C. B. V-1, 
179 (1926). 

In view of the foregoing, for Federal income tax purposes, nn 
amount "credited, " under section 7(d), supra, to an insured bank 
"as of December 31, 195, " was in ehect or constructively received as 
income when and to the extent it was applicable toward payment of a 
deposit-insurance assessment or assessments, or was refundable or 
assignable. accordingly, a bank which l. -eelos its accoiints and files 
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its returns on the cash receipts and disbursements method must take 
the amount of. such credit into gross income at the time and to the 
extent the credit is applicable toward the payment of a deposit-in- 
surance assessment, or when it is assignable or refundable. 

An amount "credited, " under section 7(d), 8upra, to an insured 
bank "as of December 81, 1050, " although ultimately realizable by it 
in full in money or the equivalent thereof, was not to be actually and 
definitely then creditccl to it and was not determinable by it with a 
close degree of accuracy until after that date, nor until the Federal 
Deposit Insurance Corporation, in the following year, had definitely 
determined "its net assessment income" for thc calendar year 1950 
and, thereupon, advised the bank of the amount of its credit. Ac- 
cordingly, the entire amount, of the credit is includible in the income of 
a bank wllich keeps its accounts and files its returns on the accrual 
method of accounting in the taxable year in which it is definitely 
advised by the Corporation of the amount thereof. Such conclusion 
is not inconsistent with that reached in I, T. 8770, supra, with re- 
spect to an accrual basis taxpayer. That ruling was premised on the 
fact that the credit, to which the employer-taxpayer there involved 
was entitled under New York State unemployment insurance law, 
was applicable thereunder only "against contributions which are 
payable on wages paid in four consecutive calendar quarters beginning 
on the effective date"; and the ruling held, accordingly, that the credit 
was accruable, as income, only to the extent, and for the taxable year 
wherein& the credit was so applicable. 

SEcTIoN 29. 42 — 1: When included in gross income. Rev. Rub 105 
(Also Section 20. 42 — 6; Section 22(b), Section 

29, 22(b) (4)-4. ) 
INTERNAL REVENUE CODE 

Proper treatment, for Federal income tax purposes, where matured 
or maturing Vnited States savings bonds of Series F or 6 are re- 
deemed by the issuance and acceptance of new, fully marketable, 
8'/4 percent Treasury bonds of 1978 — 88 under a special Treasury ofTer. 

Advice is requested relative to the proper treatment, for Federal 
income tax purposes, where new, fully marketable, 81/4 percent Treas- 
ury bonds of 1078 — 88 were received on May 1, 1958, in redemption of 
matured or maturing United States savings bonds of Series F or 6 
under a special Treasury ofi'er. 

The Series F savings bonds do not bear interest, as such, but were 
issued on a discount basis of 74 percent, and increase in "redemption 
values" at the end of the first year from their issue date and at the 
end of each successive half-year period thereafter until their maturity 
date (when their maturity "redemption values, " face amount, becomes 
payable). They yield about 2. 58 percent per annum compounded 
semiannually if held to maturity, but less if redeemed before then 
because their early six-month increments in value are smaller than 
their later ones. Section 22(d) of the Second Liberty Bond Act, as 
amended by the Public Debt A. ct of 1041 (C. B. 1041-1, 546, 547), 
provides, in part, that "For the purposes of taxation any increment 
in value represented by the difierence between the price paid and the 
redemption value received (whether at or before maturity) for savings 
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bonds * + * sha, ll be considered as interest. " Accordingly, and since such bonds are never redeemable at less than their purchase price, no gain or loss, either ordinary or capital, is ever realized or sustained, for Federal income tax purposes, upon their redemption, whether at or before maturity. For rulings relative to when the interest (increment, in value) on United States savings boncls issued at a discount, and non-interest-bearing, is returnable for Federal income tax purposes, see G. C. M. 15875 (C. B. XIV — 2, 100 (1035) ); I. T. 205S (C. B. XV — 1, 120 (1036)) 

& 
and Mimeograph 6827 (C. B. 1N8-2, 12). 

The Series G savings bonds were issued at par (face amount) and bear interest at the rate of 2&/z percent per annum, payable by check 
semiannually, from their issue date, They are redeemable at par (purchase price, face amount) but if redeemed before their maturity (except in certain cases upon death) the owner is required under their terms to refund a certain portion of the interest already paid to him thereon and will receive only the net proceeds (i. e. , the amount by which their face amount exceeds such interest adjustment), termed their "reclemption value" at the time redeemed. Thus, a purchaser thereof actually recovers upon their redemption, v hether at or before their maturity, exactly their cost (purchase price, face an;ount). See I. T. 3504 (C. B. 1941-2, 03) . 

The 8&/& percent Treasury bonds of 1078 — 88 are dated May 1, 1953, 
and were offered in Department Circular No. 021, elated April 18, 1053, for cash subscription at par and accrued interest, and also in 
redemption of United States savings bonds of Series F abend G matur- 
ing in the months of May through December, 1058, at, par with interest, 
adjustments if the savings bonds had not matured on May 1, 1053, and plus cash payment for any denomination difFerence. Such interest, 
adjustments consisted, in the case of. the Series F savings bonds, of 
the bondholder being charged an amount equivalent to interest at 2. 58 
percent per annum on their maturity "redemption values" from May 1, 1058, to their maturity dates; and, in the case of the Series G savings 
bonds, of the bondholder being paid interest at 2~/z percent per annum 
on their face amount (purchase price) from their last interest-payment 
date to May 1, 1958. Since the Series F and G savings bonds were 
nonmarketable (nonnegotiable and nontransferable) and recovery of 
investment therein could be obtained only by Treasury redemption, it is manifest that the new, fully marketable, Treasury bonds of 
1978 — 88 were ofFered and issued in redemption of such savings bonds 
and that the transactions did not constitute exchanges for Federal 
income tax purposes. 

1. Where Series F savings bonds which matured on May 1, 1958, 
were redeemed on that date by the issuance and acceptance of new, 
fully marketable, Treasury bonds of 1978-88 of principal amounts 
equal to the maturity "redemption values" (face amounts) of the 
savings bonds and dated May 1, 1058, and bearing 8&/4 percent interest, 
therefrom, without any adjustment on account of either interest (in- 
crement in value) on the savings bonds redeemed or interest on the 
new Treasury bonds received in redemption thereof. , the new bonds 
are regarded as having been purchased by the investor at par (face 
amounts) by the surrender of the savings bonds for such redemption. 
Accordingly, such amounts are the subsequent gain or loss bases of the 

268854' — 53 6 
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new Treasury bonds, and all interest (increment in value) on the 
savings bonds as well as interest on the new Treasury bonds is taxable 
income at the same time as if the savings bonds had been redeemed 
in cash and the new bonds had been purchased for cash. Consistently, 
the investor is regarded as having received in redemption of his savings 
bonds the amounts of their maturity "redemption values" (face 
amounts) and, thus having recovered exactly their cost (purchase 
price). besides full interest (increment in value) thereon, he had no 
gain or loss on their disposition. 

2. Similarly, where Series G savings bonds which matured on May 1, 
1958, were redeemed on that date by the issuance and acceptance of 
new, fully marketable, Treasury bonds of 1978 — 88 of principal amounts 
equal to the maturity "redemption values" (purchase price, face 
amounts) of the savings bonds and dated on May 1, 1958, and bearing 
8~/4 percent interest therefrom, without any adjustment on account 
of interest on either the savings bonds redeemed or the new Treasury 
bonds received in redemption thereof, it is considered that the investor 
recovered exactly the cost (purchase price) of his savings bonds and 
purchased the new bonds at par (face amounts), and all interest 
realized by him on the savings bonds and on the new Treasury bonds 
is taxable income when received or accrued (depending on his method 
of accounting). 

8. Where Series F savings bonds maturing after May 1, 1958, were 
redeemed on May 1, 1958, by the issuance and acceptance of new, fully 
marketable, Treasury bonds of 1978 — 88 of principal amounts equal to 
the maturity "redemption values" (face amounts) of the savings 
bonds and dated May 1, 1958, and bearing 8&/4 percent interest from 
that date, with the investor being required to pay to the Treasury in 
cash an amount equivalent to interest at 2. 58 percent per annum on 
the maturity "redemption values" ( face amounts) of the savings bonds 
from Nay 1, 1958, to their maturity dates, the investor is considered 
to have recovered exactly the cost (purchase price) of his savings 
bonds, besides interest (increment in value) thereon to the date of their 
redemption, and to have purchased the new bonds at par (face 
amounts) namely, by (a) surrender of the savings bonds at their net 
redemption values as fixed by the special Treasury off'er and (b) pay- 
ment of the cash ditYerential required under the terms of such offer, 
or an aggregate equal to the face amounts of the new bonds. The net 
interest, (increment in value) realized on the savings bonds and also 
the interest on the new Treasury bonds is taxable income when received 
or accrued (depending upon the taxpayer's method of accounting). 

4. AVhere Series G savings bonds maturing after May 1, 1958, were 
redeemed on May 1, 1958, by the issuance and acceptance of new, fully 
marketable, Treasury bonds of 1978 — 88 of principal amounts equal to 
the maturity "redemption values" (purchase price, face amounts) of 
the savings bonds and dated May 1, 1958, and bearing 8t/4 percent 
interest therefrom, with the Treasury paying to the investor interest 
at 2&/2 percent per annum on the face amount of the savings bonds 
from their last preceding interest-payment date to May 1, 1958, as the 
final interest payment thereon, it is considered that the investor re- 
covered exactly the cost (purch~ase price) of his savings bonds, besides 
21/2 percent interest thereon from the Last previous interest-payment 
date to the date of their redemption, and that he purchased the new 
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bonds at par (face amount). All interest realized by him on the sav- 
ings bonds and on the new Treasury bonds is taxable income when 
received or accrued (depending upon his method of accounting) . 

SEcTIoN 29. 42 — 1: When included in gross inconle. 

INTERNAL RL&r VENUE CODE 

Regulations 111 alnended. (See T, D. 5971, page 808. ) 

SECTION -18. — PER lOD FOR WEIICH DEDUCTIONS 
AND CREDITS TAKEN 

SEcrroN 29. 48 — 2: When charges deductible, 
(Also Section 28 (c), Section 29. 28 (c) — 1. 

INTERNAL REVENUE CODE 

Rev. Rul. 80 

The accrual date for I'ederal income tax purposes of Michigan 
State real and taugible personal property taxes, commencing with 
such taxes assessed on the basis of ownership of property on 
January 1. 1950, is January 1 of each year. 

I. T. 2&!I05 (C. B. XV — 2, 137 (1030) ) is inapplicable to such taxes 
assessed upon the basis of ownership of property on January 1, 1950, 
and thereafter. 

Advice is requested with respect to the proper accrual date, for 
Federal income tax purposes, of real property and personal property 
taxes levied by the State of Michigan. 

I. T. 2005 (C. B. XV-", 187 (1086)) holds, in general, that tax- 
ayers in ~&lichigan who keep their books of account on the accrual 
asis should accrue both personal and real property taxes as of the 

second Monday in April f' or Federal income tax purposes, and that 
taxpayers in cities which operate under special charters should accrue 
their property taxes as of the assessment day prescribed by such 
charters. 

The pertinent provisions of the Michigan State laws as amended 
and now in effect are contained in 1950 revised volume 6 of the Michi- 
gan Statutes Annotated, and provide, in part, as follows: 

SEcTICN 7. 2. REAL PRoPERTY 
& 

DEFINITIoN; DATE oF DETERMINATION 0F TAXA. - 

RLE STATUs, TAx DAY 
& 

SURVEY& Ex. &&xtINATICN oR REVIEw CF PRCPERTIEs. 

Tbe taxable status of persons and real property shall be determined as of the 
first day of January, which shall be deemed the tax day. In the year 1950 and 
thereafter the first day of January shall be the tax day in all assessing districts 
including cities and villages, any provisions in the charter of any city or village 
to the contrary notwithstanding: Prorided, , That no assessing officer shall be 
restricted to any particular period in the preparation of the assessment roll 
but may survey, examine or review properties at any time prior to or after said 
tax day. 

SEc. 7. 3. SAME; PARTIEs AssEssARLE; PERsoNB TREATED As OWNER; PRoPERTY 
oF DEOEAEED pERsoNS. — SEC. 3. Real property shall be assessed in the township 
or place where situated, to the owner if known, and also to the occupant, if any; 
if the owneI be not known, and there be an occupant, then to such occupant, and 
either or both shall be liable for the taxes on said property, and if there be no 
owner or occupant known, then as unknown. 

e I[I 
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SFc. 7. 10. A. NNvAL ASSESBIIENT. — An assessment of all the property in the 
State, liable to taxation, shall be made annually in the several townships, villages 
and cities thereof by the supervisors of the several townships and wards, or in 
villages and cities where provision is made in the acts of incorporation or 
charter for some other assessing oificer, then bv such assessing oflicer, as 
hereinaf t. er provided. 

III 

SEC. 7. 13. TAZABI. E SITvs oF PEBBCNAL PRoPERTY; DATE oF DETERMINATION or 
TAZABLE STATvs, TAx DAY; B ~ + SEc. 13. All personal propeity, except RR 

hereinafter provided, shall be assessed in the township in which the owner 
resides on the first day of January, of the year for vrhich the assessment is made. 

The taxable status of persons and personal property shall be determined as of 
the first day of January, which shall be deemed the tax day. In the year la50 
and thereafter the first day ot January shall be the tax day in all assessing dis- 
tricts including cities and villages, any provisions in the charter of any city 
or village to the contrary notwithstanding; 

The statutes provide further in sections 7. 28 and 729 that there 
shall be boards of review to which the assessment rolls are to be pre- 
sented on the Tuesday next following the first Monday in March: that 
such boards are to examine and review the assessment rolls. How- 
ever, it is specifically provided in section 7. 29 of the statutes that the 
rolls shall be reviewed according to the facts existing on the tax day 
( January 1), and that the boards shall not add to the rolls any prop- 
erty not subject to taxation on the tax day nor shall it remove from 
the rolls any property subject to taxation on said day regardless of 
any change in the taxable status of such. property since such day. 

The general rule of the Bureau, based on United States v. P. 
Chauncey Anderson et al. (269 U. S. 422, T. D. 8839, C. B. V — 1, 179 
(1926) ), has been that the event which determines the liability for 
property taxes is the ownership of the property on the day as of 
which the assessment is Inade under the State law. 

The etl'ect of the above-quoted Michigan statute is to provide that, 
beginning with January 1, 1950, real and tangible personal property 
taxes are assessed as of January 1 each year. 

In view of the foregoing, it is held that the accrual date for Federal 
income tax purposes-of Michigan State real and tangible personal 
property taxes, commencing with such taxes assessed on the basis of 
ownership of property on January 1, 1950, is January 1 of each year. I. T. 2995, supra, is inapplicable to such taxes assessed upon the basis 
of ownership of property on January 1, 1950, and thereafter. 

SEcTICN 29. 43 — 2: When charges deductible. 
INTERNAL REVENUE CODE 

Rev. Rul. 43 

In those cases where an employer was ready and Ivilling to pay 
retroactive wage increases and salary adjustmeuts and had an 
application for approval of such increases and adjustments pending 
before a wage and salary control agency at the time of suspension 
of wage and salary controls, payments of the increased wages and 
salary adjustments made subsequent to the suspension of such con- 
trols are deductible for the year in Ivhich the application for ap- 
proval Ivas filed with the agency, to the extent that such payments re- 
late to services rendered in the year of the application or years prior 
thereto. 

Advice is requested relative to the treatment by employers of de- 
ductions, for Federal income and excess profits tax purposes, or pay- 
ments of retroactive wage increases and salary adjustments made by 
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employers to employees, subsequent to the suspension of wage and 
salary controls, in those cases where an application for approval of 
such increases ~and adjustments was pending before wage and salary 
control agencies at the time of the suspension of wage aiid salary 
controls. 

By Executive Order 10434, 18 F. R. 809, all regulations ancl orders 
issued pursuant to the Defense Production Act of 1950, 64 Stat. 798, 
as amended, stabilizing wages, salaries, ancl other compensation, ivere 
suspended. Such Executive orcler specifically provided that wage, 
salary, and other compensation adjustments proposed in petitions 
pending belore wage and salary control agencies may be placed in 
efiect without the approval of such agencies, and to the extent that 
agreements involved in such petitions ii ere coiiditioned upon approval 
under title IV of the Defense Production Act of 1950, said Executive 
order shall be deemed such approval. 

I. T. 3716, C. B. 1945, 140, holds that in a case in which an employer 
was ready and willing to pay retroactive wage increases requiring 
the approval of the National War Labor Board, the amounts of such 
increased v. ages awarded by the Board are deductible for the year in 
which the eniployer filed an application for such approval with the 
Board, to the extent that such payments relate to services renderecl 
in the year of the application or years prior thereto. I. T. 3716 also 
holds that in a case in which the employer contests the wage increases 
or allowances and retroactive pay increases are ordered by the Na- 
tional War Labor Board, the deduction therefor is allowable only 
for the year in which the controversy is settled. I. T. 8716 states that 
tliis principle is equally applicable to wage and salary adjustments 
under Public Law 7'&9, 56 Stat. 765, approved October 9, 194o, as 
amended, which adjustments are subject to the approval of the Na- 
tional War Labor Board, the Commissioner of Internal Revenue, or 
the War Food Administrator. 

I. T. 4079, C. B. 1952 — 1, 40, holds that the principles declared in 
I. T. 3716, supra, are applicable to retroactive wage increases and 
salary adjustments awarded by the Salary Stabilization Board under 
the provisions of the Defense Production Act of 1950, supra, and 
Executive Order 10161, 15 F. R. 6105. 

Accordingly, it is held that in those cases where an employer was 
ready and willing to pay retroactive wage increases and salary ad- 
justments and had an application for approval of such increases and 
adjustments pending before a wage and salary control agency at 
the time of the issuance of Executive Order 10434, supra, payments 
of such increased wages and salary adjustments made subsequent to 
the issuance of such Executive order are deductible for the year in 
which the employer filed the application for approval with such wage 
and salary control agency, to the extent that the payments relate to 
services rendered in the year of the application or years prior thereto. 

Rev, Rul. 74 SEcTIoN g9. 43 — 9; When charges deductible. 
(Also Section 23(c), Section 29. 93(c) — 1. ) 

INTEIiNAL REVENUE CODE 

The annual tax imposed by section 52A of chapter 68 of the General 
of massachusetts on the corporate franchise of every utility 
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corporation doing business in the Commonwealth of Massachusetts, 
which tax is due and payable on or after June 80 of each y'ear, de- 
pending upon the time of. issuance of. the notice of assessment, con- 
stitutes an accrued liability, for Federal income tax purposes, on 
December 81 of the preceding year where the corporation files its 
Federal income tax return on the calendar year basis, and. on the last 
day of the preceding fiscal year for which the Federal income tax 
return was due prior to April 1 of the year in which the tax is to be 
assessed, where the corporation files its Federal income tax return on 
the fiscal year basis. 

Src'I'IoN 29. 46 — 2: When charges deductible. 

IiNTERNAL REVENUE CODE 

Loss of embezzled funds. (See Ct. D. 1754, page 89. ) 

SEUTIoN 29. 48 — 2: When charges deductible. 

INTERNAL REVENUE CODE 

Repayment of income previously reported deductible in year repaid. 
(See Ct. D. 1756, page 68. ) 

SEUTIoN 29. N -2: When charges deductible. 

INTEiiiNAL REVENUE CODE 

Tax on bank shares imposed by the Commonwealth of Pennsyl- 
vania in the case of an accrual basis taxpayer. (See Rev. Rul. 92, 
page 69. ) 

SEcTIUN 29. 43 — 2: When charges deductible. 

INTERNAL REVENUE CODE 

Determination of surplus and earnings available for dividends. 
(See Rev. Rul. 107, page 178. ) 

SECTION 44. — INSTALLMENT BASIS 
SEUTIoN 29. 44 — 2: Sale of real property involv- 

ing deferred payments. 

INTERNAL REVEiNUE CODE 

Rev. Rul. 93 

An election to report a sale of property on the installment basis, 
under section 44 of the Internal Revenue Code, must be exercised in 
a timely filed I'ederal incoine tax return for the taxable year in which 
such sale was made, otherwise the right of such an election is for- 
feited. (See Sarah J'riarly et a/. v. Commissioner, 29 B. T. A. M6. ) 



SEGTI0N 20. 44-3: Sale of real property on 
installment plan. 

(Also Section 112(n), Section 20. 112(n) — 1. ) 
INTERNAL REVENUE CODE 

[$ 20. 47-1. 

Rev. Rul. 75 

The gain recognized under section 112 (n) of the Internal Revenue 
Code from the sale by a taxpayer of his principal residence may 
be reported on the installment basis, provided su& li sale other&vise 
qualifies as an installment sale u~der section 44 of tlie Code. 

Advice is requested ivhether the gain recognized under the provi- 
sions of section 112(n) of the Intel nal Revenue Cocle from the sale 
of a taxpayer's princil&al residence may be reported on the installnient 
basis, for Federal income tax purposes. 

Under the provisions of section 112(n) of the Code if property 
used by the taxpayer as his principal residence, hereinafter referred 
to as old residence, is sold by him and, ivithin a period beginning 
1 year prior to tlie date of such sale and ending 1 year after such date, 
property is purchased and used by the taxpayer as his principal resi- 
dence, the gain, if any, froni such sale shall be recognized only to the 
extent that the taxpayer's selling price of the old residence exceeds 
the taxpayei 's cost of purchasing the new residence. 

It is held that, if the sale by a taxpayer of his principal residence 
qualifies as an installment sale under section 44 of the Code the gain 
recognized under section 112(n) from such sale may be apportioned 
over the period of the installment transaction for Federal income tax 
purposes. Tile amount of the recognized gain to be included in gross 
income in each tax ible year in which an installment payment is re- 
ceived is that proportion of tlie installment payments actually re- 
ceivecl in that year v hich the total gain to be recognized under section 
112 (n) bears to the total coiitract price. 

SECTION 45. — ALI. OCATION OF INCOME AND 
DEDUCTIONS 

SEOTIUN 20. 45 — 1: Determination of the taxable net 
income ot a controlled taxpayer. 

INTEItNAL REVENUE CODE 

Determination of income as between a parent company and a sub- 
sidiary which qualifies as a Western Hemisphere trade corporation. 
(See Rev, Rul. 15, page 141. ) 

SECTION 47. — RETURNS FOR A. PERIOD OF LESS 
THAN TWELVE 1&[ONTHS 

SEUTIUN 20. 47 — 1: Returns for periods of less 
than 12 Inonths. 

INTERNAL REVENUE CODE 

Pegulatjons 111 amended. (See T. D. 5969, page 122. ) 
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Rev. Rul. 94 SzcrloN 20. 47-2: Returns for a period of less 
than 12 months on account of a change in 
accounting period. 

(Also Section 481, Section 20. 481 — 2. ) 
INTERNAL REVENUE CODE 

'lVhere a Federal inconle tax return has been filed for a period of 
less than 12 months because of a change in accounting period, section 
47(c) of the Internal Revenue Code specifically provides for the plac- 
ing of the net income on an annual basis and the computation of the 
tax on the annualized income. However, the provisions of that sec- 
tion have no application for purposes of computing the self-employ- 
ment tax. The self-employment tax should be computed on the actual 
self-employment, income for the short period and should not be pro- 
rated for a fractional part of a 12-month period. 

PART V. RETURNS AND PAYMENT OF TAX 

SECTION 51. — INDIVIDUAL RETURNS 

SECTIUN 20. 51 — 1: Individual returns. 
INTERNAL REVENUE CODE 

Marital status in a case where a divorcee remarries prior to the 
expiration of the waiting period stipulated in the divorce decree. 
(See Rev. Rul. 29, page 67. ) 

SECTIoN 29. 51 — 2: Fornl of return. 

INTERNAL REVENUE CODE 

I'egulations 111 amended. (See T. D. 50M, page 9. ) 

SECTION52. — CORPORATION RETURNS 

SrcTIoN 29. 52 — 1: Corporation returns. 
INTEIINAL RE&& ENUK CODE 

Schedule PS (Form 1120) prepared for use by taxpayers in 1951 
v ill be utilized in the preparation of returns for calendar year 1952 
and fiscal years endino in 195o. (See Rev. Rul. 64, page 656. ) 

SECTION 5, '3. — TIAIE AND PLACE FOR FILING RETURNS 

SzcTIoN 29. 58 — 2: Extensions of time for filing 
I'eturns. 

INTERNAL REVENUL& CODE 

Rev. Rul. 22"' 

Extension of time for filing corporation income tax returns 

1. The following instructions are issued (a) in order to permit 
persons enrolled to practice before the Treasury Department to reciuest 

«Originally issued as IR-Mimeograph 128, dated February 9, 1933. 
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extensions of time for filing income tax returns of corporations repre- 
sented by them without the necessity of obtaining and filing formal 
powers of attorney, and (5) in order to permit such persons or author- 
ized officers of the corporation to sign and file statements in lieu of 
tentative returns. 

2. Directors of internal revenue are hereby authorizecl to grant 
extensions of time for filing corporate income tax returns pursuant 
to requests tor such extensions which are made by persons other than 
tlie. taxpayer, whether or not such persons have filed powers of attor- 
ney, providecl that each such request contains representations that the 
person inaking the request (a) is acting with the, knowledge and con- 
sent of the taxpayer, and (5) is currently enrolled to practice before 
the Treasury Department. The requests for several corporations may 
be included in one letter. 

8. Any such person may file a Form 7004, "Statement in Lieu of 
Tentative Return of U. S. Corporation Income Tax, " in place of the 
tentative return otherwise required to be filed by the taxpayer corpo- 
ration on or before the statutory filing date. OAicers of the taxpayer 
corporation who are authorized to sign the corporation income tax 
return mai also file such statement iii place of the tiuitative return 
otherwisc requirecl. In such case, the pliiase in the declaration on the 
st tement that the person signing the sta, ternent is duly enrolled to 
practice before the Treasury Department may be stricken from the 
declaration. If the extension of time is granted, the taxpayer's com- 
pleted return must be filed on or before the due date, as extended, and 
there should be attached to the completed return a copy of the state- 
ment and a copy of the approved request for the extension of time. 

4. It is expected that a limited supply of the statements, Form 7004, 
will be available in the ofiices of directors of internal revenue. Any 
person requiring a substantial number of these statements should 
supply his own. Reproductions of the statenients should be similar io 
the Form 7004 in size and color, and on paper of substantial iveight 
and good quality. Typewritten reproductions are permissible. 

5. This ruling supersedes all prior instructions to the extent th. . t it, 
relieves enrolled persons from the necessity of filing powers of attorney 
with requests for extensions of time for filing income tax returns in 
behalf of corporations and also to the extent that it permits any such 
person or corporate officers to file a "Statement in Lieu of. Tentative 
Return of U. S. Corporation Income Tax" in place of the tentative 
return otherwise required. It does not modify any other requirements 
of existing regulations or instructions, nor is it intended to change 
or restrict the grounds upon. which an extension will be granted. 

Rev. Rul. 27* SzvrioN 29. 53 — 2: Extensions of time for filing 
returns. 

(Also Section 101, Section 29. 101(12) — 1; 
Section 56, Section 29. 56 — 2. ) 

ENTERNaL REVENuE COEE 

Time extended for filing Exempt Cooperative Association income 
tax return, Form 990 — C (for farmers' cooperative marketing and 
purcliasing association under section 10l (12), Internal Revenue 
Code). 

aOr, . ginaiiy issued as IR-Mimeograph 155, dated February 12, 1958. 
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1. Pursuant to the authority contained in section 53(a) (2) of the 
Internal Revenue Code, the time for filing the Exempt Cooperative 
Association Income Tax Return, Form 990 — C, for a taxable year 
beginning in 1952 by a farmers' cooperative marketing and purchas- 
ing association under section 101(12) of the Internal Revenue Code 
is hereby extended to and including the 15th day of the sixth month 
following the close of such taxable year. 

2. Pur~suant to the authority contained in section 56(c) (1), the time 
for payment of any tax due from a farmers' marketing and purchas- 
ing association subject to tax under section 101(12) (B) for a taxable 
ye;ir be&sinning in 1952 is hereby extended to and including the 15th 
day of the sixth month following the close of such taxable year. 

h. For the purpose of the computation of interest with respect to 
the payment of any tax due from farmers' marketing and purchasing 
associations filing Form 990 — C pursuant to the extension granted 
uncler paragraphs 1 and 2, such extension shall be deemed to have 
been granted for such period only as may be necessary to make and 
file the required return. Any association desiring to avoid the ac- 
cumulation of interest charges on the amount of income taxes due 
on returns to be filed under the extension granted may make an ad- 
vance payment to the director of internal revenue for the district in 
ivhich such return will be filed, clearly identifying such payment in 
order to aid the director of internal revenue in the proper applica- 
tion of such payment and in coinputing interest on deferred payments. 
Interest. on the difference between the amount of tax shown to be due 
on the return so made and filed and the amount of any advance pay- 
inent will be computed at the rate of 6 percent only from the original 
clue date of such return to the date of payment. 

4. Correspondence regarding this Revenue Ruling should refer to 
its number and the symbols 0: C: A. 

SEcTION 29. N — 2: Extensions of time for filing 
returns. 

(Also Section 101, Section 29. 101(12) — 1; Sec- 
tioii 56) Section 29. 56-2. ) 

ZNTERNAL REVENUE CODE 

Rev. Rul. 102a 

Time further extended for filing Exempt Cooperative Association 
Income Tax Return, Form 000-C (for farmers' cooperative mar- 
keting and purchasing association under section 101(12) of the 
Internal Revenue Code). 

1. Pvevenue Ruling 27, page 85, this Bulletin, provides for the ex- 
tension of time for filin&r the Exempt, Cooperative Association Income 
Tax Return, Form 9904, and the extension of time for payment of the 
in& ome tax due for a taxable year beginning in 1952 by a farmers' co- 
operative marketing and purchasing association under section 101(12) 
of the Internal Revenue Code to and including the 15th day of the 
sixth month folloiving the close of such taxable year. 

2. Pursuant to authority contained in sections 53(a) (2) and 
56(c) (1) of the Internal Revenue Code, the time for filing the I';xeinlit 
Cooperative Association Income Tax Return, Form 990 — C& and the 

'Originaiir issued as IRdui&neogranh 135, Ansendment 1, dated May 22, 1353. 
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tim«or payment of the income tax due for a taxable year beginnin« 
in 10' by a fariners' cooperative marketing and purchasing asso- 
ciation under section 101(12) of the Internal Revenue Code is hereby 
further extended to and including the 15th day of the ninth month 
following the close of such taxable year. 

3. Interest will be assessed and collected on the amount determined 
as the tax, or any installment thereof, from the original due date of 
the return, the 15th day of the third month following the close of the 
taxable year, until the date it is paid. The payment of the tax, or any" 
installment thereof, made in advance of the filing of the return will 
stay the accumulation of interest on the amount of such payinenl, 
from the time it is paid. Accordingly, any association dcsirin« to 
minimize the accumulation of interest on the amount of income taxes 
due on returns to be filed under the extension granted may make such 
an advance payment, to the director of internal revenue for the district 
in which such return will be filed, clearly identifying such payinent 
in order to aid the director of internal revenue in the proper applica- 
tion of such paynient and in computing interest on deferred payments. 

4. Correspondence regarding this Revenue Ruling should refer to 
its number and the symbols 0: C: A. 

SECTION 54. — RECORDS AND SPECIAL RETURN'S 

SEUTIoN BO. M — 1: Records and incoine tax forms. 

INTERNAL REVENUE CODE 

Rev. Rul. 5 

Certain Federal income tax return forms may be reproduced and 
used for filing purposes, in lieu of the applicable ofBcial forms, sub- 
ject, however, to prescribed conditions and requirements. 

Advice is requested whether the Bureau will accept reproductions of 
the applicable Federal income tax return forms and schedules, for 
filing purposes, in lieu of the following ofBcial forms and schedules 
printed by the Government Printing Once: 

U. S. Individual Income Tax Return, Form 1040. 
U. S. Individual Income Tax Return, Form 1040A. 
Profit (or Loss) from Business or Profession, Schedule C 

(Form 1040) . 
Gains and Losses from Sales or Exchanges of Property, Sched- 

ule D (Form 1040) . 
Schedule of Farm Income and Expenses, Form 1040F. 
Declaration of Estimated Tax, Form 1040-ES. 
U. S. Fiduciary Income Tax Return, Form 1041. 
U. S. Partnership Peturn of Income, Form 1065. 
U. S. Corporation Income Tax Retui'n, Form 1120. 
Schedule of Gains and Losses from Sales or Exchanges of 

Property, Schedule D (Form 1190). 
Computation of U. S. Corporation Excess Profits Taxi Sched- 

ule EP (Form 1120). 
Subject to the conditions and requirements 

Bureau will accept, for filing purposes, reproductions of' a of t 
foi'egoin o@cial form»nd schedules with the exception of 



C (Form 1040). Reproductions of that schedule would be unsuitable 
for certain processing operations to which it is subjected. 

In order to be acceptable for filing purposes, reproductions of such, 

forms must meet the following conditions and Iequirements: 
1. Reproductions must be facsimiles of the complete OScial 

forin, produced by photo-o8set, photoengraving, or other similar 
photographic process. Reproductions by other than photographic 
process are not acceptable. 

2. Reproductions niust be printed on paper of substantially the 
same color, weight, and texture, and of quality at least as good as 
that used in the otficial form. 

8. Ofiicial forms ivhich are printed in black ink must be re- 
produced in black ink, of substantially the same quality. Repro- 
ductions of ofiicial forms printed in other than black ink must be 
printed in ink of substantially the same color and quality as that 
used on the ofiicial forms. 

4. Reproductions must be of the same size as that of the ofiicial 
form, both as to the over-all dimensions of the paper and the 
iinage reproduced thereon. The Bureau does not undertake to ap- 
prov~e or disapprove the specific equipment or process used in re- 
producing ofiicial forms, but requires only that the reproduced 
forms satisfy the stated conditions. It should be noted, however, 
that photostats generally do not meet all of the above conditions. 

AVhile it is preferred that reproduced forms be printed on both 
sides of the paper, resulting in the same page arrangement as that of 
the ofiicial forin, the Bureau will not object if only one side of the 
paper contains printed matter. Reproductions of forms may be made 
after insertion of the tax computations and other required informa- 
tion. Iiowever, all signatures on forms to be filed ii ith the director 
of internal revenue nudist be original signatures& affixed subsequent to 
the reproduction process. 

SECTION 55. — PUBI ICITY OF RETURNS 

T. D. 5955 

TITLE 2G — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER K, PART 4, )8. — 
INSPECTION OF RETURNS 

Treasury Decision 58i8 [C. 8, 1952 — 1, 47] amended 

TREASURY DEPARTMENT~ 
H'ash, langton M, D. C. 

I'o Officers and Einpioyees of the Interna/ Ii'euenue 8ervice and 
Others Concerned: 
PARAURAPII 1. Pursuant to the provisions of sections 55 (a), 508, 606, 

729 (a), and 1204 of the Internal Revenue Code (58 Stat. 29, 111, 171, 
54 Stat. 989, 1008, 55 Stat. 722; 26 U. S. C. 55(a), 508, 608; 729(a), 
and 1204) and of the Fxecutive order of this date issued thereunder, 
Treasury Decision 5878 [C. B. 1952 — 1, 47], approved on January 24, 
1952 [26 CFR 458. 310] is hereby amended by striking out "1950" and 
inserting in lieu thereof "1951". 

PAR. 2. Because of the necessity of the immediate application of the 
afore-mentioned amendment, it is found that it is impracticable aIKl 



contrary to the public interest to issue this Treasury Decision with 
notice and public procedure thereon under section 4 (a) of the Adminis- 
trative Procedure Act, approved June 11, 1946, or subject to the ef- 
fective date limitation of section 4(c) of. said Act. 

PAR. 8. This Treasury Decision shall be effective upon its filing for 
publication in the Federal Register. 

JoHN W. SNYDER, 
Secretarvj' of the Treasury, 

Approved December 6, 1052. 
HARliY' S. TRUMAN) 

The ll'ht'te Elouse. 

(Filed with the Division of the Federal Register December 8, 1052, 12:55 p. m. ) 

EXECUTIVE ORDER 10321 AMENDED 

Ily virtue of the authority vested in me by sections 55(a), 508, 603, 
729(a), and 1204 of the Internal Revenue Code (53 Stat. 29, 111, 171, 
54 Stat. 080, 1008, 55 Stat. 722; 26 U. S. C, 55(a), 508, 603, 720(a), 
and 1204), Executive Order 10321 [C. B. 1052 — 1, 48], datecl January 
24, 105. ", is hereby amended by striking out "1050" and inserting in lieu 
thereo, "1051". 

This Executive order shall be effective upon its filing for publication 
in the I ecleral Register. 

HARRY S. TRUMAN. 

THE AVHITE HOUSE, 
December b', 1'. 

(E. 0, 10418) 

(Filed with the Division of the Federal Register December 8, 1052, 12:55 p. m, ) 

T. D. 5981 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PART 458. — 

INSPECTION OF RETURNS 

Inspection of income, excess-profits, declared value excess-profits, 
capital stock, estate, and gift tax returns by the Senate Committee 
on Government Operations. 

TRE4SURY DEPARTMENT, 
Washington 85, D. O. 

To Off'Icers and Emp/oyees of the Interna/ Revenue 8ervice and Others 
Concerned: 
SEU. 458. 316. INsPEOTIGN oF RETURNs BY SENATE CGMMITTEE oN 

GOVERNMENT OPERATIONS DURING EIGHTY-THIRD CONGRESS. — (a) 
Pursuant to the provisions of sections 55(a), 508, 603, 729(a), and 
1204 of the Internal Revenue Code (58 Stat. 29, 111, 171; 54 Stat. 980, 
1008; 55 Stat. 722; 26 U. S. C. 55 (a), 508, 608, 720 (a), and 1204) 

& 
and 

of the Executive order issued thereunder, any income, excess-profits, 
declared value excess-profits, capital stock, estate, or gift tax return 
for the years 1045 to 1052, inclusive, shall, during the Eighty-third 
Congress, be open to inspection by the Senate Committee on Govern- 
ment Operations or the duly authorized subcommittee thereof, in 
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connection with. its studies of the operation of Government activities 
at all levels with a view to determining its economy and eKciency. 

The inspection of returns herein authorized may be made by the 
committee or such duly authorized subcommittee thereof, acting di- 
rectly as a committee or as a subcommittee, or by or through such 
examiners or agents as the committee or the subcommittee may desig- 
nate or appoint in its written request hereinafter mentioned. Upon 
written request by the chairman of the committee or of the authorized 
subcommittee to the Secretary of the Treasury, giving the names and 
addresses of the taxpayers whose returns it is necessary to inspect and 
the taxable periods covered by the returns, the Secretary and any 
OKcer or employee of the Treasury Department shall furnish such 
committee or subcommittee with any data relating to or contained in 
any such return, or shall make such return available for inspection by 
the comInittee or the subcommittee or by such exanIiners or a~cuts 
as the committee or the subcommittee Inay oesignate or appoint, in 
the ofiice of the Commissioner of Internal Revenue. Any inforIna- 
tion thus obtained by the Committee or the subcommittee thereof 
shall be held confidential: Provided, hoIcever, That any portion or 
portions thereof relevant or pertinent to the purpose of the investi- 
gation may be submitted by the committee to the United States Senate. 

(h) Because of the immediate need of the said committee to in- 
spect the tax returns herein mentioned, it is found that it is impracti- 
cable and contrary to the public interest to issue this Treasury Decision 
with notice and public procedure thereon under section 4(a) of the 
Aelministrative Procedure Act, approved June 11, 1946, or subject 
to the efFective date limitation of section 4 (c) of that Act. 

(c) This Treasury Decision shall be effective upon its filing for 
publication in the I& ederal Register. 

G. M. HUMPHREY) 
Secretary of the TreaetIry. 

Approved February 6, 1953. 
DWIGHT D. EISENHOWER) 

The 'White 22'ouge. 

(Filed with the Division of the Federal Register February 6, 1053, 5: 09 p. In. ) 

INSPECTION OF INCOME, EXCESS-PROFITS, DECI. ARED VAI. UE EXCESS-PROFITS, 
CAPITAL STOCK, ESI'ATE, AND GIFT TAX RETURNS BY THE SENATE COM- 

NITTEE ON GOVERNMENT OPERATIONS 

By virtue of the authority vested in me by sections 55(a), 508, 603, 
729(a), and 1204 of the Internal Revenue Code (53 Stat. 29, 111, 171i 
54 Stat. 989, 1008; 55 Stat. 722; 26 U. S. C. 55(a), 508, 603, 729(a), 
and 1204), it is hereby ordered that any income, excess-profits, de- 
clared value excess-profits, capital stock, estate, or gift tax return for 
the years 1945 to 1952, inclusive, shall during the Eighty-third Con- 
gress, be open to inspection by the Senate Committe on Government 
Operations or the duly authorized subcommittee thereof in connection 
with its studies of the operation of Government activities at all levels 
with a view to determining its economy and eSciency, subject to the 
conditions stated in the Treasury Decision relating to the inspection 
of such returns by that conlmittee, approved by Ine this date. 
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This Executive order shall be efFective upon its filing for publication 
in the Federal Register. 

DWIGHT D. EISENHowiik. 
Tax WHrrz HoUsz, 

February 8, NG8. 
(E. O. 10495) 

(Filed with the Division of the Federal Register I"ebruary 0, 1953, 5:09 p. m. ) 

T. D. 6001 

TITLE 26 — INTERNAL I'EVENUE. — CHAPTER I, SUBCHAPTER E, PART 468. — 
INSPECTION Oic RETURNS 

Inspection of income, excess-profits, declared value excess-profits, 
capital stock, estate, and gift tax returns by the Senate Committee 
on Interstate and Foreign Commerce. 

TREASURY DEPARTMENT) 
ll'ashinyton 8o, D. C. 

To Ogcers and Employees of the Internal Revenue Service and 
Others Concerned: 
SEC. 4. )8. 617. INSPECTION OZ RETURNS BY SENATE COMMITTEE ON 

INTERSTATE AND FOREIGN COMMERCE DURING EIGHTY-THIRD CON- 
GREss. — (a) Pursuant to the provisions of sections 55(a), 508, 60o, 
729 (a), and 1204 of the Internal Revenue Code (M Stat. 29, 111, 171; 
54 Stat. 989. 1008; 55 Stat. 722; 26 U. S. C. 55 (a), 508, 603, 729(a), 
and 1204), and of the Executive order issued thereunder, any in- 
come, excess-profits, declared value excess-profits, capital stock, es- 
tate, or gift tax return for any period to and including 1952 shall, dur- 
ing the Eiglity-third Congress, be open to inspection by the Senate 
Committee on Interstate and Foreign Commerce, or the duly author- 
ized subcommittee thereof, for the purpose of carrying out the pro- 
visions of Senate Resolution 41 (88d Cong. , 1st sess. ), agreed to 
January 80, 1953. 

The inspection of returns herein authorized may be made by the 
committee, or the duly authorized subcommittee thereof, acting direct- 
ly as a committee or as a subcommittee, or by or throuigh such exam- 
iners or agents as the cominittee or the subcommittee may designate 
or appoint in its written request hereinafter mentioned. Upon ivrit- 
ten request by the chairman of the committee or of the authorized 
subcommittee to the Secretary of the Treasury, giving tlie names and 
addresses of the taxpayers whose returns it is necessary to inspect 
and the taxable periods covered by the returns, the Secretary and any 
Dicer or employee of the Treasury Department shall furnish such 
committee or subcommittee with any data relating to or contained 
in any such return, or shall make such return available for inspection 
by the committee or the subcommittee or by such examiners or agents 
as the committee or the subcommittee may designate or appoint, in 
the ofhce of the Commissioner of Internal Revenue. Any informa- 
tion thus obtained by the committee or the subcommittee thereof 
shall be held confidential: Provided, however, That any portion or 
portions thereof relevant or pertinent to the purpose of the investiga- 
tion may be submitted by the committee to the United States Senate. 
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(l) Because of the immediate need of the said committee to in- 
spect the tax returns herein mentioned, it is found that it is impracti- 
cable and contrary to the public interest to issue this Treasury De- 
cision with notice and public procedure thereon under section 4(a) of 
the Administrative Procedure Act, approved June 11, 1946, or sub- 
ject to the eRective date limitation of section 4(c) of that act. 

(c) 'I'his Treasury Decision shall be etrective upon its filing for 
publicai. ion in the Federal Register. 

6. M. HUbIPIIREY, 
8ecretary of the Treasury. 

Approved March 81, 1958. 
DwiotiT D. EISENHOwER, 

The W'hite House, 

(I i]ed with the Division of the Federal Register April 1, 19&, "„11: B5 a. m. ) 

ExEcUTIVE ORDER 10442 

INSPECTION OF INCOXIE, EXCESS-PROI'ITS, DECLARED VALUE EXCESS-PROFITS, 
CAPITAL STOCK, ESTATE, AND GIFT TAX RETUICXS BY THE SENATE COM- 
MITTELr ON INTERSTATE AND FOREIGN COMML]iCE 

By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and 1204 of the Internal Revenue Code (58 Stat. 29, 111, 
171; 54 Stat. 989, 1008; 55 Stat. 722; 26 U. S. C. 55(a), 506, 608, 
7o9 (a), and 1204), it is hereby ordered that any income, excess-profits, 
declared value excess-profits, capital stock, estate, or gift tax return 
for any period to and including 1952 shall, during the Fighty-third 
Congress, be open to inspection by the Senate Committee on Inter- 
state and Iroreign Commerce, or the duly authorized subcommittee 
thereof. , for the purpose of carrying out the provisions of Senate Res- 
olution 41 (88d Cong. , 1st, sess. ), agreed to January 80, 1958, subject 
to the conditions stated in the T'reasury Decision relating to the in- 
spection of such returns by that committee, approved by nie this date. 

This Executive order shall be ePiective upon its filing for publica- 
tion in tlie Federal Register. 

DwIGIIT D. EISENIIowER. 
TIIE IVIIITI". HOUSEL' 

3f arch 8J, 1N8. 

(Fi]ed witli the Division of the Federal Register April 1, 1052, 11;55 a. m. ) 

T. D. 6008 

TITLE 26 — INTERNAL REVENI:E. — CHAPTER I, SUBCHAPTER E, PART 458. — 
INSPECTION OF RETURNS 

Inspection of returns by Senate Committee on the Judiciary 

TREASURY DEPARTbIENT) 
IVashington 88, D. 0. 

To Officers and Employees of the Internal Eeuenue 8er]'ice and 
Others Concerned; 
SEC. 458. 818. INSPECTION OF RETURNS BY SENATE JUDICIARY CobI- 

MITIEE RELATING To EZAMINATIQN oF ADbfINIsTRATION oF TRADING 
)kiril riiE ENEMY AGT. — (a) Pursuant to the provisions of sections 



55(a), 508, 603, 729(a), and 1204 of the Internal Reve»»e Code (53 
Stat. 29, 111, 171, 54 Stat. 989, 1008, 55 Stat. 722; 26 U. S. C. 55 (a), 508, 
603, 729(a), and 1204) and of the Executive order issued thereunder, 
any income, excess-profits, declared value excess-profits, capital stock, 
estate, or gift tax ret&irn for the years 1941 to 1952, inclusive, shall be 
open to inspection by the Senate Committee on the Judiciary or any 
duly authorized subcommittee thereof for the purpose of carrying 
out the provisions of Senate Resolution 245 (82d Cong. 2d sess. ), 
agreed to March 24, 1952, as extended by Senate Resol»tion 47 (83&1 
Cong. , 1st sess. ), relating to an exanlination and review of the ad- 
mi»istration of the Trading with the Enemy Act. 

The inspection of returns herein authorized m;iy be made by the 
conrniittee or a duly authorized subcominittee thereof, acting directly 
as a committee or as a subcommittee, or by or through such examiners 
or iigents as tile co»imittee or subcommittee niay designate or appoiiit 
in its written request hereinafter mentioned. Upon written request 
by tlie cliairman of the coinmittee or of the authorized subcommittee 
to the Secretary of the Treasury, giving the names and addresses of 
the taxpayers whose returns it is necessary to inspect and the taxable 
periods covered by the returns, the Secretary of the Treasury and any 
oflicer or employee of the Treasury Department, with the approval 
of the Secretary of the Treasury, may furnish such committee or 
subcommittee with any data relating to or contained in any such re- 
turn, or may make such return available for inspection by the com- 
mittee or subcommittee or by such examiners or agents as the commit- 
tee or subcommittee may designate or appoint, in the ofhce of the 
Commissioner of Internal Revenue. Any infornaation thus obtained 
by the committee or subcommittee thereof shall be held confidential: 
Provided, however, That any portion thereof relevant or pertinent to 
the purpose of the investigation may be submitted by the co»imittee 
to the United States Senate. 

(h) Because of the immediate need of the said Senate Committee on 

the Judiciary to inspect the returns herein mentioned, it is hereby 
found that it is impracticable and contrary to the public interest to 
issue this Treasury Decision with notice and public procedure thereon 
under section 4(a) of the Administrative Procedure Act, approved 
June 11, 1946, or subject to the efFective date limitation of section 4 (c) 
of said act. 

G. M. HUMpHREY, 
Secretary of the Treaeury. 

A l proved April 22, 1953. 
DWIGHT D. EISKNIIOWER) 

The White 22ouee. 

(Filed ivith the Division of the Federal Register April 22, 1053, 3: 39 p. In. ) 

ExKcnTIVE ORDER 10447 

INSPECTION OE RETURNS BY SENATE COMMITTEE ON THE JUDICIARY 

By virtue of the authority vested in me by sections 55 (a), 508, 603, 

729(a) and ]204 of the Internal Revenue Code (53 Stat. 29, 111, 171, 
54 Stat. 989, 1008, 55 Stat. 722; 26 U. S. C. 55(a), 508, 603, 729(a), 
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and 1204), it is hereby ordered that any income, excess-profits, de- 

clared value excess-proflts, capital stock, estate, or gift tax return for 
the years 1941 to 1952, inclusive, shall be open to inspection by the 
Senate Committee on the Judiciary or any duly authorized subcom- 

mittee thereof for the purpose of carrying out the provisions of Senate 
Resolution 245 (82d Cong. , 2d sess. ), agreed to March 24, 1952, as ex- 

tended by Senate Resolution 47 (86d Cong. , 1st sess. ), agreed to Janu- 
ary 80, 1958, relating to an examination and review of the administra- 
tion of the Trading with the Enemy Act, subject to the conditions 
stated in the Treasury Decision relating to the inspection of such re- 
turns by that comiiiittee, approved by me this date. 

DWIGIIT D. EISENHOWER. 

THE WIIITE HOUSE& 
A pril 88, 1%8. 

(Filed with the Division of the Federal Register April 22, 1958, 3: So p™) 
T. D. 6009 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PART 458. — 
INSPECTION OF RETURNS 

Inspection of certain returns by the Committee on the Judiciary, 
House of Representatives. 

TREASURY DZPARTMFNT, 
W'ashingfon 85. D. C. 

To Officers and Employees of the Internal Revenue 8ervice and Others 
Concerned: 
SEC. 458. 319. INSPECTION OF CERTAIN RETURNS BY THE COMMITTEE 

0N THE JUDIcIARY) HoUsE QF REPREsENTATIvEs. — (a) Pursuant to the 
provisions of sections 55(a), 508, 603, 729(a), and 1204 of the Internal 
Revenue Code (58 Stat. 29, 111, 171, 54 Stat. 989, 1008, 55 Stat. 722; 
26 U. S. C. 55(a), 508, 603, 729(a), and 1204) and of the Executive 
order issued thereunder, any income, excess-profits, declared value ex- 
cess-profits, capital stock, estate, or gift tax return for any period to 
and including 1952 shall be open to inspection by the Committee on 
the Judiciary, House of Representatives, or any duly authorized sub- 
committee thereof, in connection with the inquiry authorized by the 
resolution of the committee adopted January 27, 1958, with reference 
to the administration of the Department of Justice and the OQice of the 
Attorney General of the United States. 

(5) The inspection of returns herein authorized may be made by the 
committee or a duly authorized subcommittee thereof, acting directly 
as a committee or as a subcommittee, or by or through such examiners 
or agents as the committee or subcommittee may designate or appoint 
in its written request hereinafter mentioned. Upon written request 
by the chairman of the committee or of the authorized subcommittee to 
the Secretary of the Treasury, giving the names and addresses of the 
taxpayers whose returns it is necessary to inspect and the taxable 
periods covered by the returns, the Secretary and any oflicer or em- 

ployee of the Treasury Department shall furnish such committee or 
subcommittee with any data relating to or contained in any such return 
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or shall make such return available for inspection by the committee 
or subcommittee or by such examiners or agents as the committee or 
subcommittee may designate or appoint, in the office of. the Commis- 
sioner of Internal Revenue. Any information thus obtained by the 
committee or subcommittee thereof shall be held confidential: Pro- 
vided, how'ever, That any portion thereof relevant or pertinent to the 
purpose of the investigation may be submitted by the committee to 
the House of Representatives. 

(c) Because of the immediate need of the Committee on tlie Judi- 
ciary, House of Representatives, to inspect the returns herein men- 
tioned, it is hereby found that it is impracticable and contrary to the 
public interest to issue this Treasury Decision with notice and public 
procedure thereon under section 4(a) of th'e Administrative Procediire 
Act, approved June 11, 1N6, or subject to the effective date limitation 
of section 4 (c) of said act. 

M. B. Eol, 'SOM, . 4ctinll Secretary of the l'reasnry. 
A pproved A pri 1 28, 1958. 

DwIGHT D. EISENIIowERi 
l'he lVhite House. 

(Filed with the Division of the Federal Register April 80, 1050, 10: 04 a. m. ) 

FxRCUTIVE ORDER 104'i1 
INSPECTION OF CERTAIN RETURNS BY THE CO515IITTEE ON TIIE JUDICIARY, 

'HOUSE OF REPRESENTATIVES 

By virtue of the authority vested in me by sections 55(a), 508, 
608, 729(a), and 1204 of the Internal Revenue Code (M Stat. 29, 
111, 171, M Stat. 989, 1008, 55 Stat. 722; 26 U. S. C. 55(a), 508, 
608, 729(a), and 1201), it is hereby ordered that any income, excess- 
profits, declared value excess-profits, capital stock, estate, or gift tax 
return for any period to and including 1952 shall be open to inspection 
by the Cotnmittee on the Judiciary, House of Representatives, or any 
duly authorized subcommittee thereof, in connection with the inquiry 
authorized by the resolution nf the committee adopted January 27, 
1953, with reference to the administration of the Department of Jus- 
tice and the office of the Attorney General of the United States, sub- 
ject to the conditions stated in the Treasury Decision relating to the 
inspection of such returns by that committee, approved by me this 
date. 

DWIGIIT D. EISENIIowER. 

THr, WIIITE HOUSE, 
April 88, 1058. 

(Filed with the Division of the Federal Register April 00, 105S, 10: 04 a. m. ) 

T. D. 6012 
TITLE 26 — INTERNAL REVLNUE. — CHAPTER I, SUBCHAPTER E, PART 458. — 

INSPLCTION OF KETUKNS 

1nspection of income, excess-profits. declared value excess-profits, 
capital stock, estate, and gift tax returns by the Coininittee on Gov- 

ernment Operations, House of Representatives. 



TREASURY DEPARTbIENT, 
Washington 88& D. C. 

To Officers and Ernp/oyees of the Internal Revenue Service and Others 
Concerned: 
SEc. 458. 820. INsPEOTIGN GF RETURNs BY THE CCMMITTEE oN Gov- 

ERNMENT OPERATIDNS) HCUsE 0F REPREsENTATIvEs) DURING EIGHTY- 
TIIIRD CoNCREss. — (a) Pursuant to the provisions of sections 55(a), 
508, 608, 729(a), and 1204 of the Internal Revenue Code (53 Stat. 29, 
111, 171; 54 Stat. 989, 1008) 55 Stat. 722; 26 U, S. C. 55(a), 508, 603, 
729 (a), and 1204), and of the Executive order issued thereunder, any 
income, excess-profit, declared value excess-profit, capital stock, 
estate, or gift tax return for any period to and including 1952, shall, 
during the Eighty-third Congress, be open to inspection by the Com- 
mittee on Government Operations, House of Representatives, or any 
duly authorized subcommittee thereof, in connection with its studies 
of the operation of Government activities at all levels with a view to 
determining its economy and efficienc. 

The inspection of returns authorized in this section may be made by 
the committee or such duly authorized subcommittee thereof, acting 
directly as a committee or as a subcommittee, or by or through such 
examiners or agents as the committee or the subcommittee may desig- 
nate or appoint in its written request hereinafter mentioned. Upon 
written request by the chairman of the committee or of the authorized 
subcommittee to the Secretary of the Treasury, giving the names and 
addresses of the taxpayers whose returns it is necessary to inspect and 
the taxable periods covered by the returns, the Secretary and any 
oflicer or employee of the Treasury Department shall furnish such 
committee or subcommittee with any data relating to or contained in 
any such return, or shall make such return available for inspection by 
the committee or the subcommittee or by such examiners or agents as 
the committee or the subcommittee may designate or appoint, in the 
oflice of the Commissioner of Internal Revenue. Any information 
thus obtained by the committee or the subcommittee thereof shall be 
held confidential: Provided, hovcever, That any portion or portions 
thereof relevant or pertinent to the purpose of the investigation may 
be submitted by the committee to the House of Representatives. 

(t ) Because of the immediate need of the said committee to inspect 
the tax returns herein mentioned, it is found that it is impracticable 
and contrary to the public interest to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Admin- 
istrative Procedure Act, approved June 11, 1946, or subject to the 
effective date limitation of section 4(c) of that act. 

(c) This Treasury Decision shall be effective upon its filin for 
publication in the Federal Register. 

G. M. HUMPIIREYg 
Secretary of the' Treasury. 

Approved May 22, 1958. 
DwIGHT D. EISENHOWER) 

The White IIouse. 

(Filed with the Division of the Federal Register Max 25, 1959, 9: 57 a. m. ) 
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EZEcIITIvE OIIDER 10455 

INSPECTION OF INCOME, EXCESS-PROFITS, DECLARED VALUE EXCESS-PifoifITS, 
CAPITAL STOCK, ESTATE, AND GIFT TAX RE'I'U!INS BY THE COMMITTELI' ON 
GOVERNMENT OPERATIONS, HOUSE OF REPRESENTATIVES 

By virtue of the authority vested in me by sections 55 (a), 508, 603, 
729(a), and 1204 of the Internal Revenue Code (53 Stat. 29, 111, 171; 
M Stat. 989, 1008; 55 Stat. 722; 26 U. S. C. 55 (a), 508, 603, 729 (a), and 
1204), it is hereby ordered that any incoine, excess-profits, declared 
value excess-profits, capital stock, estate, or gift tax return for any 
period to and includino 1952, shall, during the Eighty-third Cong!'ess, 
be open to inspection by the Committee on Gove~rnment Operations, 
House of Representatives, or any duly authorized subcommittee thereof 
in connection with its studies of the operation of Government activi- 
ties at all levels with a view to determining!ts economy and eAiciency, 
subject to the conditions stated in the Treasury Decision relatindv to 
the inspection of such returns by that committee, approved by me 
this date. 

This Executive order shall be effective upon its filing for publication 
in the Federal Register. 

DWIGHT D. EISENIIOWER. 
TEIE lVHITK HOUSE& 

3Z ay 885 Z958. 

(Filed vrith the Division of the Federal Register May 25, 10og, 9:57 a. m. ) 

SECTION 56. — PAYMENT OF TAX 

SEGTIQN 29. 56 — 2: Extension of time for payment 
of the tax or installment thereof. 

INTERNAL REVEiNUE CODE 

Time extended for filing exempt cooperative association income tax 
return, Form 990 — C. (See Rev. Rul. 27, page 85. ) 

SEGTioN 29. 56-2: Extension of time for payment 
of the tax or installment thereof. 

INTERNAL REVENULI' CODE 

Further extension of time for filing exempt cooperative association 
income tax return, Form 990 — C. (See Rev. Rul. 102, page 86. ) 

SECTION 58. — DECLARATION OF ESTI35IATED TAX BY 
IiV DIVED UALS 

SEUTIGN 29. 58-2: Declarations of estimated tax. 
INTERNAL REVENUE CODE 

Rev. Rul. 118' 

Extension of time for filing of declaration of estimated tax in 

cases of certain alien residents of the United States. 

1, Any alien resident of the United States required under the pro- 

visions of section 58 of' the Internal Revenue Code to file during 

~ o gt ittv; d Is-sn g 222cs, d I d I *12, Iliad. 
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the year 1953 a declaration of estimated tax or to amend such a 

declaration is hereby granted an extension of time for the filing or 
amendment of such declaration provided that such declaration or 
amendment thereto is required solely by reason of the operation of 
section 247 of the Immigration and Nationality Act, Public Law 414, 
Eighty-second Congress, dealing with the status of certain alien resi- 

dents of the United States. The extension of time herein granted 
shall be for a period of 6 Inonths but in no event shall such extension 

operate to extend the date for such filing or amendment beyond Sep- 
teinber 15, 1953, or beyond the date prescribed by law for filing the 
income tax return for the taxable year. For the purpose of this 
Revenue Ruling the date prescribed by law for the filing of the income 

tax return for the taxable year shall be determined without regard 
to any extension of time granted the taxpayer. 

2. Corresponde'nce regarding this Revenue Ruling should refer to 
its number and the symbols T: R. 

SUBCHAPTER C. — SUPPLEMENTAI PROVISIONS 

SUPPLEMENT A. — RATES OF TAX 

SECTION 101. — EXEMPTIONS FROM TAX 
ON CORPORATIONS 

SEOTIGN 29. 101 (2) — 1; Mutual savings banks. T. D. 5954 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND 

PART 40 

Taxation of mutual savings banks, building and loan associations, 
and cooperative banks for taxable years beginning after December 
81, 1951. 

TREASURY DEPARTMENT& 
OFFIOE 01' CQMMIssloNER oF INTERNAL REVENUE) 

IVaah~'ngton 85, D. C. 
To Offtcer8 and EmpZoyeee of the InternaZ Revenue 8ervt'ce and Othera 

Concerned: 
On July 1, 1952, notice of proposed rule making was published in 

the Federal Regis~ter (17 F. R. 5909) conforming Regulations 111 
[26 CFR, pyrt 29] to sections 313 and 346 of the Revenue Act of 1951, 
approved October 20, 1951, and conforming Regulations 130 [26 CFR, 
part 40] to section 313 of the Revenue Act of 1951. After considera- 
tion of all such relevant matter as was presented by interested persons 
relating to the rules proposed, the amendments to Regulations 111 
and 130, set forth below, are hereby adopted. 

REGULATIONS 111 [26 CFR, PART 291 

PARAGRAPH 1. There is inserted immediately preceding section 
29. 101(2) — 1 the following: 

SEC. 818. MUTUAL SAVINGS BANKS, BUILDING AND LOAN AS- 
SOCIATI()NS, COOPERATIVE BAiNKS [REVENUE ACT OF 1951, 
APPROVED OCTOBER 20, 1951]. 

(a) Iiiurcxn SAVINos BANKs. — Section 101 (2) (relating to exemp- 
tioII from tax of niutual savings banks) is hereby repealed. 



99 [I) 29. 101 (2)-1. 

(j) EFFEcTIvE DATE. — The amendments made by this section shall 
be applicable only with respect to taxable years beginning after 
December 81, 1951. 

PAR. 2. Section 29, 101(2)-1 is amended as follows: 
( &) By changing the heading thereof to read as follows: '. )IUTUAL SAvINGs BANKs — TAZABLE YEARs BEGINNING PRIGR To 

JANIIARY 1, 1952. " 
(B) By inserting immediately preceding the first sentence thereof 

the following new sentence: 
The provisions of this section shall be applicable on'. y to taxable y&ars begin- 

ning prior to January 1, 1952. I&'or taxable years beginning after December 81, 
105, see section 20. 101(2)-2. 

PAR. 8. There is inserted immediately preceding section 20. 101 
(3) — 1 the following new section: 

Ssc. 2!). 101(2) — 2. MuruAL SAvINGs BANK8 — TAXARI. E YEARs BFGINNING AFTER 
DFcFIIRKR 81, 1951. — For taxable years beginning after December 81, 105&1, a 
mutual savings bank not having capital stock represented by shares is subject 
to 1&oth normal tax and surtax as in the case of other corporations. Such a bank 
is, however, not subject to excess proiits tax. For special rules governin ~ the 
taxation of a mutual savings l, ank conducting a life insurance business, see 
se&tinn 110 and the regulations prescribed thereunder. 

W)&)le the general principles for determining the net inco&ne of a corporation 
are applicable to a mutual savin s bank not haviug capital stock represented by 
shares, there are certain exceptions and special rules governing the computation 
in the case of such a bank. See section 29. 28(k)-o for special rules concernin ~ 

additions to reserves for bad debts. See also section 20. 28(r)-1, relating to 
dividends paid hy banking corporations, for special rules concerning deductions 
for amounts paid to, or credited to the accounts of, depositors as dividends. Fur- 
thermore, in determining the normal tax net income of such a mutual savings 
bank, the credit for dividends received provided in section 20(b) shall not be 
applicable to dividends which Ivere deductible in computing the net iuco&ne of 
the distributing corporation under section 28(r). 

The taxable year (fiscal year or calendar year, as the case may be) of a 
mutual savings bank not having capital stock represented by shares shall be 
determined without regard to the fact that the taxpayer may have been exmnpt 
from tax during any prior period. See sections 41 and 48 and the re'ulations 
thereunder. Similarly, in computing net income, the determination of the tax- 
able year for which an item of income or expense is taken into account shall be 
made under the provisions of sections 41, 42, and 48, and the re ulations there- 
under, whether or not the item arose during a taxable year beginning before, on, 
or after December 81, 1051. For the purpose of deter&uiuing the method of 
a&. counting of the mutual savings bank un&1&'r section 41, a method of accounting 
recognized under section 41 and under the regulations prescribed thereunder, 
and utilized in the return of such a bank filed for the first taxable year begin- 
ning after December 81. 1051, shall be deemed to constitute the method of account- 
ing regularly employed by the mutual s &vings bank. The method selected shall 
be subject to the approval of the Commissioner upon the examination of the re- 
turn. Any change in the method so selected aud so approved may be made only 
if permission is obtained from the Commissioner under section 20. 41 — 2 to change 
to another recognized method. For the purpose of co&nputing, under section 12", 
the net operating loss deduction provided in section 28(s), the terms "pre& eding 
taxable year" and "preceding taxable years", as used in section 122, shan't not 
include any taxable year for which the mutual savings bank was exempt from 
tax. Thus, if the mutual savings bank was exempt from tax for the immediately 
preceding taxable vear, the net operating loss is not a carry-back to any pre- 
ceding taxable vear, and the net operating loss carry-over to succeeding taxable 
years is not reduced by the net income for any preceding taxable year. No net 
operating loss carrv-back or carry-over shall be allowed from a taxable year 
beginning prior to January 1, 1952. 
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PAR. 4. There is inserted immediately preceding section 29. 101(4)-1, 

the following: 
SEC. 818. MUTUAL SAVINGS BANKS, BUILDING AND LOAN ASSO- 

CIATIONS, COOPERATIVE BANKS [REVENUE ACT OF 19ol, 
APPROVED OCTOBER 20, 1951]. 

(b) BUILDING AND LGAN AssocIATIGNs AND CCGPERATIVE BA'NKs. — 
Section 101(4) (relating to exemption from tax of building and loan 

associations and cooperative banks) is hereby amended to read as 

follows: 
"(4) Credit unions without capital stock organized and operated 

for mutual purposes and without profit; and corporations or associa- 

tions without capital stock orgauized prior to September 1, 195, 
and operated for mutual purposes and without profit for the pur- 

pose of providing reserve funds for, and insurance of, shares or 

deposits in— 
"(A) domestic building and loan associations, 
"(B) cooperative banks without capital stock organized and 

operated for mutual purposes and without profit, or 
"(C) mutual savings banks not having capital stock repre- 

sented by shares;". 
III 

(j) EFFEcTIvE DATE. — The amendments made by this section shall be 

applicable only with respect to taxable years beginning after December 

81, 1951. 
PAR. 5. Section 99. 101(4)-1 is amended as follows: 
(A) By changing the heading thereof to read as follows: "BvlLDING 

AND AGAN AssocIATIQNs AND CDOPERATIvE BANKs — TAxhBLE YEARs 

BEGINNING PRIOR To JANVARY 1) 19M. 
(B) By inserting immediately preceding the 6rst sentence thereof 

the following: 
The provisions of this section shall be applicable only to taxable years begin- 

ning prior to January 1, 1952. For taxable years beginning after December 81, 
1951, see section 29. 101(4) — 2. 

PAR. 6. There is inserted immediately preceding section O9. 101(5) -1 
the following: 

SEO. 29. 101(4) — 2. BUIIDING AND LosN AssocIATIGNs AND CGGPFRATIVE BANKS— 
TAxABLE YEARs BEGINNING AFTER DEcEMBER 81, 1951. — h or taxable years be in- 

ning after December 81, 1951, a building and loan association and a cooperative 
bank not having capital stock represented by shares are subject to both normal 
tax and surtax as in the case of other corporations. Such institutions are, how- 
ever, not subject to excess profits tax. 

While the general principles for determining the net income of a corporation 
are applicable to a building and loan association and a cooperative bank not 
having capital stock represented by shares, there are certain exceptions and 
special rules governing the computation in the case of such institutions. See 
section 29. 28(k) — 5 for special rules concerning additions to reserves for bad debts 
See also section 29. 28(r) — 1, relating to dividends paid by banking corporations, 
for special rules concerning deductions for amounts paid to, or credited to the 
accounts of, holders of withdrawable accounts as dividends. Furthermore, in 
determining the normal tax net income of a building and loan association aud a 
cooperative bank, the credit for dividends received provided in section 26(b) 
shall not be applicable to dividends which were deductible in computing the 
net income of the distributing corporations under section 28(r). 

The taxable year (fiscal year or calendar year, as the case may be) of a build- 
ing and loan association and a cooperative bank not having capital stock repre- 
sented by shares shall be determined without regard to the fact that the taxpayer 
may have been exempt from tax during any prior period. See sections 41 and 48 
and the regulations thereunder. Similarly, in computing net income, the deter- 
mination of the taxable year for which an item of income or expense is taken 
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into account shall be made under the provisions of section 41, 42, and 48, and the 
regulations thereunder, whether or not the iten& arose during a taxable vcar 
beginning before, on, or after Dece&nber 81, 1051. I!'or the purpose of determining 
the method of accounting of the building aud loan ass&&ciation or cooperative 
bank under section 41, a. method of accountin recognized under section 41 an&i 
under the regulations prescribed thereunder and utilized in the return of such 
institution filed for the first taxable year beginning after December 81, 1!R&1, 
shall be deemed to constitute the method of accounting regularly employed by 
the institution. The method selected shall be subject to the approval of the 
Commissioner upon the examination of the return. Any change of the method 
so selected and so approve&i may be made only if permission is obtained fron& 
the Commissioner to change to another recognized basis in accordance with sec- 
tion 29. 41-2. For the purpose of computing, under section 122, the net oper:&t- 
in" loss deduction provided in section 28(s), the terms "preceding taxable year. " 
and "preceding taxable years', as used in section 122, shall not include any tax- 
able year for which the building and loan association and cooperative banl& were 
exempt from tax, Thus, if the building and loan association and cooperative 
bank were exempt from tax for the immediately preceding taxable year, the net 
operating loss is not a carry-back to any preceding taxable year, and the net 
operating loss carry-over to succeeding taxable years is not reduced by the 
net income for any preceding taxable year. No net operating loss carry-back 
or carry-over shall be allowed from a taxable year beginning prior to January 
1, 195?. 

SEc. 29. 101(4)-8. CREDIT UNIDNs AND MUTUAI INsURANcE FUNDB. — Credit 
unious (other than I ederal credit unions which are exempt under section 
101(1, &)) w'thout &apital stock organized and operated for inutual purposes 
and vvithout profit are exempt from tax under section 101(4). Corporations or 
associations without capital stock organized prior to September 1, 1951, and 
operated fcr mutual purposes and without profit for the purpose of providing 
reserve funds for and insurance of shares or deposits in- 

(a ) Domestic building and loan associations as defined in section 
8797(a)(19), 

(t&) Cooperative banks without capital stock organized and operated for 
Inutual purposes and without profit, or 

(c) Mutual savings banks not having capital stock represented by shares, 
are exempt from tax under section 101(4). 

PAR. 7. There is inserted immediately preceding section 29. M (k) -1, 
the lollowing: 

SEC. 818. MUTUAL SAVINGS BANKS, BUILDING AND LOAN 
ASSOCIATIONS, COOPERATIVE BANKS [REVENUE A. CT OF 
1951, APPROVED OCTOBER 20, 1951]. 

&I! 

(e) BAD DErv REsERvEs. — Section 28(k) (1) (relating to deduction 
from gross income of bad debts) is hereby amended by adding at the end 
thereof the following: "In the case of a mutual savings bank not having 
capital stock represented by shares, a domestic building and loan as- 
sociation, and a cooperative bank without capital stock organized and 
operated for mutual purposes and without profit, the reasonable addition 
to a reserve for bad debts shall be deter&Dined with due regard to the 
amount of the taxpayer's surplus or bad debt reserves existing at the 
close of December 81, 1951. In i, he case of a taxpayer described in the 
preceding sentence, the reasonable addition to a reserve for bad debts 
for any taxable year shall in no case be less than the amount determined 
by the taxpayer as the reasonable addition for such year; except that 
the amount determined by the taxpayer under this sentence shall not 
be greater than the lesser oi (A) the amount of its net income for the 
taxable year, computed without regard to this subsection, or (B) the 
amount by w!hich 12 per centum of the total deposits or withdrawable 
accounts of its depositors at the close of such year exceeds the sum of its 
surplus undivided profits, and reserves at the beginning of the taxable surp us, u 
vear. " 

&l! 

(j) E&EEEcTIVE DATE. — The amendments made by this section shall be 

app i&&a it& able only with respect to taxable vears beginning after December 

8L 1051. 
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PAR. 8. Section 29. 28(k) — 5 is amended as follows: 
(A) By changing the heading thereof to read as follows: nREsERvE 

roR BAn DEaTs. — (a) l'axpayers other than mutual savings banks, 
building and loan associations, and cooperative banks. —" 

(B) By inserting at the end thereof the following: 

(b) itf'utual savings banks, &building and loan associations, and cooperative 
banks. — (1) tn genera/. — For taxable years beginning after December 81, 1951, 
a mutual savings bank not having capital stock represented by shares, a domestic 
building and loan association, and a cooperative bank without capital stock 
organized and operated for mutual purposes and without profit may, as an alter- 
native to a deduction from gross income for speeifie debts which become worth- 
less in whole or in part, deduct amounts credited to a reserve for bad debts in 
the manner and under the circumstances prescribed in this section. In the ease of 
such an institution the selection of either of the alternative methods for treating 
bad debts may be made by the taxpayer in the return for its first taxable year 
beginning after December 81, 1951. The method selected shall be subject to the 
approval of the Commissioner upon examination of the return. Any change iu 
the metliod so selected and approved may be made only if permission is granted 
as provided in section 29. 2S(k)-1(a). 

(2) Dcfinitions. — When used in this paragraph- 
(i) The term "institution" means either a mutual savings bank not having 

capital stock represented by shares, a domestic building and loan associa- 
tion as defined in section 9797(a) (19), or a cooperative bank without capital 
stock organized and operated for mutual purposes and without profit. 

(ii) "Surplus, undivided profits, and reserves" means the amount by which 
the total assets of an institution exceed the amount of the total liabilities 
of such an institution. For this purpose the term "total assets" means 
the sum of money, plus the aggregate of the adjusted basis of the property 
other than money held by an institution. Such adjusted basis for any 
asset is its adjusted basis for determining gain upon sale or exchange 
for Federal income tax purposes. (See, in general, section 118 and the 
regulations prescribed thereunder. For special rules with respect to adjust- 
ments to basis for prior taxable years during which the institution was 
exempt from tax, see section 29. 119(b) (1)-4. ) The determination of the 
total assets of any taxpayer shall conforni to the method of accounting 
employed by such taxpayer in determining net income and to the rules 
applicable in deterinining its earnings and profits. The term "total liabil- 
ities" means all liabilities of the taxpaver, which are fixed and determined, 
absolute and not contingent, and includes those items which constitute 
liabilities in the sense of debts or obligations. The total deposits or with- 
drawable accounts, as defined in subdivision (iv) below, shall be considered 
a liability. In the case of a building and loan association havin ~ permanent 
nonwithdrawable capital stocl- represented by sliares, the paid-in amount 
of such stock shall also be considered a liability. Reserves for contingencies 
and other reserves, however, which are mere appropriations of surplus are 
not liabilities. 

(iii) The term "surplus or bad debt reserves existing at the close of 
December SI, 1951", means the amount of surplus, undivided profits, and 
reserves accumulated by the institution prior to January 1, 1952, and in 
existence at the close of December Sl, 1951. 

(iv) The term "total deposits or withdrawable accounts" means the 
a, gregate of (A) aniounts placed with an institution for deposit or invest- 
ment and (B) earnings outstanding on the books of aeeount of the institu- 
tion at the close of the taxable year which have been credited as dividends 
upon such accounts prior to the close of the taxable year, except that in 
the case of a building and loan association, such term does not include 
permanent nonwithdrawable capital stock represented by shares, or earnings 
credited thereon. 

(3) institutions icith surplus, reserves, and nndivi&led profits in an ainount less 
than S percent of total deposits or icithdra&cnble accounts. — Where 12 percent 
of the total deposits or withdraw;ible accounts of an institution at the close of 
tlie taxable year exceeds the sum of its surplus, undivided profits, and reserves 



at the beginnin of the taxable year, tliere is allowable as a deduction from 
gross income as an addition to a reserve for bad debts any ainount determined 
by the taxpayer not exceeding the lesser. of: 

(i) The amount of the net income of such institution for the taxable vear 
computed without regard to section 28(k) (1) or, 

(ii) The amount by which 12 percent of the total deposits or withdrawable 
accounts at the close of the taxable year exceeds the sum of the institution's 
surplus, undivided profits, and reserves at the beginnirig of the taxiible yi ar. 

Rad debt losses sustained during the taxable year shall be charged against 
the bad debt reserve. Recoveries of debts charged a ainst the bad debt 
reserve during a prior taxable year in which the institution was suliject to 
tax under this chapter shall be credited to the bad debt reserve. The estirblish- 
ruent of such reserve and all adjustinents made thereto must be refiected 
on the re ular books of account of the institution at the close of the taxaMe 
year, or as soon as practicable thereafter. For the purpose of this paragraph 
minimum amounts credited iu compliance ivith lr ederal or State statutes, 
regulations, or supervisory orders, to reserve or similar accounts, or additional 
aruounts credited to such reserve or similar accounts and permissive under 
such statutes, regulations, or orders, against which charges ruay be made for the 
purpose of aiisorbing losses sustained by an institution iviR be deemed to have 
been credited to the bad debt reserve authorized under this paragraph. 

Ezrrnrple (I). On January 1, 1952, and on December 81, 1952, Institution A, 
which keeps its bool-s on the basis of the calendar year, has total deposits or 
withdrawable accounts of $10, 000, 000, all of which amount is insured by an agency 
of the Federal government. The surplus, reserves, and undivided profits of 
Institution A at the opening of business on January 1, 1952, total $800, 000. A 
regulation of a I ederal agency requires that at the close of the taxable year 
an amount equal to 0. 8 percent of the value of the insured accounts at the 
beginning of the year be credited by Institution A to a Federal insurance reserve 
for the sole purpose of absorbing losses. A statute of the State having 
jurisdiction over Institution A requires that not less than 5 percent of the net 
profits of Institution A, computed before provisions for dividends, be credited 
at the close of the year to a "reserve fund" for the purpose of absorbin losses. 
The credit to such reserve fund of additional amounts in excess of 5 percent 
of net profits is permissive under such statute, proviiled that the total amounts 
credited do not exceed 25 percent of net profits. It is assumed for the purpose of 
determining the amount to be credited to the State reserve fund that "not less 
than 5 percent of the net profits" of Institution A, computed under State law be- 
fore provisions for dividends for the taxable year 1952 amounts to $17, 500. 

Prior to the taxable year Institution A did not maintain a reserve for bad 
debts. During 1952 Institution A sustained bad debt losses of $5, 000. The 
net income of Institution A for the taxable year 1952, computed under chapter 1 
after taking into account all applicable deductions (including the deduction for 
dividends provided in section 28(r) (1) ) except the deduction provided in section 
28(k) (1) is $200, 000. 

The books of account of Institution A shoiv credits for the taxable year 1952 
to the following reserves: 
Feder I insurance reserve $80, 000 
State reserve fund 2i, 000 
Bad debt reserve 45, 000 
Miscellaneous reserves 15, 000 

There is allowable as a deduction under section 28(k) (1) $100, 000 ($45, 000 
credited to the bad debt reserve, $80, 000 credited to the Federal insurance 
reserve, and $25, 000 representing a permissive amount less than 2o percent of 
net profits under the State statute, credited to the State reserve fund). 

Assuming that Federal incorue taxes for 19 r2 amount to $40, 500 on the net 
income ot $100, 000, the amount credited to the surplus account for 1952 will 
be $88, 500, that is, $58, 500 ($100, 000 minus $-(0, 500) less the $1;&, 000 credited to 
miscellaneous reserves for which no 1&ad debt deduction is allowable. Conse- 
quently, the surplus, undivided profits, and reserves of Institution A, amounting 
to $800, 000 at the close of December 81, 1951, as increased by amounts credited 
to these accounts for 1952 ivill total $948, 500 at the close of December 81, 1952, 
computed as folloivs: 



js 29. 101(2)-1. ] 104 

Surplus, reserves, and undivided profits at close of December 81, 1951 
Amount credited to miscellaneous reserve accounts for 1052 
Amount credited to State reserve fund for 1052 
Amount credited to Federal insurance reserve for 1952 
Amount credited to surplus for 1952 
Bad debt reserve at close of December 81, 1951 
Amount credited to reserve for. bad debts for 1052 $45, 000 
Less: Bad debt losses sustained during 1952 5, 000 
Bad debt reserve at close of December 81, 1952 

$800, 000 
15, 000 
25. 000 
80, 000 
38, 500 

0 

40, 000 

Surplus, undivided profits and reserves existing at close of December 31, 
10&9 19o2 948, 500 

Example (2). The net income of Institution B for the taxable year 1052, 
computed under chapter 1 after all deductions including the deduction for 
dividends, but before the deduction provided in section 28(k) (1), is determined 
to be $250, 000. Such $250, 000 is credited by Institution B to the bad debt reserve 
as provided in section 23(k) (1) and section 29. 28(k) — 5(b) (8). The amount 
by ivhich 12 percent of the total deposits or withdrawable accounts of Insti- 
tution B at the close of the taxable year exceeds the sum of such institution's 
surplus, undivided profits and reserves at the beginning of the taxable year is 
$500, 000. 

Dur!ng 1954, upon examination of the return of income filed by Institution 
B for 1952, it is determined that the net income of such institution, properly 
computed, without regard to section 28(k) (1) is $275, 000. Assuming that 
Institution B credits the additional $25, 000 to its bad debt reserve, there is 
allowable Rs a deduction from gross income for such institution for the taxable 
year 1052, $275, 000. 

(4) Institutions tcith surplus, reserves, and undieided profits equal to or in 
ezcess of 18 percent of deposits or urithdrauable accounts. — Where 12 percent 
of the total deposits or withdrawable accounts of an institution at the close 
of the taxable year is equal to or less than the sum of such institution's surplus, 
undivided profits and reserves at the beginning of the taxable year, there may 
be allowable as a deduction from gross income a reasonable addition to the 
reserve for bad debts determined under the general provisions of (a) of this 
section. In making such determination there will be taken into account (i) 
surplus, or bad debt reserves existing at the close of December 81, 1051, 
and (ii) changes in the surplus, undivided profits, and reserves of the insti- 
tution from December 31, 1051, until the beginning of the taxable year. Deduc- 
tions for additions to the reserve for bad debts, in addition to the deductions 
allowed, if any, under (3), above, will be authorized in those eases where the 
institution proves to the satisfaction of the Commissioner that the bad debt 
experience of the institution warrants the maintenance of a bad debt reserve 
in excess of that provided in (8), above. 

PAR. 9. There is inserted immediately after section 29. 113(b) (1)-3 
the following: 

SEc. 20. 118 (b) (1) -4. AnsvsrEO BAsis: Mvtvxz. Ssviwcs BANKs, BviisiiNO ANR 
LoAN AssocIATIDNs, xNO CoopER~rivE B&NKs. — The adjustments to the cost or 
other basis of property provided in section 118(b) and section 29. 118(b) (1)-1 
to section 29. 118(b) (1) — 8, inclusive, are applicable in the case of a mutual sav- 
ings bank not having capital stock represented by shares, a domestic building 
and loan association, and a cooperative bank without capital stock organized 
and operated for mutual purposes and without profit, although such institutions 
were exempt from tax for taxable years beginning prior to January 1, 1952. 
Proper adjustment must be made under section 118(b) for the entire period 
since the acquisition of property, Thus, adjustment to basis must be made for 
depreciation allowable for all prior taxable years although such institution may 
have been exempt from tax during such period, Siinilarly, in the case of tax 
exempt and partially taxable bonds purchased at a premium and subject to 
amortization under section 125, proper adjustment to basis must be made to 
rellect amortization with respect to such premium from the date of acquisition 
of the bond. 

Ezampler On January 1, 1052, Z, a mutual savings banlr, which keeps its 
books on a calendar year basis, owns a tax-exempt $1, 000 noncallable bond matur- 
ing on January 1, 1062. Such bond was acquired by Z on January 1, 1932, for 
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$1, 300. It was sold by Z on December 31, 1902, fol. ' $1, 200. The yearly rate of 
amortization of the premiuln, determined by dividing the total premiul» of 
$300 by the life of the bond (30 years) is $10, Z realizes a gain of $()0 from 
such sale computed as follows: 
(1) Cost of bond $1, 300 
(2) Amount of bond prel»ium attributable to years 1042 through 

1M1, during v;hich X was exe»ipt from tax ($10 til»es 10 years) $100 
(3) Amount of bond premium anlortized from January 1, 1032, 

through December 31, 190l2 ($10 tinles 1 year) 10 

(4) Total amount of adjustments to basis (ag "regate of (2) and (3)) 110 

(0) Adjusted basis of bond at close of 1932 ((1) reduced bv (4)) 1, 1!)0 

(0) Gain realized upon sale. Excess of sale price over adjusted basis 
($1, "30 minus $1, 190) 00 

The basis of a fully taxablle bond purchased at a prel»ium shall be adjusted 
froln the date of the election to amortize such premiunl in accordance with tbe 
provisions of section 1"0. except that no adjustl»ent shall be allolv»ble for such 
portion of the premium, attributable to the period prior to the election. 

In the case nf a mortgage purchased, acquired, or originated at a plemium, 
where the principal of such mortgage is payable in installments, adjustments 
to the basis of the pret»ium must be macle for all taxable years (whether or not 
the institution Ivas exl'mpt from tax during such years) in which installment 
payments are received. Such adjustlnents may be made on an individual 
mortgage basis or on a composite basis by reference to the average period of 
payments of the mortgage loans of such institution. For the purpose of this 
adjustment, the term "premiuln" includes the excess of the acquisition value 
of the mortgage over its maturity value. The acquisition value of the mortgage 
is the cost including buying comlnissions, attorneys' fees or brokerage fees, 
but such value does not include amounts paid for accrued interest. 

. PAII. 10. There is inserted immediately after section 29. Ã(q) — 1 as 
amended by Treasury Decision 5924 t( . D. 1952 — 2, 100], approved 
August 4, 1952, the following: 

SEC. 313. MUTUAL SAVINGS BANKS, BUII, DING AND LOAN 
ASSOCIATIONS, COOPERATIVE BANKS [REVENUE ACT OF 
1901, API'ROI'KD OCTOBER 20, 1901]. 

t 
(f) DIvIDENDs PAIn To DEposIToas. — Section 23(r) (relating to the 

deduction from gross income of certain dividends paid by banking cor- 
porations) is hereby amended to read as follows: 

"(r) DIvIDENDs PAID BY BANKING CGRPGRATIGNs. — 
"(1) In the case of mutual savings banks, cooperative banks, a»d 

domestic building and loan associations, amounts paid to, or credited 
to the accounts of, depositors or holders of accounts as dividends on 
their deposits or withdrawable accounts, if such amounts paid or 
credited are withdralvable on demaud subject only to customary 
notice of intention to withdraw. 

"(2) For deduction of dividends paid by certain other banl-ing 
corporations, see section 121. " 

III 

(j) EEEEGTIvE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after December 
31, 1901. 

SEG. 29. 23 (I) — 1. DIYIDENDs PAID BY MIJTUAL SAYINGs BANKs, BUII DING AND 

LGAlv AssocIATIoxs, AND CooeERATIvE BANNS. — (a) In general. — A mutual sav- 

ingS bank not having capital stock represented by shares, a dolnestic buihli»g 
and loan association, and a cooperative bank without capital stock organized 
and operated for mutual purposes and without profit may deduct from gross in- 

cotne amounts which during the taxable year are paid to or credited to the 
a~ccounts of depositors or holders of accounts, as dividends on their deposits or 
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withllrawable accounts, if such amounts paid or credited are withdrawable on 
den!;! Dd subject only to customary notice of intention to withdraw. 

Tlie deduction provided in section 28(r) (1) is applicable to the taxable year in 
which amounts credited as dividends become withdrawable by the depositor or 
holder of account subject only to customary notice of intention to withdraw. 
Thus, amounts credited as dividends as of the last day of the taxable year which 
are not withdrawable by depositors or holders of accounts until the business day 
next~succeeding are deductible under this section in the year subsequent to 
the taxable year in which they were credited. A deduction under this section 
will not be denied by reason of the fact that amounts credited as dividends, 
otherwise deductible under this section, are subject to the terms of a pledge 
agreement between the institution and the depositor or holder of account. In 
the ease of a building and loan association having nonwithdrawable capital stock 
represented by shares, no deduction is allowable under this section for amounts 
paid or credited as dividends on such shares. 

(b) Serial nssociations, bonus plans, etc. — In the case of a building and loan 
associatio~ which operates in whole or in part as a serial association, which 
maintains a bonus plan, or which issues shares subject to fines, penalties, for- 
feitures, or other withdrawal fees, there is deductible under section 28 (r) (1) 
the total amount credited as dividends upon such shares, credited to a bonus 
account for such 'shares, or allocated to a series of shares for the taxable year, 
notwithstanding that as a customary condition of withdrawal— 

(1) Amounts invested in, and earnings credited to, series shares must be 
withdrawn in multiples of even shares, or 

(2) Such association. has the right, pursuant to by-law, contract, or 
other!vise, to retain or recover a portion of the total amount invested in, 
or credited as earnings upon, such shares, such 'bonus account or series of 
shares, as a fine, penalty, forfeiture, or other withdrawal fee. 

In any taxable year in which the right referred to in subparagraph (2) above is 
exercised, there is includible in the gross income of such association for such 
taxable year, amounts retained or recovered by the association pursuant to the 
exercises ot such right. 

Scc. 20. 28(r) — 2. Div!DENDs PA!n BY CERT~IN B~NKING CoRPoRATIoNs OTHER 
THAN MUTUAL SAvINGs BANKs, BUILDING AND LGAN AssocIATIGNs, AND CooPERA. - 
Tivz BANKs. — For deduction of dividends paid by certain banking corporations 
other than mutual savin "s banks, building and loan associations, and coopera- 
tive banks, see section 121. 

PAR. 11. There is inserted immediately after section 29. 23(bb) — 1& as 
added by Treasury Decision 5873 [C. B. 1952-1, 23], approved Decem- 
ber 7, 1951, the following: 

SEC. 818. MUTUAL SAVINGS BANKS, BUILDING AND LOAN 
ASSOCIATIONS. COOPERATIVE BANKS [REVENUE ACT OF 
1!)51, APPROVED OCTOBLPR 20, 1051]. 

(g) DED!!CTIDN FQR REPAYMENT oF CERTAIN LGANs. — Section 28 (re- 
lating to deductions froin gross income) is hereby amended by adding at 
the end thereof the folloiving: 

"(dd) REPAYMENT BY MUTUAL SAvINGs BA!VKs, ETO. , oF CERTAIN 
I. oANN. — In the case of a mutual savin s bank not having capital stock 
represented by shares, a domestic building and loan association, or a 
cooperative bank without capital stock or anized and operated for 
mutual purposes and v;ithout profit, amounts paid by the taxpayer 
during the taxable year in repayment of loans made prior to September 
1, 1051, by (1) the United States or any agency or instrumentality 
thereof which is wholly owned by the United States, or (2) any mutual 
fund established under the authority of the laws of any state. " 

(j) EFIEcTIvz DATI, . — The amendments made by this section shall 
be applicable only with respect to taxable years beginning after Decem- 
ber 81, 1951. 

SEO. 29. 28(dd) — 1. REPAYMENT oF CERTAIN LQANs BY MUTUAL SAvINGs BANKs, 
BUILDING AND LGAN A. ssocIATIONs, AND CQOPERATIYE BAN~S — Foi' taxable years 
beginuing after December 81, 1051, there shall be deductible under section 
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28(dd) from the gross income of a mutual savings bank not having capital 
stock represented by shares, a domestic building and loan associatTon, or a 
cooperative bank without capital stock organized and operated for mutual 
purposes and without profit, amounts paid by such institutions &luring the 
taxable year in repayment of loans made prior to September 1, 1901, by the 
United States or any agency or instrument~lity thereof which is wholly owned 
by the United States, and amounts paid to a mutual fund esiablished un&ler the 
authority of the laws of any State. I&'or exa&nple, amounts paid by such institu- 
tion in repayment of loans made by the Reconstruction I&'inance Corpor:&tion 
prior to Septen&ber 1, 1981, are deductible un&ler this section. Section 28(d&1) 
is not applicable, however, in the case of amounts paid to an agency or instru- 
mentality not wholly owned by the United States. 

PAN. 12. There is inserted immediately preceding section 20. 104-1 
the following: 

SEC. 818. MUTUAI. SAVINGS BANKS, BUILDING AXD LOAN AS- 
SOCIATIONS, COI)PERATIVE BANKS [REVENUE ACT OF 1981, 
APYIIOVLFD OCTOBER 20, 1981]. 

(h) DRFrxrr&ON oF B&NK. — Section 104(a) (relating to definition of 
bank) is hereby amended by inserting at the end thereof the following: 
"Such tenn also means a domestic buildin and loan association. " 

(j) EFFEcnvF DAaE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginuing after December 
81, 1981. 

PA@. 13. There is inserted immediately preceding section 29. 3797-1 
the following: 

SEC. 818. MUTUAL SAVINGS BANK'S, BI'II. DI'XG AND I. OA X AS- 
SOCIATIONS, COOPERATIVE BANKS [REVENUE ACT OF 1901, 
APPROVL'D OCTOBER 20, 1%1]. 

(i) DEFINITIov oF Doh&EsTIc BUILDING AND Loxw AssocIATIQN. — Sec- 
tion 8797(a) (relating to definitions for the purpose of the Inte& nal 
I. 'erenue Code) is hereby amended by adding at the end thereof the fol- 
lowing new paragraph: 

"(19) DOMEST&c BUILDING AND I CAN AssocraTtoN. — The tenn 
'domestic building and loan association' means a domestic building 
and loan association, a domestic savings and loan association, and 
a Fecleral savings and loan association, substantially all the busi- 
ness of which is confined to making loans to merubers. " 

(j) EFFEcTIvE DATE, — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after Dece&uber 
81, 1%1. 

PAR. 14. There is inserted immediately preceding section 111 the 
following: 

SEC. 840. LIFE INSURANCE LEPARTIIEXTS OF MUTUAL SAV- 
INGS BANKS [REVENUE ACT OF 1%1, AYPROVED OCTOIIElt 
20, 1%1]. 

(a) CCMFUTATmN oF Tax. — Supplement A of chapter I is hereby 
amended by adding at the end thereof the following new section. 

~'SEC. 110, MUTUAL SAVINGS BANKS CONDUCTING I. IFE IN- 
SURANCE 8 USINL&'SS. 

~'(a) AUTFRNATIVE TAx. — In the case of a mutual savings bank not 

having capital stock represented by shares, authorized under State law 

to engage in the business of issuing life insurance contracts, and which 

cond&&cts a life insurance business in a separate departn&ent the accounts 

of which are maintained separately from the other accounts of the 
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mutual savings bank, there shall be levied, collected, and paid, in lieu of 
the 'faxes imposed by sections 13 and 15, or section 117(c) (1), a tax 
consisting of the sum of the partial taxes determined under paragraphs 
(1) and (2): 

"(1) A partial tax computed upon the net income determined 
without regard to any items of gross income or deductions properly 
allocable to the business of the life insurance department, at the 
rates and in the manner as if this section has not been enacted; and 

"(2) a partial tax computed upon the net income (as defined in 
section 201(c) (7)) of the life insurance department determined 
without regard to any items of gross income or deductions not 
properly a. llocable to such department, at the rates and in the 
manner provided in Supplement G with respect to life insurance 
companies. 

(b) LIMITATIQNs oF SEcTIoN. — The provisions of subsection (a) shall 
be applicable only if the life insurance department would, if it were 
treated as a separate corporation, qualify as a life insurance company 
under section 201(b). " 

(c) EFFEOTIVE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after December 
31, 1951. 

SRU. 29. 110 — 1. Mvrvm SAvING8 BENKS CONDUOTING LrFK INsURANCE Bvst- 
mEss. — (a) Scope of application, . — Section 110 is applicable in the ease of a 
mutual savings bank not having capital stock represented by shares which 
conducts a life insurance business, if 

(1) The conduct of such business is authorized under State law, 
(2) The life insurance business is carried on in a separate department 

of the bank, 
(3) The books of account of the life insurance business are maintained 

separately from other departments of the bank, and 
(4) The life insurance department of the bank, were it separately in- 

corporated, would qualify as a lit'e insurance company under section 201(b). 
(h) Computation of tax. — In the case of a mutual savings bank conducting a 

life insurance business to which section 110 is applicable, the tax upon such 
bank consists of the sum of the following: 

(1) A partial tax computed under sections 13 and 15 upon the net income 
of the bank determined without regard to any items of inconie or deduction 
properly allocable to the life insurance department. 

(2) A partial tax upon the net income of the life insurance department 
determined without regard to any items of income or deduction not properly 
allocable to such department at the rates and in the manner provided in 
Supplement G with respect to life insurance companies. 

PAR. 15. There is inserted immediately preceding section o9. 18-1, 
the following: 

SEC. 840. LIFE INSURANCE DEPARTMENTS OI' MUTUAL SAV- 
INGS BANKS [REVENUE ACT OF 1951, APPROVED OCTOBER 
20, 1951]. 

(b) TEcHNIGAL AMENDMENTs, — Section 13 (relating to normal tax on 
corporations) is hereby amended by adding at the end thereof the fol- 
lowing new subsection: 

"(f) MUTU~ SAvINGs BZNHs CGNDUGTING LLFK INsvRANcE Bvsi- 
Nxss. — For special tax, in lieu of the taxes imposed by this section see 
section 15, in the case of a mutual savings bank conducting a life insur- 
ance business, see section 110. " 

(c) FFFRorrvE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after December 
31, 1951. 

PAR. 16. Section 99. 92(b) (4) — 9(a) is hereby amended as follows: 
(A) By inserting immediately following the second sentence thereof 

wliich sentence beg~ins with "Section 7 of the Federal Reserve Acta 
the following: 
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Section 13 of the Federal Home Loan Bank Act (47 Stat. 725, 12 U. S. C. 1946 
ed. , 1488) provides that the Federal Home Loan Bank including its franchise, 
its capital, reserves, and surplus, its advances, and its income shall be exempt 
from all taxation except taxes upon real estate. 

(B) By inserting in the fourth sentence thereof, after "Federal land 
banks, national farm-loan associations" the following: "Federal home 
loan banks", 

REGULATIONS 130 [26 CFR, PART 40] 

PAR. 17. There is inserted immediately preceding section 40. 454-1 
the folloIving'; 

SEC. 818. MUTUAL SAVINGS BANKS, BUILDING AND LOAN 
ASS()CIATIONS, COOI'ERATIVE BANKS [REVEVUL' ACT OF 
1951, APPROVED OCTOBER 20, 1951]. 

(c) ExEMPTICNS FRCM Excsss PRoFIT8 TAx. — Section 454 (corpora- 
tions exempted from the excess profits tax) is hereby amended by 
addin at the end thereof the following': 

"(h) Any mutual savings bank not having capital stock represented 
by shares, any domestic building and loan association (as defined in 
section 8797(a) (19) ), and any cooperative bank without capital stock 
organized and operated for mutual purposes and without profit. " 

(j) EFFEcrIVE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after December 
81, 1951. 

PAR. 18. Section 40. 454 — 1 is amended by striking from the first 
sentence of subsection (e) thereof the ~ords "or (g)" and by inserting 
in lieu thereof the words "(g), or (h) . " 

(This Treasury Decision is issued under authority contained in 
sections 62 and 6791 of the Internal Revenue Code (M Stat. M, 467; 
26 U. S. C. 62, 8791) . ) 

JOHN S. GRAHAM) 
Acting Commissioner of Internal Pevenue. 

Approved December 8, 19M. . 
TIIOiIAS J. LYNCH, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register December 10, 1902, 8: 58 a. m. ) 

SEGTIQN 29. 101 (9)-1: Social clubs. 

I/TERNAL REVENUE CODE 

Rev. Rul. 44 

A social club, otherwise entitled to exemption from taxation under 
section 101(9) of the Internal Revenue Code, should not be denied 
such exemption because it derives its principal income from the 
operation of a bar or restaurant, provided, among other things, that 
only members and their guests are permitted the use of the club's 
facilities. 

Advice is I'equested whether a social club, otherwise entitled to 
exemption under section 101(9) of the Internal Revenue Code, will be 
precluded from qualifying for such exemption because it operates a 
baI or I'estaurant from which it derives its principal income. 

263364' — &3 
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Section 101(9) of the Code exempts from income tax "Clubs or-. 
ganized 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. " Section 29. 101(9) — 1 of 
Re& ulations 111 provides in part, that, "The exemption granted by 
section 101(9) applies to practically all social and recreation clubs 
which are supported by membership fees, dues and assessments. " It 
is the position of the bureau that this sentence is merely descriptive of 
the type of club usually coming within this section, and does not, 
standing alone, exclude all other clubs from the scope of this section. 
It is apparent, therefore, that a club, otherwise entitled to exemption 
under section 101(9) of the Code, should not be denied such exemption 
merely because it adopts a method of raising revenue from members 
other than by f'ees, dues and assessments. Exemption has been granted 
by the bureau to many clubs where considerable revenue was derived 
from the sale of merchandise and services to members, but such ex- 
emption has been denied where substantial revenue was derived from 
dealings with nonmembers. 

Accordingly, it is held that a social club, otherwise entitled to ex- 
emption from taxation under section 101(9) of the Internal Revenue 
Code, should not be denied such exemption because its principal in- 
come is derived from the operation of a bar or restaurant, provided, 
among other things, that only members and their guests are permitted 
t. he use of the club's facilities. 

SEUTIUN 29. 101 ( 12) -1: Farmers' cooperative 
Inarketing and purchasing associations: Re- 
quirements for exemption under section 
101(12) (A). 

(Also Sections 29. 101(12)-2, 29. 101(12) — 8, 
29. 101(12)-4; Section 22(a), Section 29. 22 
(a) — 28; Section 148, Section 29. 148-4. ) 

T. D. 6014 

TITI R 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 61, 1941 

Income tax treatment of exempt cooperatives for taxable vears 
beginning after December gl, 1M1. 

TREASURY D EPARTMF NT, 
OrFIUE oF COMMIBSIONER DF INTFRNAL REvENUE, 

Washington 85, D. C. 
To Officers and Emp/oyee8 of the Interna/ Revenue Service and Other8 

Concerned: 
On November 8, 1952, notice of proposed rulemaking was published 

in the Federal Register (17 F- R. 10145) conforming Regulations 111 
[26 CFR, part 29] to section 814 (a), (b), and (d) of the Revenue 
Act of 1951, approved October 20, 1951. After consideration of all 
such relevant matter as was preseIIted by interested persons relating 
to the rules proposed, the amendments to Regulations 111 set forth 
below, are hereby adopted. 

PARAGRAPII 1. There is inserted immediately preceding section 
29. 101(12)-1 [26 CFR 29. 101(12)-1] the following: 
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SEC. 814. INCOME TAX TREATMENT OF EXEMPT COOPERATIVES 
[REVENUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(a) AMRNDmENT oF SROTION 101 (12) . — Section 101 (12) is hereby 
amended as follows: 

(1) By inserting after "(12)" the following: 
li(A)1& 

(2) By inserting after such paragraph the following: 
"(B) An organization exempt from taxation under the provisions 

of subparagraph (A) shall be subject to the taxes imposed by sec- 
tions 18 and 15, or section 117(c) (1), except that in computing 
the net income of such an organization there shall be allowed as 
deductions from gross income (in addition to other deductions al- 
lowable under section 28)— 

"(i) amounts paid as dividends during the taxable year 
upon its capital stock, and 

"(ii) amounts allocated during the taxable year to patrons 
with respect to its income not derived from patronage (whether 
or not such income was derived during such taxable year) 
whether paid in cash, merchandise, capital stock, revolving 
fuiid certificates, retain certificates, certificates of indebtedness, 
letters of advice, or in some other manner that discloses to 
each patron the dollar amount allocated to him. Allocations 
made after the close of the taxable year and on or before the 
fifteenth day of the ninth month following the close of such 
year shall be considered as made on the last day of such tax- 
able year to the extent the allocations are attributable to in- 
come derived before the close of such year. 

Patronage dividends, refunds, and rebates to patrons with respect 
to their patronage in the same or preceding years (whether paid 
in cash, merchandise, capital stock, revolvin fund certificate, re- 
tain certificate, certificates of indebtedness, letters of advice, or in ~ 

some other manner that discloses to each patron the dollar amount 
of such dividend, refund, or rebate) shall be taken into account in 
computing net income in the same manner as in the case of a co- 
operative or, anization not exempt under subparagraph (A). Such 
dividends, refunds, and rebates made after the close of the taxable 
year and on or before the 15th day of the ninth D((onth following 
the close of such year shall be considered as made on the last day 
of such taxable year to the extent the dividends, refunds, or re- 
bates, are attributable to patronage occurring before the close of 
such year. " 

(b) TEcHNIGAL A&FNDMKNTS. — 
(1) Section 101 is hereby amended by striking out "Except as 

provided in supplement U" and inserting in lieu thereof the folio(v- 
ing: "Except as provided in paragraph (12) (B) and in supplement 
U&t 

(2) The last sentence of section 101 is hereby amended by strik- 
ing out "iVotwithstanding supplement U" and inserting in lieu 
thereof "Notwithstanding paragraph (12) (B) and supplement U". 

(d) EFFKcTIVE DATE. — The amendments made by subsections (a) and 
(b) of this section shall be applicable only with respect to taxable years 
beginning after December 81, 1951 

PAR. 2. Section 29. 101 (12) — 1, as amended by Treasury Decision 
5458 [C. B. 1945, 45], approved June 15, 1945, is amended by chang- 
ing the heading thereof to read as follows: 

FARFIERS COCPRRATIvE MERRETING AND PURcHAsING AssocIATICNs: REQUIRE- 

i((ENTS FQR EXEMPTICN UNDER SEGTIoN 101 (12) (A) 

PAR. 3. There is inserted immediately following section 29. 1O1 (12)- 
1 the following new section: 

S c. 29. 101(12)-2. TAx TR A MRNT OF FA Rps CooPFpAriva MARKETING A 

PUROHAsING AssociATICNs EXEMPT UNDER SROIICN 101 (12) (A) F 
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YE~as Bzotr-Ntzo AETzz Dzozrzszz 31, 1951. — (a) fn generaL — For taxable years 
beginning after December 31, 1951, section 101(12) (B) is applicable to farmt rs', 
fruit growers', or like associations organized and operated on a cooperative 
basis in the manner prescribed in section 101(12) (A). Although such an associa- 
tion is subject to both normal tax and surtax, as in the case of corporations 
generally, certain special rules for the computation of net income are provided in 
section 101 (12) (B) and section 29. 101(12) — 3. For the purpose of any law which 
refers to organizations exempt from income taxes such an association shall, 
however, be considered as an organization exempt under section 101. Thus, 
under section 454(a) such an association is not subject to the excess-profits 
tax. Simfiarly, the provisions of section 20(b), providing a credit for dividends 
received from a domestic corporation subject to taxation, are not applicable 
to dividends received from a cooperative association subject to 101(12) (B). The 
provisions of section 141, relating to consolidated returns, are likewise not 
applicable. 

Rules governing the manner in which amounts allocated as patronage divi- 
dends, refunds, or rebates are to be tal'en into account in computing the net 
income of such an association are set forth in section 29. 101(12) — 4. For the 
tax treatment, as to patrons, of amounts received during the taxable year as 
patronage dividends, rebates, or refunds see section 29. 22(a) — 23. 

( b) Meaning of terms. — For purposes of sections 29. 101 (12) — 2 to 29. 101(12)-4, 
inclusive, section 29. 148-4(f), and section 29. 22(a) — 23, the following terms 
shall have the meaning ascribed below: 

(1) Cooperative association. — The term "cooperative association" in- 
cludes any corporation operating on a cooperative basis and allocating 
amounts to patrons on the basis of the business done with or foz such patrons, 
except that the term does not include any cooperative or nonprofit corpora- 
tion (including any cooperative or nonprofit corporation engaged in rural 
electrification) exempt from taxation under section 101 (10) or (11) or 
any corporation subject to a tax imposed by supplement G (relating to in- 
surance companies). 

(2) Patron. — The term "patron" includes any person with whom or for 
v;horn the cooperative association does business on a cooperative basis, 
whether a member or a nonmember of the cooperative association, and 
whether an individual, a trust, estate, partnership, company, corporation, 
or cooperative association. 

(3) Allocution. — The term "allocation" includes distributions made by a 
cooperative association to a patron in cash, merchandise, capital stock, re- 
volving fund certificates, retain certificates, certificates of indebtedness, 
letters of advice, similar documents, or in any other manner whereby there 
is disclosed to a patron the dollar amount apportioned on the books of the 
association for the account of such patron. Thus, a mere credit to the 
account of a patron on the books of the cooperative associations, without 
disclosure to the patron, is not an allocation. 

(4) patronage dividends, rebatcs, and refunds. — The term "patronage 
dividend, rebate, or refund" includes any amount allocated by a coopera- 
tive association, to the account of a patron on the basis of the business done 
with or for such patron. The fofiowing are not patronage dividends, rebates, 
or refunds: 

(i) Amounts distributed in redemption of capital stock, or in redemy. 
tion or satisfaction of certificates of indebtedness, revolving fund certiii- 
cates, retain certificates, letters of advice, or other similar documents; 

(ii) Amounts allocated (whether in cash, merchandise, capital stock, 
revolvin fund certificates, retain certificates, certificates of indebtedness, 
letters of advice, or in some other manner that discloses to each patron 
the amount of such divideud, refund, or rebate) by the association for 
products of members or other patrons to the extent such amounts are 
fixed without reference to the earnings of the cooperative association 
For this yurpose, the term "earnings" includes the excess of amon» 
retained (or assessed) by the association to cover expenses or other 
items over the amount of such expenses or other items. 

(c) Ezampleg. — The application of (5) above may be illustrated by the 
following examples: 
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Ex'ample 1. Cooperative A, a marketing association operating on a pooling 
basis, receives the products of patron W on January 5, 1952. On the same day 
Cooperative A advances to W 4o cents per unit for the products so delivered 
and allocates to him a "retain certificate" having a face value calculated at the 
rate of 5 cents per unit. During the operation of the pool, and before sub- 
stantially all the products in the pool a. re disposed of, Cooperative A advances to 
W an additional 40 cents per unit, the amount being determined by reference to 
the market price of the products sold and the anticipated price of the unsold 
products. At the close of the pool on November 10, 1952, Cooperative A deter- 
mines the excess of its receipts over the sum of its expenses and its previous 
advances to patrons, and allocates to W an additional 3 ceuts per unit and 
shares oi the capital stock of A. having an aggregate of face value calculated 
at the rate of ' cents per unit. 

The amount of patronage dividends, rebates, or refunds allocated to W during 
1952 amount to 5 cents per unit, consisting of the aggregate of the following 
per-unit allocations: th amount of cash distribution (3 cents), and the face 
value of the capital stock of A (2 cents), which are fixed with reference to the 
earnings of A. The amount of the two distributions in cash (85 cents) and the 
face amouut of the "retain certificate" (5 cents), which are fixed without 
reference to the earuings of A, do not constitute patronage dividends, rebates, 
or refunds, 

Ezaniple 2. Cooperative B, a marketing association operating on a pooling 
basis, receives the products of patron X on Jlarch 5, 1952. On the same day 
Cooperative B pays to X $1 per unit for such products, this amount being deter- 
rained by reference to the marl'et price of the product when received, and 
issues to him a "participation certificate" having no face value but which 
entitles X on the close of the pool to the proceeds derived from the sale of his 
products less the previous payment of $1 and the expenses and other charges 
attributable to such products. On l(1arch 5, 1955, Cooperative B, having sold 
the products in. the pool, having deducted the previous payments for such 
products, and having determined the expenses and other charges of the pool, 
redeems the participation certificate of X in cash for 10 cents per unit. The 
allocation made to X during 1955, amounting to 10 cents per unit, is a patronage 
dividend, rebate, or refund. Neither the payment to X in 1052 of $1 nor the 
issuance to him of the participation certificate in that year constitutes a 
patronage dividend, rebate, or refund within the meaning of this section. 

Example 8. Cooperative C, a purchasing association, obtains supplies for 
patron Y on Jlay 1, 1952, and receives in return therefore $100. On February 
1, 1953, Cooperative C, having determined the excess of its receipts over its cost 
and expenses, allocates to Y a cash distribution of $1 and a revolving fund cer- 
tificate of a face amount of $1. The amount of patronage dividends, rebates, or 
refunds allocated to Y for 1953 is $2, the aggregate of the cash distribution of 
$1, and the face amount, $1, of the revolving fund certificate. 

Example g. Cooperative D, a service association, sells the products of mem- 
bers on a fee basis. It receives the products of patron Z under an agreement 
not to pool his products with those of other members, to sell his products, and 
to deliver to him the proceeds of the sale. Patron Z makes payments to Co- 
operative D during 1952 aggregating $7o for service rendered him by Coopera- 
tive D during that vear. On Jiay 15, 1953, Cooperative D, having determined 
the excess of its receipts over its costs and expenses, allocates to Z a cash dis- 
tribution of $2. Such amount is a patronage dividend, rebate, or refund allo- 
cated by Cooperative D during 1953. 

SEc. 29. 101 (12) — 3. 5IANNFB OF TAZATIoN OF CooPER&TIvE AssocIATIONs SUB- 
axcT ro 101(12). — (a) In general. — For taxable years beginning after December 
31, 1951, farmers', fruit growers', or like associations, organized and operated in 
compliance with the requirements of section 101(12) (A) and section 29. 101(12) — 1 
shall be subject to the taxes imposed by sections 13 and 15 or section 117(c) (1), 
except that there shall be allowed as deductions from gross income, in addition 
to the other deductions allowable under section 23, certain special deductions 
provided in section 101(12) (B) (i) and (c) of this section, and section 
101(12) (B) (ii) and (d) of this section. Amounts allocated as patronage divi- 
dends, refunds, or rebates, whether in cash, merchandise, capital stock, revolving 
fund certificates, retain certificates, certificates of indebtedness, letters of advice, 
or in some other manner that discloses to each patron the dollar amount allo- 

wlth respect to patronage for the taxable year or for preceding taxable 
years shall be taken into account in the manner provided in section 101(12) (B) 
and, in section 29. 101(12) M. 



(b) Cooperatine associations eaetnt&t from taa: before January 1, 1&)52. — In 
the ease of a cooperative association exempt from tax for taxable years begin- 
ning prior to January 1, 1952, the taxable year (fiscal year or calendar year, as 
the case may be) shall be determined without regard to the fact that such asso- 
ciation may have been exempt from tax and not subject to the provisions of 
section 101(j2) (8) during any prior period. See sections 41 and 48 and the 
regulations thereunder. Similarly in computing net income, the determination 
of the taxable year for which an item of income or expense is taken into account, 
shall be made under the provisions of sections 41, 42, and 48 and the regulations 
prescribed thereunder, whether or not the item arose during a taxable year 
beginning before, on, or after December 81, 1951. For the purpose of deter. 
mining the method of accounting of tbe cooperative association under section 
41, a method of accounting recognized under section 41 and under the regula- 
tions prescribed thereunder and utilized in the return of such association filed 
for the first taxable year beginning after December 81, 1951, shall be deemed 
to co»stitute the method of accounti»g regularly employed by the cooperative 
association. The method selected shall be subject to the approval of the Com- 
missioner upon the examination of the return. Any change of the method so 
selected a»d so approved may be made only if permission is obtained from the 
Commissioner to change to another recognized basis in accordance with section 
29. 41-2. 

In any ease where inventories are an income-producing factor see section 
22 (c) and (d) and the regulations prescribed thereunder. The elective method 
of inventorying goods provided in section 22(d) may be adopted by the co- 
operative association for any taxable year beginning after December 31, 1951, 
in accordance with the requirements of section 22(d) and the regulations issued 
under that section. In order to use such method for such a taxable year, the 
cooperative association must exercise the election provided in sections 22(d) (2) 
and 29. 22(d) — 8 even though it may have utilized such method for accounting 
purposes for taxable years beginning prior to January 1, 1952. 

The following rules shall be applicable in computing, under section 122, the 
net operating loss deduction provided in section 23(s): iso net operating loss 
carryback or carryover shall )&e allowed from a taxable year beginning prior to 
January 1, 1952, for which the cooperative association was exempt from tax 
under section 101(12). In the case of a taxable year be i»ning prior to January 
1, 1952, for which the association was not exempt under section 101(12), and 
of a taxable year beginning after December 81, 1951, the amount of the net 
operating loss carryback or carryover from such year shall not be reduced by 
reference to the income of any taxable year beginning prior to January 1, 1952, 
for which the association was exempt from tax under section 101(12). How- 
ever, in determining preceding taxable years and succeeding taxable years under 
section 122(b), a taxable year beginning prior to January 1, 1M2, for which the 
cooperative association was exe»ipt from tax u»der section 101(12) shall be 
taken into account and shall be considered to be a "preceding taxable year" or 
a "succeeding taxable year, " as the case may be. 

The adjustments to the cost or other basis provided in section 118(b) and 
section 29. 118(b) (1) — 1 to section 29. 118(b) (1) — 3, inclusive, are applicable for 
the entire period since the acquisition of the property. Thus, proper adjust- 
ment to basis must be made under section 118(b) for depreciation, obsolescence, 
amortization, and depletion for all taxable years beginnin prior to January 1, 
195&2, althou h the cooperative association was exempt from tax under section 
101(12) for such years. IIowever, the provisions of section 114(b) (relating 
to percentage and discovery depletion) are applicable only for such years 
during which the association was not exempt from tax under section 101(12). 
The amendment to section 118(b) (1) (8) (limiting the adjustment to basis for 
excessive depreciation, etc. , which did not result in a reduction of taxes) made 

by I'ublic Law 539, Eighty-second congress, is also applicable for such vears 
&vhere the association has made a proper election in accordance with section 
118(d) a»d the regulations prescribed thereunder. Similarly, in the case of 
tax-exempt and partially taxable bonds purchased at a premium and subject 
to amortization under section 125, proper adjustment to basis must be made 
to reflect amortization with respect to such premium from the date of acquisition 
of the bond. (For principles governing the method of computation, see the 
example in section 29. 1j3(b) — 1(4) relating to mutual savin s banks, building 
and loan associations, and cooperative hanks. ) The basis of a fully taxable 
bond purchased at a premium shall be adjusted from the date of the election 
to amortize such premium in accordance with the provisions of section 125 except 
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that no adjustment shall be allowable for such portion of tbe premium at- 
tributable to the period prior to the election. 

In the case of a mortgage acquired at a premium vvliere the prin&. ipal of such 
mortgage is payable in installinents, adjustments to the basis of the preiuium 
must be made for all taxable years (whether or not the association was exempt 
froin tax under section 101(12) during such years) in which installmerit pay- 
ments are received. Such adjustments may be made on an individual mortgage 
basis or on a composite basis by reference to the average period of payments of 
the inortgag'e loans of such association. For the purpose of this adjustment, the 
term "premium" includes the excess of the acquisiiiou value of the mortgage over 
its niaturity value. The acquisition value of the inortgage is the cost including 
buying commissions, attorneys' fees, or brokerage fees, but such value does not 
include amounts paid for accrued interest. 

The cooperative association may select either of the alternative methods for 
treating bad debts provided in section 29. 29(k) — 1(a) in the return for its first 
taxable yea& beginning after December 91, 1961. The ruethod selected shall be 
subject to the approval of the Commissioner upon examination of the return. 
Any change in the method so selected and approved may be made only if per- 
mission is granted as provided in section 29. 28(k)-1(a). 

(c) Deduction for dicidends paid. — There is allowable as a deduction from the 
gross income of a cooperative association operated in compliance with the require- 
ments of section 101 (12) (A) and section 29. 101(12)-1, amounts paid as dividends 
during the taxable year upon the capital stock of the cooperative association. 
I or the purpose of the preceding sentence, the term "capital stock" includes com- 
mon stock (whether voting or nonvoting), pret'erred stock, or any other form of 
capital represented by capital retain certificates, revolving fund certificates, 
letters of advice, or other evidence of a proprietary interest in a cooperative 
association. Such deduction is applicable only to the taxable year in vvhich the 
dividends are actually or constructively paid to the holder of capital stock or 
other proprietary interest of the cooperative association. If a dividend is paid 
by check and the check bearing a date within the taxable year is deposited in the 
mail, in a cover properly stamped and addressed to the shareholder at his last 
known address, at su&. h time that in the ordinary handling of the mails the check 
would be received by such holder within the taxable year, a presumption arises 
that the dividend was paid to such holder in such year. The determiuation of 
whether a dividend has been paid to such holder by the corporation during its 
taxable year is in no vvay dependent upon the method of accounting regularly 
employed by the corporation in keeping its books, or upon the method of account- 
ing upon the basis of which the net income of the corporation is coinputed. For 
further rules as to the determination of the right to a deduction for dividends 
paid, under certain speciiic circumstances, see section 29. 27(b) — 2. 

(d) Deduction for amounts allocated from income not derired from patron- 
age. — There is allowable as a deduction from the gross income of a cooperative 
association operated in compliance with the requirements of section 101(12) (A) 
and section 29. 101 (12) — 1 amounts allocated during the taxable year to patrons 
with respect to its income not derived from patronage (ivhether or not such 
income was derived during such taxable year) whether such amounts are paid 
in cash, merchandise, capital stock, revolving fund certificates, retain certifi- 
cates, certificates of indebtedness, letters of advice, or in soine other mauner that 
discloses to each patron the dollar amount allocated to him. For this purpose, 
allocations made after the close of the taxable year and on or before the 10th 
day of the ninth month following the close of the taxable vear shall be considered 
as made on the last day of such taxable year to the extent that such allocations 
are attributable to income derived during the taxable year or during years 
prior to the taxable year. As used in this paragraph, the terai "income not 
derived from patronage" means incidental income derived from sources not 
directly related to the mai'keting, purchasing, or service activities of the 
cooperative association. I"or example, income derived from the lease of prem- 
ises, from investment in securities, from the sale or exchange of capital assets, 
constitutes income not derived from patronage. Business doiie with the United 
States shall constitute incoine not d. . rived from patrona e. In oi'der that the 
deduction for income not derived from patronage may be applicable, it is 
necessary that the amount sought to be deducted be allocated on a patronage 
basis in proportion, insofar as is practicable, to the amoilnt of l&usiness done 

by or for patrons during the period to which such incon&e is attributable. Thus, 



if capital gains are realized from the sale or exchange of capital assets acquired 
and disposed of during the taxable year, income realized from such gains must 
be allocaied to patrons of such year in proportion to the amount of business 
done by such patrons during the taxable year. Similarly, if capital gains are 
realized by the association from the sale or exchange of capital assets held 
for a period of more than one taxable year income realized from such gains 
roust be allocated, in proporticn insofar as is practicable, to the patrons of the 
taxable years during Ivhich the asset was owned by the association, and to the 
amount of business done by such patrons during such taxable years. 

Scc. 29. 101(12) — 4. PATRONAOE DIvIDENDs, RERATEs, oB REFIINDS: TREATMENT 
As To CCCPERATIVE AssocIATICNs ENTITLED To TAx TBEATMENT UNDER SEOTIDN 
101(12) (B). — (a) General rule. — For taxable years beginning after December 
81, 195&1, patronage dividends, refunds, or rebates, allocated by a cooperative 
association entitled to tax treatment under section 101(12) (B) to a patron 
shall be taken into account in computing the gross income of such association 
for the taxable year, a. , an increase in its other cost of goods sold in the case of 
an association marketing products for patrons, or as a reduction in its gross 
receil&is, in the case of an association purchasing supplies and equipment or 
performing services for patrons, as the ease may be, if- 

(i) The allocation is made in fulfillment and satisfaction of a valid 
obligation of such association to the patron, which obligation was in exist- 
ence prior to the receipt by the cooperative association of the amount 
allocated, apd 

(ii) The allocation is made on or before the 15th day of the ninth month 
following the close of the taxable year in which the amounts allocated were 
received by the cooperative association. 

For the purpose of (i) above, amounts allocated by a cooperative association 
entitled to tax treatment under section 101(12) (B) will be deemed allocated 
in fulfillment and satisfaction of a valid enforceable obligation, if made pursuant 
to provisions of the bylaws, articles of incorporation, or other contract, whereby 
the association is obligated to make such allocation after the retention of 
"reasonable reserves" and after payment of dividends on capital stock or other 
proprietary capital interests. Notwithstanding the provisions of (i) and (ii) 
above, amounts allocated as patronage dividends, refunds, or rebates during 
the taxable vear, or on or before the 15th day of the ninth month following the 
close of such year, with respect to patronage for years preceding the taxable 
year, shall be taken into account as an increase in its other cost of goods sold, 
or as a reduction in gross receipts, for the taxable year, as the ease may be, 
vvhere retention as "reasonable reserves" of the a. mounts so allocated beyond 
the year in which earned was proper in accordance with the provisions of 
section 101(12) (A) and where the allocation is made to the patron on a patron- 
age basis in proportion insofar as is practicable, to the amount of business done 
by such patrons during the taxable year or years in which the retained amounts 
were received by the cooperative association. 

(b) Illustrations: 
Eraml&le I. E, a cooperative association entitled to tax treatment under sec- 

tion 101(12) (B), organized without capital stock, is engaged in the business of 
marketing products for its patrons on a nonpool basis. The bylaws of Coopera- 
tive E provide that there shall be allocated to patrons as patronage dividends 
Ivithin a reasonable time following the close of the year all of the gross returns 
from sales, less expenses of operation for the year and amounts retained as 
". reasonable reserves" necessary to the operation of Cooperative E. At the close 
of the taxable year, 1952, it is determined that from the . "ross returns from sales 
less operating expenses and all taxes for such year, g5, 000 is to be retained as 
"reasonable reserves" for various necessary purposes of Cooperative E. It is 
assumed that the retention of such amount is proper in accordance with the pro- 
visions of section 101(12) (A). Such $5, 000 is apportioned on the books of 
Cooperative E to patrons of 1952 on a patronage basis, or permanent records are 
kept from which an apportionn&ent to such patrons can be made. On March 1, 
1953, pursuant to the terms of the bylaws $200, 000, the balance of the gross 
returns for the taxable year is allocated to patrons of 19O2 on the basis of 
patronage. $100, 000 of such $200, 000 is allocated in cash. The remaining 
$100, 000 is allocated in "retain certificates", bearing no interest and redeemable 
in the discretion of the Board of Directors of Cooperative E. 
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There may be added to the cost of goods sold by Cooperative E for 1952, 
$200, 000 ($100, 000 in cash, $100, 000 in retain certificates), the total amount allo- 
cated as patronage dividends, rebates, or refumls iu fulfillment and satisfaction 
of the obligation of the bylaws, on March 1, 1958, before the 15th day of the ninth 
month following the close of 1952. There n&ay not be added to the cost of goods 
sold by Cooperative E for 1952, $5, 000, the amount retained as reserves appor- 
tioned on the books, but not allocated as patrons'"e dividends, rebates, or refunds. 

Ex«mple 8. The facts are the same as Example 1, it additionally appearing 
that at the close of 1958 it is determined by Cooperative E to allocate as cash 
patronage dividends, rebates, or refunds to patrons of 1952, $5, 000, the amount 
retained as «reasonable reserves" for 1052 in accordance with the provisions of 
section 101(12) (A). On March 1, 1954, such amount is allocated. 

There may be added to the cost of goods sold by Cooperative E for 1953, $5, 000, 
the amount allocated with respect to patronage of a preceding year, 1952, properly 
maintained as a reserve under section 101(12) (A). 

PAR. 4. There is inserted immediately after section 20, 22(a)-22 the 
f olio wing: 

Sxc. 29. 22(a) — 28. ALIocATIoNs BY CooPKRATIVE AssocIATIoNs; TAx TREATMENT 
&Is ro P» IRONS. — (a) In pen& r«L — Amounts allocated on the basis of the business 
done with or for a patron by a cooperative association, whether or not entitled to 
tax treatment under section 101(12) (B), in cash, merchandise, capital stock, 
revolving fund certificates, retain certificates, certificates of indebtedness, letters 
of advice, or in sonIe other manner disclosing to the patron the dollar amount 
allocated shall be include&I in the computation of the gross income of such patron 
for the taxable year in which received to the extent prescribed in (t&) of this 
section, regardless of whether the atnount allocated is deemed, for the purpose of 
section 101(12) (B), to be made at the close of a preceding taxable year of the 
cooperative association. The determination of the extent of taxability of such 
amounts is in no way dependent upon the method of accounting employed by the 
patron or upon, the basis, cash, accrual, or otherwise, upon which the net income 
of such patron is computed. 

(b) Extent of taxability. — (1) Amounts allocated to a patron on a patronage 
basis by a cooperative association with respect to products Iuarketed for such 
patron, or with respect to supplies, equipment, or services the cost of which 
was deductible by the patron under section 28, shall be included in the compu- 
tation of the gross income of such patron to the following extent: 

(i) If the allocation is in cash, in the amount of cash received. 
(ii) If the allocation is in merchandise, to the extent of the fair market 

value of such merchandise at the time of receipt by the patron. 
(iii) If the allocation is in the form of capital stock, revolving fund 

certificates, certificates of indebtedness, letters of advice, retain certificates, 
or similar documents— 

(A) To the extent of the face amount of such documents, if the al- 
location was made in fulfillment and satisfaction of a valid obligation 
of such association to the patron, which obligation was in existence 
prior to the receipt by the cooperative association of the amount al- 
located. For this purpose, it is immaterial whether such allocation 
was made within the time required by section 29. 101(12) — 4(a) (ii). 

(B) To the extent of the face amount of such documents, if the al- 
location was made with respect to patronage of a year preceding the 
taxable year from amounts retained as "reasonable reserves" under sec- 
tion 29. 101-4(a). 

(C) To the extent of the cash or merchandise received in redemption 
or satisfaction of such documents (except those which are negotiable 
instruments) at the time of receipt of such cash or merchandise by the 
patron, where such allocation was not made in pursuance of the valid 
obligation referred to in (A), above, or from amounts retained as 
«reasonable reserves" under section 29. 101(12)-4(u); referred to in 

(B), above. Where, in such case, the documents allocated are negoti- 
able instruments, such documents shall be includible in the income of 
the patron to the extent of their fair market value at the tirue of their 
receipt. 
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(2) Amounts which are allocated on a patronage basis by a cooperative as- 
sociation with respect to supplies, equipment, or services the cost of which was 
not deductible by the patron under section 28, are not includible in the computa- 
tion of the gross income of such patron; however, in the case of such amounts 
which are allocated with respect to capital assets (as defined in section 
117(a) (1) ) or property used in the trade or business within the meaning of 
section 117(j), shall, to the extent set forth in subdivisions (i), (ii), and (iii) 
of paragraph (1) of this subsection, be taken into account in determining under 
section 118 the cost or other basis of the assets or property purchased for the 
patron. 

PAR. 5. Section 29. 148-4, as added by Treasury Decision 5907 [C. B. 
1952 — 1, 107]) approved May 29, 1952, is amended as follows: 

(A) By clianging the heading of subsection (d) thereof to read as 
follobvs: "Deftnitions applicable to distributions for the calendar years 
1955 and 1058. —" and by adding immediately after such heading the 
following: "In the case of distributions for the calendar years 1951 
and 1952, the following terms shall, for the purpose of this section, 
have the meaning ascribed below:" 

(B) By striking the words "of this section" in the sentence ilnme- 
diately following the heading of subsection (e) thereof, v-hich sen- 
tence begins with the words "The application of" and inserting in lieu 
thereof the following: "of subsection (d) above, applicable to dis- 
tributions for the calendar years 1951 and 1952, " 

(C) By inserting immediately after subsection (e) thereof the 
following new subsection: 

(f) Definitions applicable to distributions for the calendar year 1958 and sub- 
sequent calendar years. — In the case of distributions for the calendar year 1958, 
and subsequent calendar years the terms "Cooperative association, " 'Patron, " 
"Patronage dividends, rebates, and refunds, " and "Allocution" are defined for 
ihe purpose of this section, in section 29. 101(12)-2(b). 

(This Treasury Decision is issued under authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat. 32, 467; 
26 U. S. C. 62) 3791) . ) 

T. COLEMAN ANDREWS) 
Commissioner o Interna/ Revenue. 

SEcTICN 29. 101$ 12) -1: Farmers' cooperative 
nIarketing and purchasing associations, 

IN'I'ERNAL REVENUE CODE 

Tilne extended for filing exempt cooperative association income tax 
return, Form 990 — C. (See Rev. Rul. 27, page 85. ) 

SEcTICN 29. 101(12) — 1: Farmers' cooperative 
marketing and purchasing associations. 

INTERNAL REVENUE CODE 

Further extension of time for flling exempt cooperative association 
income tax return, Form 990 — C. (See Rev. Rul. 102, page 86. ) 
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SECTION 102. — SURTAX ON CORPORATIONS IMPROPERLY 
ACCUMULATING SURPLUS 

SEcTICN 29. 102 — 4: Computation of undistrib- 
uted section 102 net income. 

T. D. 5989 

TITLE 26 — INTERNAL REVENUE. — CEAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941 

Regulations 111 amended to conform to section 315 of the Revenue 
Act of 1051. 

TREASURY DEPARTMENT) 
OFFICE OF TEIE COMMISSIONER OF INTERNAL REVENUE) 

%'ashington 8G, D. C. 
To Offi'cers and Emp/oyees of the Internal Revenue 8ervice and Others 

Concerned: 
On December 4, 1952, notice of proposed rule making conforming 

Regulations 111 [26 CFR) part 29/ to section 815 of the Revenue Act 
of 1951, approved October 20, 1951, was published in the Federal 
Register (17 F. R. 10971). After consideration of all such relevant 
ma~tter as was presented by interested persons regarding the rules 
proposed, the amendments to Regulations 111, set forth below are 
hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
29. 102 — 1 the follosving: 

SEC. 815. SURTAX ON CORPORATIONS IMPROPERLY ACCUMU- 
LATING SURI'LUS [REVENUE ACT OF 1951, AE'PROVLD OCTO- 
BER 20, 1951]. 

(a) LoNG-TERM CAPITAL GAINs. — Section 102(d) (1) (relating to 
deffnition of section 102 net income) is hereby amended by adding at 
the end thereof the following new subparagraph: 

"(D) Long-Term Capital Gains. — The excess of tbe net long- 
term capital gain for the taxable year over the net short-te) m 

capital loss for such year, minus the taxes imposed by this 
chapter attributable to such excess. The taxes attributable to 
such excess shall be an amount equal to the difference between 
(i) the taxes imposed by this chapter (except the tax imposed 
by this section) for such year and (ii) such taxes computed for 
such year without including such excess in net income. " 

(b) Ezmcrrvz DAIL. — The amendment made by subsection (a) shall 
be applicable only with respect to taxable years beginnirg after Decem- 
ber 81, 1950. 

PAR. 2. Section 29. 102 — 4, as amended by Treasury Decision 5796 
[C. B. 1950 — 2, 24]) approved July 19, 1950, is further amended as 
follows: 

(A) By changing the period at the end of the second sentence to a 
semicolon and by adding at the end thereof the following: 

(e) for taxable years beginning after December 81, 1050, the amount remain- 
ing after deducting from the excess of the net long-term capital gain for the 
taxable year over the net short-term capital loss for such year (computed with- 
out regard to any capital loss carryover) the taxes attributable to such excess. 
For purposes of (e) above, the taxes attributable to such excess shall be the 
amount remaining after deducting from the taxes imposed by chapter 1 for such 

vear (determined without regard to the taxes imposed by section 102) the taxes 
similarly imposed and determined for such year without including tbe excess of 

net long-term capital gain over the net short-term capital loss for such year in 
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net income. For example, if the taxpayer pays the alternative tax as computed 
umier section 117(c) the tax attribhtahle to the excess of the net long-term capital 

ain over the net short-term capital loss shall be the amount computed under 
section 117(c) (1) (B), 

(B) By changing the period at the end of the fifth sentence to a 
comma and by adding at the end thereof the following: 
and, in addition, for taxable years beginning after December 81, 1950, the deduc- 
tion enumerated in (e), above. 

(C) By striking the period at the end of the sixth sentence and 
adding at the end thereof the following: 
(including, for taxable years beginning after December 81, 1950, the deduction 
enumerated in (e), above). 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62). ) 

T. COLEMAN ANr)Rzws) 
Comn)issioner of Interna/ Revenue. 

Approved February 16, 1958. 
ELBERT P. TUTTLE) 

Acting Secretary of the 2'reasury. 

(Filed with the Division of the F. deral Register February 19, 1953, 8: 52 a. m. ) 

SzcrloN 29. 102 — 4: Computation of undistributed 
section 102 net income. 

INTERNAL REVENUE CODE 

Rev. Rul. 6 

In determining the "section 102 net income" of a corporation which 
Lecps accounts and files returns on the accrual basis, an adjustment 
in Federal income tax liability for the taxable year 1950 resulting 
from a net operating loss carry-baclr from the taxable year 1951 
should not be refiected in the tax deduction provided by section 
102(d) (I) (A) of the Internal Revenue Code. 

Advice is requested whether, in determining the net income under 
section 102 of the Internal Revenue Code (relating to surtax on cor- 
porations improperly accumulating surplus) of a corporation which 
keeps accounts and files returns on the accrual basis, an adjustment in 
Federal income tax liability for the taxable year 1950 resulting from 
a net operating loss carry-back from the taxable year 1951 should be 
reflected in the tax deduction provided by section 102(d) (1) (A) of 
the Code. 

Section 102(d) (1) (A) of the Internal Revenue Code provides in 
part as follows: 

(d) DRF))vn)oNs. — As used in this chapter— 
(1) SEcTIoN 102 NET INGOME. — The term "section 102 net income" means 

the net income ". " * computed without the net operating loss deduction 
provided in. section 28(s), minus the sum of— 

(A) Taxas. — Federal income, war-proiits, and excess-profits taxes 
paid or accrued during the taxable year, to the extent not 

allowed as a deduction by section 28, but not including the tax imposed 
by this section or a corresponding section of a prior inco)ne-tax law. 

It is the position of the Bureau that the term "paid or accrued, " as 
used in section 102(d) (1) (A) of the Code, supra, must be construed 
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according to the method of accounting used in computing the net in- 
come of the taxpayer. Therefore, a taxpayer which keeps its accounts 
and files its returns on the accrual basis inust, accrue its Federal in- 
come, war-profits, and excess-profits taxes for the purpose of deter- 
niining its deduction for taxes provided by section 102(d) (1) (A) of 
the Code in computing its "section 102 net' income. " (See section 
20. 48 — 1 of Regulations 111. ) 

The Federal income tax liability for the taxable year 1050 accruecl 
at the close of such taxable year. The taxpayer was required to com- 
pute its federal income tax and file its return for such year withoiit 
regard to any net operating loss carry-back. (See S. Rept. 1631, 
77th Cong. , 2d sess. , C. B. 1042 — 2, 504, 507. ) The amount o7 the tax 
so computed constituted a deduction for taxes under section 
102(d) (1) (A) of the Code, supra. 

In Miineograph 6144 (C. B. 1049 — 2, 11), relating to the treatment 
for Federal incoine tax purposes of refunds of taxes, the deduction of 
which in prior years resulted in tax benefits, it is stated: "Since the 
&1ecIsIon in Burnet v. Sanford ck Brooks Co. (282 U. S. 850, Ct. D. 277, 
C. B. X — 1, 868 (1031)), emphasis has been given to the point, that 
income taxation is on an annual basis. So long as an item of incoine 
or expense was properly accounted for in one period, no change is 
justified under this doctrine merely because events in a subsequent 
period might materially change the treatment of the original item. " 
It is concluded in Mimeograpli 6444, from an analysis of the opinion 
ot the Supreme Court of the United States in 8eeurity F/our . ViPs 
Co. v. Commissioner (821 U. S. 281, Ct. D. 1608, C. B. 1944, 526), in 
conjunction with earlier cases includin~ Un~'ted 8tates v. Anderson 
(260 U. S, 422, T. D. 8889, C. B. V-l, 179 (1026) ), Dixie Pine Prod- 
ucts Co. v. Commissioner (820 U. S. 516, Ct. D. 1508, C. B. 1944, 509), 
and Faioeus Vaohine Co. v. United, States (282 U. S. 875, Ct. D. 278, 
C. B. X — 1, 424 (1981) ), that each taxable year is to be treated as a 
separate unit. 

In the instant case, it is evident that the event which fixed the right 
of the taxpayer to a reduction in income tax liability and a retund 
of a portion of the income tax accrued and paid for the taxable 
year 1050 did not occur until the close of the year 1951, when the 
amount of the net operating loss for such year (1051) became definite 
and certain. Since the taxpayer could not reasonably have antici- 

ated a net operating loss for the taxable year 1951 which would later 
e available to reduce the amount of income tax liability for 1050, it 

could not, at the close of the taxable year 1950, have determined the 
amount of dividends to be distributed in order to obviate the applica- 
tion of section 102 of the Cocle to its income for 1050. 

Accordingly, it is held that in determining the "section 102 net 
income" of a corporation which keeps accounts and files returns on the 
accrual basis, an adjustment in Federal income tax liability for the 
taxable year 1950 resulting from a net operating loss carry-back 
from the taxable year 1051 should not be reflected'in the tax deduction 
provided by section 102(d) (1) (A) of the Internal Revenue Code. 
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SECTION 108. — FISCAL YEAR TAXPAYERS 

SKcTIGN 29. 1084: Computation of tax of indi- 
viduals for taxable years beginning before 
October 1, 1950, and ending after September 
80, 1950 (other than tlie calendar year 1950) . 

(Also Sections 29. 108 — 5, 29. 108 — 6, 29. 108-7, 
29. 108-8, 29. 108-9; Section 47, Section 
29. 47 — 1; Section 480, Section 40. 480 — 2, 
Regulations 180. ) 

T. D. 5969 

TITLE 2G — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND 
PART 40 

Regulations 111 amended to conform to section 131 of the Revenue 
Act of 1950, section 203 of the Excess Profits Tax Act of 1950, and 
section 131 (a) and (c) of the Revenue Act of 1951; and Regulations 
130 amended to conform to section 131(b) of the Revenue Act of 
1951. 

TRKASI RY' DKPAR IMFNT& 
OFFICE OF TIIK CO'AIDIISSIONKR OF INTERNAL REVENUE) 

8'ashington P5. D. C. 
To Ogicerg and Emp/oyee8 of the Interna/ Revenue 8ervzee and Other8 

Concerned: 
On October 18, 1952, notice of proposed rule making, regarding 

amendments to conform Regulations 111 [26 CFR, part 29] to section 
181 of the Revenue Act of 1950, approved September 28, 1950, section 
208 of the Excess Profits Tax Act of 1950, approved January 8, 
1951, and section 181 (a) and (c) of the Revenue Act of 1951, approved 
October 20, 1951, and to conform Regulations 180 [26 ( FR, part 40] 
to section 181(b) of the Revenue Act of 1951, ~ as published in the 
Federal Register (17 F. R. 9251). No objection to the rules proposed 
having been received, the amendments to Regulations 111 and 180 
set folth below are hereby adopted. 

REGULATIONS 111 [2G CFR, PART 29] 

PARAGRAPH 1. Section 29. 47 — 1, as amended by Treasury Decision 
5517 [C. B. 1946 — 2, 6], approved June 12, 1946 [26 CFR 29. 47 — 1], is 
further amended by adding at the end of the section the following: 

Any reference in the regulations in this part to a taxable vear which is the 
calendar year (see, for example, the regulations uuder sections 11-15, inclusive, 
and 108) means a taxable year of 12 months beginning on January I and emling 
on December 31. The term does not include a taxable year of less than 12 
months, even though the taxpayer may have customarily made his returns on 
the basis of a calendar year. 

PAR. 2. There is inserted immediately preceding section 29. 108-1 
t 26 CFR 29. 108 — 1] the following: 

SEC. 131. FISCAL YEAR TAXPAYERS [REVENIIE ACT PF 1950, 
API'RPVED SEI'TEIIBER 23, 1950j. 

(a) AREND5fENT oF SEcTIDN 108. — Section 108 is hereby amended by 
striking out subsection (e) and inserting ir lieu thereof the following 
new subsections: 

"(e) CERTA1N TAXARLE YEARS DF INDIVIDUALS BEGINNING BEFoRE 
pcTDRFR I, 1050, AND IGN DING AFTER Sl P'rEMRER 30, 1950. — In the case of a 
taxable year (other than one beginning on January 1, 1950, and ending 
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on Deccn&ber 31, 1950) of a taxpayer other than a corpor&&tion beginnin 
before October 1, 1950, and ending after Septen&ber 30, 1&J50, the tax im- 
posed by sections 11, 12, and 400 shall be an a&nount equal to the sum of— 

"(1) tha. t portion of a tentative tax, computed under the provi- 
sions of sections 11(b), 12(b) (2), 12(c) (2), a«nd 12(d), or table III 
of section 4&F0, applicable to such taxable year, which the nu&nber 
of calemlar m&mths in such taxable year prior to October 1, 1!)50, 
bears to the total number of calendar months in such taxable year, 
plus 

"(2) that portion of a tentative tax, computed under the pro- 
visions of sections 11(a), 12(b) (1), 12(d), and 12(f), or Table I 
of section 400, as if such provisions were applicable to such taxable 
year, which the number of calendar months in such taxable vear 
after Septe&nber 30, 1950, bears to the total number of calendar 
months in such taxable year. 

For the purposes of this subsection, a calendar month only part of 
which falls within the taxable year (A) shall be disregarded if less 
than 15 days of such month are included in such taxable year, and 
(B) shall be included as a calendar month within the taxable year if 
Inore than 14 days of such month fall within the taxable year. 

(f) CERTAIN TAXADI. E YEARs oF CGRPORATIONs BEGINNING BEFGRE 
JULY 1, 1950, AND ENDING AFTER JUNE 30, 1950. — In the case of a tax- 
able year (other than one beginning on J«&nuary I, 1950, and ending on 
December 31, 1950) of a corporation beginniug before July 1, 1950, and 
ending after June 30, 1950, the t«Tx imposed by sections 13, 14, and 10 shall 
be an amount equal to the sum of— 

"(1) that portion of a tentative tax, computed under the pro- 
visions of sections 13(b) (3), 14, and 15(b) (3), applicable to such 
taxable year, &vhich the number of days in such taxable year prior to 
July 1, 1950, bears to the total number of days in such taxable year, 
plus 

"(2) that portion of a tentative tax, computed un&ler the provi- 
sions of sections 18(b) (1) and 15(b) (1), as if such provisions (and 
the provisions of sections 26(b) (2) (A), 26(h) (1) (B), and 26(i) 
(1) ) were applicable to such taxable year, which the number of days 
in such taxable year after June 30, 1950, bears to the total number of 
days in such taxable year. 

"(g) SPEcIAL CLAssEs oF TAxPAYERs. — This section shall not apply 
to an insurance company subject to Su@dement G or an investment 
company subject to Supplement Q. " 

(b) EFFEOTIvE DATE. — The amendmert made by subsection (a) in 
striking out subsection (e) of section 108 uf the Internal Revenue Code 
shall not apply in the case of any taxable year described in subsections 
(a), (b), or (c) of such section. 

SEC. 203. FISCAL YEAR TAXPAYERS [EXCESS PROFITS TAX 
ACT OI' 1900, APPROVED JAXT:ARY 8, 1951]. 

Section 108(f) (2) of the Internal Revenue Code (relating to com- 
putation of tax of a fiscal year beginning before July I, 1950, and ending 
after June 30, 1950) is herebv amended by adding at the end thereof 
the following new sentence: "For the purposes of this paragraph, the 
provisions of sections 15(b) (1), 26(h) (1), and 20(i) (1) shall be 
applied without regard to the amendments made to such provisions by 
Title Il [secs. 201, 202, and 203] of the Excess ProQts Tax Act of 1050. " 

SFC, 131. FISCAI YEAR TAXPAYERS [REVE%DE ACT OF 1951, 
AE'PROVED OCTOBER 20, 1901]. 

(a) AMENDMENT oF SEcTIoN 108. — Section 108 is hereby amended by 
striking out para raph (2) of subsection (f) and inserting in lieu 
thereof the following: 

«(2) that portion of a tentative tax consisting of— 
«(A) A tentative normal tax of 25 per centum of the normal- 

tax net mcome, plus 
"(B) a tentative surtax of 20 per centum of the surtax nct 

Income in excess of $25, 000, 
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which the number of days in such taxable year after June 30, 
1950, and before April 1, 1951, bears to the total nun&ber of days in 
such taxable year, plus (if the taxable year ends after ))larch 81, 
1951) 

"(3) that portion of a tentative tax consisting of— 
"(A) a tentative normal tax of 30 pcr centum of the normal- 

tax net income plus, 
"(B) a tentative surtax of 20 per centum of the surtax net 

income in excess of $25, 000, 
which the number of days in such taxable year after March 31, 1%1, 
bears to the total number of days in such taxable year. 

In computing for the purposes of paragraph (2) the normal-tax net 
income and the corporation surtax net income, the credits provided 
in section 26 applicable to i. axable years beginniug on July 1, 1%0, shall 
be allowed in the manner and to th extent provided in sections 18 and 
1O applicable to years beginning on such date, except that such credits 
shall be applied without regard to the amendn&ents ma&le to section 26 
by title II [inc. sec. 202] of the Excess Profits Tax Act of 1950. In com- 
puting for the purposes of paragraph (8) the normal-tax net inco&ne and 
the corporation surtax net income, the credits provided in section 26 
applicable to taxable years beginning on April 1, 1951, shall be allowed 
in the manner and to the extent provided in Sections 18 and 15 applicable 
to years beginning on such date. 

(g) CERTAIN 'IAXABIE YEARS OF CORPORATIONS BEGINNINQ AFTER JUNE 
30, 1950, AND BEFGRE APRIL 1, 1%1. — In the case of a taxable year (other 
than one beginning on January 1, 1951, and ending on December 31, 1951) 
of a corporation beginning after June 30, 1%0, and before April 1, 1951, 
and ending after March 31, 1951, the tax imposed by sections 13 and 15 
shall be an amount equal to the sum of— 

"(1) that portion of a tentative tax, computed under the pro- 
visions of sections 13 and 15 applicable to such taxable year, 
which the number of days in such taxable year prior to April 1, 1951, 
bears to the total number of days in such taxable year, plus 

"(2) that portion of a tentarive tax, computed under the pro- 
visions of sections 18 and 15 applicable to years beginning on April 
1, 1951, as if su"h provisions were applicable to such taxable year, 
which the number of days in such taxable year after i&larch 31, 
1%1, bears to the total number of days in such taxable year. 

(b) CERTAIN TAxABIN YEARs oF INDlvIDUALs BEGINNING BEFORE 
NovEAIBER 1, 1%1, AND ENDING AFTER OcToBER 31, 19ol. — In the case of a 
taxable year (other than one beginning on January 1, 1951, and ending 
on Deceniber 31, 1951) of a taxpayer, other than a corporation, beginning 
before November 1, 1951, and ending after October 81, 1951, the tax 
imposed by sections 11 and 12, section 400, or section 421(a) (2), shall 
be an amount equal to the su&n of— 

"(1) that portion of a tentative tax, computed under the pro- 
visions of sections 11 and 12, section 400, or section 421(a) (2), 
alqilicable to such year, which the number of calendar months in 
such taxable year prior to Nove&nber 1, 1%1, bears to the total 
number of calendar months in such taxablo year, plus "(2) that portion of a tentative tax, con&puted under the provi- 
sions of sections 11 and 12, section 400, or section 421(a) (2), 
applicable to years beginning on November 1, 1951, as if such pro- 
visions (other than the provisions relating to head of household) 
were applicable to such taxable year, which the number of calendar 
months in such taxable year after October 81, 1%1, bears to the total 
number of calendar months in such taxable year. 

This subsection shall not apply in the case of a trust described in section 
421(b) (2) if the taxable year of such trust began before January 1, 1%1. "(i) DErIT&ITIGN 0F CALENDAR I&IGNTH. — For the PurPoses of this sec- 
tion, a calendar month only part of which falls within a taxable year 
(1) shall be disregarded if less than 15 days of such month are included 
in su&h taxable year, and (2) shall be included as a calendar month 
within the taxable year if more than 14 days of such month fall within 
the taxable year, 
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"(I) TAXADTK YFARs OF Ir Dzv(r&UA&, s BFG&NN&NG IN 1!). )J AND END&NG 
IN 1954. — In the case of n taxable 1&;&r Of a. taxpayer, o! I&er th:&n a 
corporation, beginning before Jalmnry I, 19;&-i, and e«din ' aft«r I &«& nll&er 
31, 1953, the tax imposed by sections 11 and 12, se&. iiou 400, or s«ction 
421 (a) (2), shall be an amouut equnl to the sum &&f— 

"(1) that portion of a tentative t;&x, con&pnt& d und«r !he pr&&vi- 
sions of sections 11 and 1', section 400, &&r secti&&n 4'&1(a) &2), 
applicable to v«;&rs beginning on January I, 1!!, ):l, 11. hi& h the un«lb& r 
of calendar nlonths in sn(h taxable ve;&r prior to Jal&nary 1, I!&. )4, 
bears to the totnl number of cl&lendar. ruonths in such t:&xal&le yea&, 
plus "(2) thnt portion of a tentative tnx, &onq&nt«d nnder the pl(&vi- 
sions of s««tions 11 and I", section 400, or section 421(;&) (2), 
applicable to 1«ars b& ginning on Jnnnnry 1, 19 &4, as if sn& h provi- 
sions &&«re applicnl&le to snch taxnl)le yen«, whi&h the nun&ber of 
calendar months in snch t;&xable y«ar after IJP& el«b&. . r 31, 19;)3, 
bears tn the total nun&her of calend;&r nlonths in snch taxahl«y«;lr. 

"(l ) TAXARI K) YK4Rs OF ( ORPORAT&ONs 15F('INNING BK! ORK APRIL 1, I!. ':) I, 
AND END!xr, AF(KR 5IAR«u 31, 1!&5)-t. — In the case of a tllxnble y&;&r of a 
corporation beginnin ' before April 1, I!'5)4, and endino after Jl;&r&h:51, 
1!», 4. the tax imposed hy secti&)ns 13 nnd 15, or s« tion 4'&1(a) (1), 
shall be nn alnonnt eqnnl to the sun& of— 

"(I ) that portion of a tentative tax, conlpnted under the pro- 
visions of sections 15 and I&, or section 421(a) (1), apl)li& able to 
vears beginning on January I, 105)3, which the nnmber of d;&ys 
in such taxable v) ar prior to April 1, 1954, bears to the tot&!i num- 
ber of dnvs iu such taxable year, plus 

'(2) thnt i&ortion of a te»tative tax, computed under the provi- 
sions of sections 13 and 1:&. or section 4 '1(a) (I), applicable to 
years beginning on April 1, Ipos)4, as if such provisions vvere ap- 
plicable to such taxable rear, w hich the number of davs in such tax- 
al&le ye:&r after Ji;&rch 31, 1954, heals to the total number of days 
in such taxable year. " 
lk 

(c) TKcHNICAL Ax&KNDA(FNTs. — 
(1) Se(tion 108(e)!2) is hereby nn!&nded by inserting after 

"section 400. " the followin ~: "applicable to years beginning on 
O(toher I, 10(&0. ". 

(2) Section 108(g) is hereby amended by stril'ing out "(g)" 
and insertin„ in lieu ihereof "(I)". 

Pxa. 3. There is inserted immediately after section 29. 108-'&, as 
added by Treasury Decision 5687 )C. 8. 1N9 — 1, 9], approved I''eb& u- 

ary 16, 1919 [26 CFR 29. 108 — 3], the folio&ving new sections: 
HKc. 29 108-4. Cos(PUTATIGN OF TAx GF INDIvIDUALs FQR TAXARI. K YKARR BK- 

GINNING BEFoRE OcToBER I, 19. )0, 4ND END&)NG AFTKR HKPTKK&RKR 30, 1!I &I& (Ol l&KR 

TNAN THE CALKNDAR YKA)R 19;&0). — (G) Gene& al rule. — Eor a taxable y«:&r 

beginning before October 1, 1950. and ending after September 30, 19;&0 (oiber 
than the calendar rear 19 &0), the normal tax, surtax, and optional tax im- 

Do sed by sections 11, 12, and 400 upon taxpayers other than &orporations sh;ill 
be computed under section 108! e), as amended bv the Itevenue Acts of 1950 
and 1951. The tax shall be an amount equal to the sum of— 

(1) That portion of a tentative tax under section 108(e) (1 l, com- 

pnted under the provisions of sections 11(b), 12(b) (2), 1" (c) (2), nnd 

12(d), or table III of section 400, app)icable to t;&xahle years beginning 
on September 1, 195)0, 1vhich the nnmher of calendar months prior to 
October 1. 19')0, in the taxable year of the taxpayer bears to the total 
number of «alen&lar months in such taxable year, and 

(2) That portion of a tentative tax under section 108(e) (2), &ompnipd 

nnder the provisions of sections 11(a), 12(b) (1), 12!d), and 12(f), or 
t~anbip I of c'e('tinn 400, applicable to taxable years begin&&in on October 

19 )0 1& hi('h the nnlnher of calendar months after H«pteml&er 30. 19510, 

lnt e n the taxable vear of the taxpayer heals to the total nun&her of calendar 
months in such taxable year. 

2(p354o — 53 — g 
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For the purpose of section 108(e) and this section, a calendar month only 
part of which falls within the ta. xable year (i) shall be disregarded if less than 
15 d:iys of. such month are included in such taxable year, and (ii) shall be 
included as a calendar month within the taxable year if more than 14 days of 
such month fall within the taxable year. 

(b) Estates, trusts, and, nonresident alien indieiduals. — The provisions of 
section 108(e) apply to estates, trusts, and nonresident alien individuals sub- 
ject to tax under sections 11 and 12. 

(c) Sliort taxable yeiirs. — The provisions of section 108(e) apply to a taxable 
year beginning before October 1, 1050, and ending after September 80, 1950 
(other than the calendar year 1050), whether or not such taxable year is one 
of less than 12 months. In the case of a taxpayer who is subject to the provisions 
of section 108(e) and who because of a change in accounting period has a 
taxable year of less than 12 months, the net income shall be placed on an 
annual basis under the provisions of section 47(c) (1) for the purpose of boih 
tentative tax computations under section 108(e), or shall be computed under the 
exception in section 47(c) (2) for the purpose of both such tentative tax computa- 
tions. Ite! ardless of the method adopted, the amounts of the tentative norinal 
tax and surtax so computed upon the basis of 12 months' income shall be 
properly reduced under section 47(c) in order to determine the tentative taxes 
under section 108(e). However, in the ease of a taxpayer who is subject to 
the provisions of section 108(e) and who because of any reason other than 
a change in accounting period has a taxable year of less than 12 months, the 
net income shall not be placed on an annual basis under section 47(c) (1) and 
shall not be computed under the exception in section 47(c) (2). 

(d. ) Alternatire taa under section, 117(c). — In any ease in which a taxpayer 
subject to the provisions of section 108(e) has an excess of net long-term capital 
gaiiis over ne. short-term capital losses, the alternative tax under section 117(c) 
shall be an amount equal to the sum of the proper portions of the tentative taxes 
determined under section 108(e), by computing each such tentative tax pur- 
suant to the alternative tax computation provided in section 117(c), regardless 
Gf whether either tentative tax so computed on the alternative basis is larger 
or snialler than the tentative tax computed without regard to section 117(c). 

(e) Certain joint returns. — If a joint returu of a husband and wife is filed 
under the provisions of section 51(b) (8), if the husband and wife have different 
taxable years solely because of the death of either spouse, and if the taxable 
year of the surviving spouse covered by such joint return is a period which 
began before October 1, 1950, and ended after September 80, 1050 (other than 
the calendar year 1950), the number of calendar months to be taken into account 
for the purpose of computing the portions of the tentative tax under section 
108(e) (1) and (2) shall be the number of calendar months prior to October 1, 
1!)50, in the taxable year of the surviving spouse, the number of calendar months 
after September 80, 1950, in the taxable year of the surviving spouse, and the 
total number of calendar months in the taxable year of the surviving spouse. 

(f) Credits against tax'. — In the case of a taxpayer subject to the pi'ovisions 
of section 108(e), any credit against the tax otherwise imposed by sections 
11, 12, and 400, such as the credit for taxes paid to a foreign country or posses- 
sion of the United States under section 181, shall be deducted from, and any 
limitation in such credit shall be based upon, the tax computed under section 
108(e). However, in those instances in which an individual taxpayer computes 
a tentative tax under section 108(e) by taking into account the optional standard 
deduction under section 23(aa), the following credits shall not be allowed: 
all credits under section 131 with respect to taxes of foreign countries and 
possessions, and all credits with respect to taxes withheld at the source under 
section 148(a), relating to interest on tax-free covenant bonds. 

SEC. 20. 108 — 5. CGFIPUTATIGN GF TAx oF CGRPoliATIGNS Foa TAXARLE YEARs 
BEGINNING BEFORE JULY 1, 1050, AND ENDING AFTFR JUNK 80, 1950 (OTHER THAN 
I Hr. CALENDAR YEAR 1050). — (a) In general. — For a taxable year beginning before 
July 1, 1050, and ending after June 80, 1050 (other than the calendar year 
1950), the normal tax and surtax imposed by sections 18, 14, and 15 upon cor- 
porations shall be computed under section 108(f), as added by the Revenue 
Act of 1050 and as amended by the Excess Profits Tax Act of 1950 and the 
Revenue Act of 1051. 

(b) Tnaable years beginning before July 1, 1950, and ending after June 50, 
1950, and, before April 1, 1951. — For a taxable year be, inning before July 1, 1050, 
and ending after June 80, 1050, and before April 1, 1951 (other than the ealen- 
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dar vear 1950), the normal tax and surtax of a corporation shall be au amouut 
equal to the sum oi'— 

(1) That portion of a tentative tax under section 10S(f) (1), computed 
under the provisions of. sections 13(b) (3), 14, and 15(b) (3), applicable 
to taxable years begining on June 1, 10&0, (for applicable rates, sce (&I) 
of this section), which the number of days prior to July 1, 1950, in the 
taxable year of the taxpayer bears to the total number of days in such tax- 
able year, and 

(2) That portion of a tentative tax under section 10S(f) (2) consisting 
of- 

(i) a tentative norlnal tax of 25 percent of the no!anal-tax nct in- 

c»alee, 

p l u s 
(ii) a tentative surtax of 20 percent of the surtax net income in 

excess of $"», 000, 
which the nun!her of days after June 30, 1950, in the taxable year of the 
taxpaver bears to. the total nunlber of days in such taxable year. 

(c) Tas'«ble gca&'s beginning before J&&lg 1, lg»0, a»d cn&li»g after 1farcb 31, 
195/. — For a taxable year bc innin before July 1, 1950, and encling after WIa&ch 
31, 1951, the norlnal tax and surtax of a corporation shall be an araount equal 
to the sum of— 

(1) That portion of a tentative tax under section 10S(f) (1), computed 
under the provisions of sections 13(b) (3), 14, and 15(h) (3), applicable 
to taxable ye;lrs beginning on J;lne 1, 10;&0 (for applicable rates, see (0) 
of this section), &vhich the number of days prior to July 1, 19&0, in the 
taxable year of the taxpayer bears to the total number of davs in such 
taxable year, and 

(2) That p»rtion of a tentative tax under section 108(f) (2) consisting 
of- 

(i) a tentative normal tax of 2o percent of the normal-t'&x net 
income, pins 

(ii) a t&-ntative surtax of 20 percent of the surtax net income in 
excess of $2 &, 000, 

&vhich the number of davs after June 30, 1950, and before April 1, 1951, 
in the taxal&le year»f the taxpayer bears to the total number of days in 
such taxable ye;&r, and 

(3) That portion of a tentative tax under sectiou 108(f) (3) consisting 
of- 

(i) a tentative normal tax of 30 percent of the normal-tax net 
income, pins 

(ii) a tentative surtax of 20 percent of the surtax net income in 
excess of $'», , 000, 

which the nnmher of days after biarch 31, 195&1, in the taxable year of 
the taxpayer hears to the total number of days in such taxable year. 

(d) Rates nppli& able «&&&ler section 108(f) (1). — (1) Sor»&«l t&&a'. — The tenta- 
tive normal tax under section 108(f) (1) of a corporation, other than a foreign 
corporation, is compute&l upon its normal-tax net income at the rates prescribed 
by section 13 or 14, which are as follows: 

(i) if the normal-tax net income is not in excess of $5, 000, 15 percent of 
the amount thereof; 

iii) if the normal-tax net income is in excess of $5, 000 bnt not in excess 
of $20, 000, $750 plus 17 percent of the amount of such income in excess of 
$5, 000; 

(iii) if the normal-tax net income is in excess of $20, 000 but not in excess 
of $25, 000, $3, 300 plus 19 percent of such income in excess of $20, 000; 

(iv) if the»ormal-tax net income is in excess of $2&5, 000 but not in excess 
of $50, 000, $4, 2&5&0 plus 31 percent of such income in excess of $25&, 000; or 

(v) jf the normal-tax net income is in excess of $50, 000, 24 percent of 
the entire amount thereof. 

The tentative normal tax under section 108(f) (1) of a foreign corporation 
engaged in trade or business vvithin the United States is computed upon its 
normai-tax net income at the rate of 24 percent as prescribed by section 14. 

(2) S&&rig'. — '1'he tentative surtax under section 108(f) (1) of a corporation, 

other than a fol'eign corporation, not engaged in trmle or business within the 
is colnputed upon its corporation surtax net income at the rates 

prescribed by section 15, which are as follows ~ 

(i) if the corporation surtax net income is not in excess of $»5000 

6 percent of the amount thereof; 
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(ii) if the corporation surtax net income is in excess of $25, 000 but 

not in excess of $50, 000, $1, 500 plus 22 percent of the amount of such 

income in excess of $25, 000; or 
(iii) if the corporation surtax net income is in excess of $50, 000, 14 

percent of tbe entire amount thereof. 
(e) Compt&tation of normal-tax& net income and corporation surtax' net income 

In special cases. — (1) In general. — In computing the tentative taxes under section 

108(f) (1), (2), and (3), the amount of the net income and the amount of the 

adjusted net inco&ne of tbe corporation are not recomputed and remain unchan ed. 
However, the credits provided in, section 26 (b), (h), and (i) may diifer 
in computing t'be several tentative taxes. Thus, in the case ot' a Western 
Hemisphere trade corporation, or a public utility corporation which has paid 
dividends on its preferred stock with respect to which tbe credit for dividends 

paid provided in section 26(h) is allowable, or any corporation which bas 
received dividends on the preferred stock of a domestic public utility corpora- 
tion with respect to which the credit provided in section 26(h) is allowable to the 
distributing corporation, the amount of the norm«l-tax net income and the 
amount of the corporation surtax net income for one tentative tax computation 
differ front such amounts for any other tentative tax computation. Moreover, 
in the case of any corporation &vbich has a taxable year ending after March 
81, 1951, and which has received dividends on the stock of a foreign corporation 
with respect to which the credit provided in section 26(b) (3) is allowable, 
the amount of the normal-tax net income and the amount of the corporation 
surtax net income for the third tentative tax computation difter from such 
amounts for the first and second tentative tax computatious. See (2), (8), 
(4), and (5), below, 

(2) Western Hen&ispkere trade corporations. — In the case of a Western 
He&nisphere tra&lc corporation, its tentative tax under section 108(f) (1) is 
computed only on its normal-tax net income, since a Western Hemisphere trade 
corporation is not subject to surtax under the law applicable (without regard 
to section 108) to a taxable year beginnin" on June 1, 1950, and the credit 
provided in section 26(i) is not applicable in determining its normal-tax net 
income for the purpose of the con&putation of the first tentative tax. The 
normal-tax net income and corporation surtax net income of a Western Hemi- 
sphere trade corporation are determined for the purpose of the tentative tax 
computation under section 108(f) (2), with the allowance of the 81 percent 
credit provided in section 26(i) applicable to a taxable year beginning oa 
July 1, 1950, without regard to the amen&iment of section 26(i) made by the 
Excess Profits Tax Act of 1950, and, for the purpose of the tentative tax 
contputation under section 108(f) (8), with the allowance of the 27 percent 
credit provided in section 26(i) applicablp to a taxable year beginning on April 

1, 1951. 
(3) Pu(&lio u(Hit(es paying diridends on preferred stock. — In the case of 

a public utility corporation which has paid dividends on its preferred stock 
with respects to which the credit for dividends paid provided in section 26(h) 
is allowable, its normal-tax net income is determined, for the purpose of the 
tentative tax computation under section 108(f) (1), without regard to the credit 
provided in section 26(h), and its corporation surtax net income is determined, 
for such purpose, with the allowance of the credit provided in section 26(h) 
applicable to a taxable year be inning on June 1, 1950. The normal-tax net 
income and corporation surtax net incotue of such a public utility corporation 
are determined, for the purpose of the tentative tax computation under section 
108(f) (2), with the allowance of the 81 percent credit provided in section 26(h) 
applicable to a taxable year beginning on July 1, 1950, without regard to the 
amendment of section 26(h) made by the Excess I'rofits Tax Act of 1950, aalu' 
for the purpose of the tentative tax computation under section 108(f) (8)& 
with the allowance of the 27 percent credit provided in section 26(h) applicable 
to a taxable year beginning on April 1, 1951. 

(4) Corporat(ons receiuing diridends on, preferred stock of pu'blio utility. — 
In the ease of any corporation which has received dividends on the preferred 
stock of a domestic public utility corporation with respect to which the credit 
provided in section 26(h) is allowable to the distributing corporation, its 
normal-tax net income is determined, for the purpose of the tentative tax com- 
putation under section 108(f) (1), with the allowance of the 85 percent credit 
provided in section 26(b) with respect to such dividends received, and its 
corporation surtax uet income is determined, for such purpose, without'regard 



129 [II 29. 108-4. 

to anV credit provided in section 20 (b) with respect to such &iivi&1& nds received. 
The normal-tax net income and corporation surtax net incon&e of snch a corpora- 
tion are determined for the purpose of the tent;&tive tax conn&utation under 
section 108(f) (2), n ith the allo&vance of the 59 perccut credit provided in 
section 26(b) (2) &vith respect to such dividends received, an&1, for the purpose 
pf the tentative tax co&uputai ion under sec(ion 108(f) (3), svith the allo&van«e 
of the 02 percent credit provided iu section 20(b) (2) vvith respect to such 
dividends received. 

(5) Corpo& &&ti ops re««ising &iiui dcnds f& on& foreign «&rporation. — In the case 
of any corporation &vl&ich has a taxable year ending after M:&rch 31, 19, &1, and 
which has received dividends on the stock of a forei„n corporation with resp«& t 
to vvhich the credit provided in section 20(b) (3) is allowable, its normal-tax 
net income and corporation surtax net income are dot& & n&ined, for the pu&'pose 
of the tentative tnx cou&pni &iions under section 108(f) (1) aud (2), with&&ut 
regard to the credit provided in sectiou 20(b) (3), and, for the purp&&se of il&&. 

tentative taz computation under section 1US(f) (3), svith the alto&vance of 
the credit provided iu section 20(b) i 3). 

(f) Classes of corporations & rcl&&dcd fro&n operation of section 108(f). — The 
provisions of section 10S(f) do not apply to an insuran&'e con&puny subject io 
supplement G, a regulated investment con&lmny subject to supple&nent (J, or a 
foreign corporation not engaged in trade or business within the United Siai& s. 

(g) St&ort tar&&t&le ttenrs. — The provisious of section 10S(f) »pply to a t»x;&hie 
year beginning before July 1, 19&&0, aud ending after June 80, 195&0 (other than 
the calendar vear 1950), whether or not such taxable year is one of less than 
12 months. In the case of a taxpayer which is snbject to the provisi&&ns of 
section 10S(f) and whi«h because of a &hangs in accounting period has a 
taxable year of less than 12 months, the net income shall be placed on an annnal 
basis under the provisions of secti&m 47 (c) (1) for the purpose of each tenia- 
tive tax computation under section 10S(f), or shall be con&putcd nndcr the 
ex&eption in section 47(c) (2) for the pnrpose of each such tentative tax c&uu- 
putation. Regardless of the method adopted, the amounts of the tentative 
normal taz and surtax so computed upon the basis of 12 months' inco&ne sha)1 
be properly reduced under section 47(c) in order to determine the tentative taxes 
under section 10S(f). However, in the case of a taxpayer v;hich is subject to 
the provisions of section 108(f) and which because of any reason otl&cr than 
a change in accounting period has a tnxal&le year of less than 12 ruonths, the 
net income for the purpose of section 108(f) shall not be placed on an an»ual 
basis under section 47(c) (1) and shall not be computed under the exception 
in section 47 ( c) (2) . 

(1&) Alter&&atire t&ts &&»d«r section 117(c). — In any case in which a taxi&ave&' 
subject to the provisions of section 108 (f) has an excess of net ion&"-te&un cal&it;&1 
gains over net short-term capital losses, the alternative tax under se& tion 
117(c) shall be an amount equal to the sum of the proper portions nf the 
tentative taxes determined under section 108( f ), by compntin&" each su& h t» nta- 
tive taz pursuant to the alternative tax computation provided in section 117(c), 
regardless of whether any tentative tax so computed on the alternative basis 
is larger or smaller than the tentative tax computed without re ard to 
section 117(c). 

(i) Credits agninst tax. — In the case of a taxpayer subject to the provisions 
of section 10S(f), any credit a ainst the tax othersvise imposed by sect&& ns 
13, 14, and 15, such as the ere&lit for taxes paid to a foreign country or posses- 
sion of the United States under section 131, shall be deducted from, and any 
limitation in such credit shall be based upon, the taz co&uputcd under section 
108(f). 

( j) Eramples. — This section mav be illustrated by the following examples: 
L&'r&&mp/e (1). Tice A Corporation, a don&estic corporation (&vhich is neither 

a public utility referred to in section 20(h) nor a IVestern Hemisphere trade 
corporation referr&'d to in section 20(i) ), makes its income tax returns on 
tl&e basis of a ti: & al ve»r ending May 31. For the f&seal year &vhich be an Jnne 
1, 1950, and ended AIay 31, 1951, the A CorPoration hnd net income of $100, 000, 
n-hich &lid not include any interest on United States obligations or dividends ou 
stock of forei n corporations. The net income includes cash dividends received 
from a domestic corporation other than a public utility (allo&vable as a credit 
under section '&0(b) (1) ) in the amount of $10, 000, and cash dividends received 
frpm a dpmestic put&lic utility corporation on its preferred stock (with respect tp 
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which a credit is allowable to the public utility under section 26(h) ) in the amount 
of $5, 000. The normal tax and surtax of the A Corporation for its fiscal year 
ended May 31, 1951, are $22, 771. 50 and $12, 713. 21, respectively, computed 
as follows: 

(i) Computation of tentative taaes provided in section 108(f) (1), 
NoRMAR TAx 

1. Net income $100, 000. 00 
2. Less credit under section 26(b) (1) for dividends received from 

domestic corporations (85 percent of $15, 000) 12, 750. 00 

3. Normal-tax net income 

4. Normal tax (24 percent of item 3) 

SURTAx 

87, 250. 00 

20, 940. 00 

5. Net income $100, 000. 00 
6. Less credit under section 26(b) (1) for dividends received from 

domestic corporation other than dividends with respect to 
which credit is allowable under section 26(h) (85 percent of 
$10, 000) 8, 500. 00 

7. Corporation surtax nct income 91, 500. 00 

12, 810. 00 8. Surtax (14 percent of item 7) 

(ii) Computation of tentatire taxes provided in section 108(f) (9). 
NoRMAn Tsx AND SURTAx 

9. Net income $100, 000. 00 
10. Less credit under section 26(b) (1) for dividends 

received from domestic corporation other than divi- 
dends with respect to which credit is allowable 
under section 26(h) (85 percent of $10, 000) $8, 500. 00 

11. Less credit under section 26(b) (2) for dividends re- 
ceived with respect to which credit is allowable 
under section 26(h) (59 percent of $5, 000) 2, 950. 00 

11, 450. 00 

12. Normal-tax net income and corporation surtax net income 88, 550. 00 

13. Normal taz (25 percf nt of item 12) 22, 137. 50 
14. Surtax (20 percent of $63, 550, the ezcess of $88, 550 over 

12, 710, 00 

(iii) Computation of tentative taxes provided in section 180(f) (8). 
NDRMAn TAx AND St RTAX 

15. Net income 
16. Less credit under 

of $10, 000) 
17. Less credit under 

of $5, 000) 

section 26(b)(1) 

section 26(b) (2) 

$100, 000. 00 
(85 percent 

$8, 500. 00 
(62 percent 

3, 100. 00 
11, 600. 00 

18. 'X . 1-ta. t 1 c e a dc 0 etio 40 taa t ' 
e 88, 4000) 

19. Nornfal taz (30 percent of item 18) 26, 520. 00 
20. ~ t * t20)le ce tof 808, 400, thee c ae f 288, 400 e 82t), 000) 12, 680 00 

tl ) Co Oaletto afoot lf ad tea )o decal ee ead dlf II81, 1551 
21, Number of days in taxable year prior to July 1 1950--- — — —— 
22. Number of days in taxable year after June 30, 1950, and before 

A ril 1 1951 p 4) 7l ! 
28. N I of dace ' ta able fee ofte I ch 01, 1051---------- C 

24. Total number of days in taxable year 805 
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NORAIAL TAX 

25. Tentative norn&al tax computed in (i) $'0 &J40. 00 
26. 80/865ths of $20, 940 
27. Tentative normal tax computed in (ii) $22 187. 50 
28. 274/865th of $22, 187. 50 
29. Tentative normal tax computed in (iii) $2(', 520. 00 
80. 61/865ths of $26, 520 

81. Total normal tax 

SURTAX 

$1, 721. 10 

16, 618. 29 

4, 432. 11 

22&, 771, &0 

82. Tentative surtav computed 
88. 80/865ths of $12, S10 
84. 'I'pntative surtax &omputed 
85. 274/865ths of $12, 710 
86. Tentative surtax «»n&puted 
37. 61/865ths of $12, 6SO 

in (i) $12, 810. 00 

in (ii) $12, 710. 00 

in (iii) $12, 680. 00 

$1, 05&2. 8S 

9, 541. 21 

2, 119. 12 

38. Total surtax 12, 718. 21 

Eznmpfe (2). The facts are the same as in exan&pie (1), above, except that 
the taxable year is the fiscal year which began April I, 195&0, and end& d March 
81, 1M1. 'I'he normal tax and surtax of the A Corpor &lion fur such fis&'al year 
are computed only under para raphs (1) and (2) of section 108(f), since 
paragraph (8) of such section is not applicable to a taxable year whi«h e»ded 
before April 1, 19&1. Its nnrn&al tax and surtax for the fiscal year ended March 
31, 1MI, are $21, 8;!8. !)5 and $1'. 784. 94, respectively. The tentative norm:ll t:&x 

and tentative surtax under section 108(f) (1) aud (2) are computed as set forth 
in (i) and (ii) of examl&le (1). The normal tax and surtax of the A Corporation 
alv. further con&puted as follows: 
1. Yumber of days in taxable year prior to, 7uly 1, 1950 
2. iviumber of d:&ys in taxable year after June 80, 1950 

8. Total nuluber of days in taxable vear 

f&oax&AL TAx 

4. Tentative normal tax as 
ample (1) 

5. 91/865ths of $20, 940 
6. Tentative normal tax as 

ample (1) 
7. 274/865ths of $"', 137. 50 

8. Total normal tax 

cor&puted in (i) of ex- 
$20, 940. 00 

con&puted in (ii) of ex- 
$22, 187. 50 

S URTAX 

$5, 220. 66 

16, 618. 29 

21, 888. 95 

9. Tentative surtax as computed in (i) of example (1) $12, 810. 00 
10. 91/865ths of $12, 810 
11. Tentative surtax as computed in (ii ) of ex- 

ample (1) 
12. 274/865ths of $12, 710 

$8, 198. 78 

9, 541. 21 

18. Total surtax 12, 784. 94 

SKO. 29. 108 — 6. CGAIPETA'&IGN oF TAx 0F CoRPGRATIGNs FoR TAXARIE YEARs BE- 

GINNING AFTER JIINE 80, 19OO, AND BEFoRE APRIL 1, 19, &1, AND ENDING AFTER 

1&IAROH 81, 195&1 (OrHFR THAN THE CAI'ENDAR YEAR 1951). — (a) Ge»er&&l rule. — 
For a taxable year beginning after June 80, 1MO, and before April 1, 1951, and 

ending after March 31, 19ol (other than the calendar year 1M1), the normal 

tax and surtax imposed by sections 18 and 15 upon corporations shall be com- 

puted under section 108(p)» added by the Revenue Act of 1950 and as amended 

by the Revenue Act of 1951. The tax shall be an amoun' e&lual to the su&n of— 
(1) That portion of a tentative tax under section 108(g) (1), computed 

anger the provisions of sections 18(b) (1) and 15(b) (1), applicable to 

taxable years beginning on . Inly 1, 1950, which the number of &lavs prior 
April 1 1951, in the taxable year of the taxPayer bears to the total 

num(&er of day 
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(2) That portion of a tentative tax under section 108(g) (2), computed 
under the provisions of sections 18(b) (2) and 15, applicable to taxable 
years beginning on April 1, 1951, which the number of days after March 81, 
1951, in the taxable year of the taxpayer bears to the total number of days 
in such taxable year. 

The tentative normal taxes under section 108(g) (1) and (2) of a corporation 
are comyuted upon its normal-tax net income at the rates of 25 percent and 
80 percent, respectively. The tentative surtaxes under section 108(g) (1) 
and (2) of a corporation are computed upon its corporation surtax net income 
in excess of $25, 000 at the rate of 22 percent. See, however, section 15(c) 
and section 29. 15-2 as to the circumstances under which the $25, 000 exemption 
from surtax mav be disallowed, in whole or in part, in the computation of the 
tentative surtax under section 108(g) (2). 

(b) Co&nputation of porn&at-tax net income and corporation surtaa net income 
in, special cases. — (1) In gencraL — In computing the tentative taxes under sec- 
tion 108(g) (1) and (2), the amount of the net income and the amount of the ad- 
justed net incon&e of the corporation are not recomputed and remain unchanged. 
However, the credits provided in section 20 (b), (h), and (i) may differ in 
computing the several tentative taxes. Thus, in the case of a Western Hemi- 
sphere trade corporation, or a public utility corporation which has paid dividends 
on its preferred stock with respect to which the credit for dividends paid 
provided in section 20(h) is allowable, or any corporation which has received 
dividends on the preferred stock of a domestic public utility corporation with 
respect to which the credit provided in section 20(h) is allowable to the distribu- 
ting coryoration, or any corporation which has received dividends on the stock 
of a foreign corporation with respect to which the credit provided in section 
26(b) (8) is allowable, the amount of the normal-tax net income and the amount 
of the corporation surtax net income for the first tentative tax computation 
diifer from such amounts for the second tentative tax computation. See (2), 
(8), (4), and (5), below. 

(2) Western Hemisphere trade corporations. — In the case of a Western Hem- 
isphere trade corporation, its normal-tax net income and corporation surtax net 
income are determined, for the purpose of the tentative tax computation under 
section 108(g) (1), with the allowance of the 80 percent credit provided in 
section 20(i) applicable to a taxable year beginning on July 1, 1950, and, for 
the purpose of the tentative tax computation under section 108(g) (2), with 
the allowance of the 27 percent credit provided in section 26(i) applicable to 
a taxable year beginning on Ayril 1, 1951. 

(8) Public utilities paging dividends on, preferred stock. — In the case of a 
yublic utility corporation which has paid dividends on its preferred stock with 
respect to which the credit for dividends paid provided in section 26(h) is 
allowable, its normal-tax net income and corporation surtax net income are 
determined, for the yurpose of the tentative tax comyutation under section 
108(g) (1), with the allowance of the 80 percent credit provided in section 26(h) 
applicable to a taxable year beginning on July 1, 1950, and, for the purpose of 
the tentative tax computation under section 108(g) (2), with the allowance of 
the 27 percent credit provided in section 20(h) applicable to a taxable vear 
beginning on April 1, 1951. 

(4) Corporations receiving dividends on preferred stock of public utility. — Ia 
the case of any corporation which has received dividends on the preferred stock 
of a domestic public utility corporation with respect to which the credit pro- 
vided in section 26(h) is allowable to the distributing corporation, its normal- 
tax net income and corporation surtax net income are determined, for the pur- 
pose of the tentative tax computation under section 108(g) (1), with the allow- 
ance of the 59 percent credit yrovided in section 20(b) (2) with respect to 
such dividends received, and, for the purpose of the tentative tax computation 
under section 108(g) (2), with the allowance of the 62 percent credit provided 
in section 20(b) (2) with respect to such dividends received. 

(5) Corporations receiving di «lends from foreign corporation. — In the case 
of any corporation which has received dividends on the stock of a fore&go 
coryoration with respect to which the credit provided in section 20(b) (8) is 
allowable, its normal-tax net income and corporation surtax net income a« 
determined, for the purpose of the tentative tax computation under section 
108(g) (1), without regard to the credit provided in sectio~ 20(b) (8), and, 
for the purpose of the tentative tax computation under section 108(g) (2), with 
the allowance of the credit yrovided in section 20(b) (8). 
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(c) C«sses of corporations eve)tided f&o&n operat(on of section, 108(g). — The 
pr&&visions of section 108(g) do not apply io an insurance cnr»pany suliject to 
Supplement (', a regulated investment comp;tuy subject to Snpplenient Q, or a 
foreign corporation not engaged in trade or bnsiness tvithin the Ut&(ted States. 

(d) Sf&o& t t&tzable pea&s. — The provisinns of section 10S(g) apply to a taxable 
year beginning after June 80, 1050, and before April 1, 105&l, a»d endin ' after 
hlitr&h 81, 11&51 (otlier than the cale»dar year 10&&1), whether or nnt su& h 
taxable year is one of less tlinn 12 months. In the c:ise of a taxpayer &. lii&h 
is snbject to the provisiu»s of section 108(g) and ivhich because of a change 
in accounting period h&» a taxable year of. less th:in 1'& mont(is, the iiet inc&&me 
shall be. placed on an annual basis nnder tlie provisions of sectiun 47(c) 11) 
for the purpose of bnth tentative tax c&&r»pntatiotts u»dcr se&tinn 1(IS&g). or 
sh;ill be coi»puted under the exception in section -17(c) (2) for the pni pose of 
both snch tentative tnx computations. Itegardless of tlie method a&l&ipte&i, the 
aniounts of the tentative nnr»ial tax and surtax so compute&1 upon the basis of 1' months' inconie sliall be properlv rednce&l nnd&. 'i section 47(c) in order to 
determine the tentative t:ixes nnder section 10S(g). II»ivever, in tlie & ase nf a 
taxpayer tvhich is snbiect to the provisions of section 108(g);&nd which because 
of auv reason other than a el&an. re in arconnti» period h ts a t«xal&le rear of 
less than 12 months, the nct income for the purpose of section 10S(g) sl'all 
not be placed on an annual hasis uuder sectinn 47(c) (1) and shall not be 
computed under the exception iit se&'tinn 47(c) ( ). 

(e) &t(ternati&'e tar n&&der section 117(c). — In any &ase in ivhich a tax&paver 
snl&ject to the provisimis of secti&&n 10S(g) has a» excess of net long-term capital 
gains over net short-terni capital losses, the alternative tax under section 117(c) 
shall be an auiount equal to the sum of the proper portions of the tentative 
taxes d&'termined tmder sectiou 10S(g), by computing each such tentative tax 
pursuant to the alternative tnx coniputation provided in section 117(c), regard- 
less of tvhether either te»tative tax so computed on the alternative basis is 
larger or st»aller than the te»tative tax computed tvithout regard to section 
117(c). 

(f) Credits agai»st tax. — In the case of a taxpayer subject to the provisions 
of section 108 (g). any credit agaiust tbe tax otbertvise ii»posed by sections 18 
and 15. such as the credit fir taxes paid to a foreign country or possession of 
the I. 'nited States uncer section 181, shall be deducted froin, and any limitation 
in snch credit shall be based upon, the tax computed under section 108(g). 

(g) E«"n»&t&le. 'Ibis section may be illustrated hy the following example: 
Er&i»&1&le. The A Corporation, a domestic cori&oration (which is neither a 

public utility referred to in section 26(h) nor a Western Hemisphere trade 
corporation referred to in section 2&&(i) ), makes its inconie tax returns on the 
basis of a fis&al year en&iing, lune 80. %or the fiscal rear which began, Inly 1, 
11', . &0, and ended J»ne 80, 1051, the A Corporation had nct income of 8100. 000, 
which did not inclnde any interest on united States obligations or dividends on 
stock of foreign corporations. The net income includes cash dividends received 
from a domestic corporation other than a public utiiity (allntvable as a credit 
under section 26(b) (1) ) in the amount of $10, 000, and cash dividencls received 
from a domestic public utility corporation on its preferred stock (with respect 
to which a credit is allowable tu the pnblic utility under section 26(h) ) in the 
amount of $5&. 000. The normal tax and snrtax of the A Cnrpnratinn for its fiscal 
vear ended June 80, 10, &1, are $28, 280. 18 and $18, 072. 78, respectively, coniputed as 
f ol 1 ntvs: 

(i) Con&pi&tat(on of ten(at(pe tares proaidrd (n section 108(g) (I). 
QORxixn Tsx sN» SURrxx 

1. Act in& ome 
2. Less credit under section 26(b) (1) for dividends 

received frnni dotnestic corporation other than 
dividends with respect to which credit is allow- 
able un&ier section 2&1(h) (S. & percent nf 810, 000) $8, 500. 00 

8. I ess credit under section 26(b) (2) for dividends 
received ivith respect to which credit is alloiv- 
able under section 20(h) (50 percent of 85. 000) 2, 050. 00 

4. Yormai tax net income and corpol'ation surtax net income 

5. 1&lormai tax (25 percent of item 4) 
6. Surtax (22 percent of $68, 550, the excess of $88, 550 over 

$25, 000)— 

$100, 000. 00 

11, 450. 00 
88, 550. 00 
22, 187. 50 

18, 081. 00 
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(ii) Computation of tentative taxes provided in section 108(0) (3). 
NORMAL TAx AND SURT~x 

7. Net income 
8. Less credit under section 26(b) (1) 

of $10, 000) 
9. Less credit under section 26(b)(2) 

of $5, 000) 

10. Normal-tax net income and corporation 

11. Normal tax (80 percent of item 10) 
12. Surtax (22 percent of $63, 400, the 

$25, 000) 

$100, 000. 00 
(85 percent 

$8, 500. 00 
(62 percent 

3, 100. 00 11, 600. 00 

4 ta ett ee 88, 400. 00 

80, 880. 40 
excess of $88, 400 over 

18, !148. 00 

(iii) Computation of normal tax and surtax for itscal year endrd dune 30, 
1NL 

18. Number of days in taxable year prior to April 1, 1951 
14. Number of days in taxable year after Alarch 81, 1951 

15. Total number of days in taxable year 

274 
91 

NGRMAL TAx 

16. Tentative normal tax computed in (i) $22, 187. 50 
17. 274/365ths of $22, 187. 50 
18. Tentative normal tax computed in (ii) $26, 520. 00 
19. 91/805ths of $26, 520 

20. Total normal tax 

$16, 618. 29 

6, 611. 84 

%, %0. 18 

SvRTAx 

21. Tentative surtax computed in (i) $18, 981. 00 
22. 274/865ths of $13, 981 $10, 495. 83 
28. Tentative surtax computed in (ii) $18, 948. 00 
24. 91/865ths of $13, 948 

25. Total surtax 18, 972. 78 

Ssc. 29. 108 — 7. CGMPUTATIGN GF TAx oF INDIvIDUALs FoR TAXABLE YEARS BE- 
GINNING BEFGRE NovEMRER 1, 1951, AND ENDING AFTER OOTORER 81, 1951 (OTIIER 
TIIAN TIIE C ILENDAR YEAR 1951). — (a) General rule. — II'or a taxable year be- 
ginning before November 1, 1951, and ending after October 81, 1951 (other than 
the calendar year 1951), the normal tax, surtax, optional tax, and Supplement kl 
normal tax and surtax in0posed by sections 11, 12, 400, and 421(a) (2) upon 
taxpayers other than corporations shall be computed under section 108(h), as 
added by the Revenue Act of 1951. The tax shall be an amount equal to the 
suIn of— 

(1) That portion of a tentative tax under section 108(h) (1), computed 
under the provisions of sections 11 and 12, section 400, or section 421(a) (2), 
applicable to taxable years beginning on October 1, 1951, which the number 
of calendar monk. hs prior to November 1, 1951, in the taxable year of the 
taxpayer bears to the total number of calendar Inonths in such taxable year, 
and 

(2) That portion of a tentative tax under section 108(h) (2), computed 
uraler the provisions of sections 11 and 12, section 400, or section 421 (a) (2), 
other than the provisions of such sections relating to a head of a household, 
applicable to taxable years beginning on November 1;1951, which the number 
of calendar Iuonths after October 31, 1951, in the taxable year of the tax- 
paver bears to the total number of calendar months in such taxable vear. 

For the purpose of section 108(h) and this section, a calendar month only part 
of Ivhich falls within the taxable year (i) shall be disregarded if less than 15 
days of such month are included in such taxable year, and (ii) shall be included 
as a calendar month within the taxable year if more than 14 days of such month 
fall within the taxable year. 
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(b) Egtatee, trusts, and non& esi(ie»t alien indp&:i&luals. — The p&'ovisions of 
section 108(h) apply to estates, trusts, and nonresident alien in&lividuais subject 
to tax under sections 11 and 12 and to trusts described in section -121(b) (2) 
which are subject to iax under section 421(a) (2). Hoxvevcr, the provisions 
of section 108(h) do not apply to a trust d& scribed in section 421(b) (2) in the 
case of a taxable vear of su«h trust vvhich began before Janu;&ry 1, 1051. 

(c) ~S)&art ta(a(&l(' gea& a. — 'I'he provisions of section 108(h) apply to a taxable 
year beginning before Novmnber 1, 1!», 1, and ending after October 81, 1!), &1 (other 
than the calendar year 1!), &1), ivhether or not such taxable year is one of less 
than 12 (nonihs. In the case of a t&xpayer &vho is subject to the pr(&visions of 
section 108(h) and &vho becaus( of a cha(& e in a(c&n&nting period. has a taxable 
year of less tlmn 12 months, the net income shall be pl &ced on an annual b;&sis 
under the provisions of section 47(c) (1) for the purpose of both tentative tax 
computations under section 108(h), or slmll be co&nputed under the exception 
in section 47(c) (2) for the purpose of both su& h tentative tax computations. 
Regardless of the method adopted, the amounts of the t& ntative nor»&al tax and 
surtax so compnted upon the b:&sis of 12 months' income shall be properly redu«ed 
nnder section 47(c) in or(ler to detern&ine the tentative taxes under section 
108(h). Ho&vever, in the case of a taxpayer who is snbjert to the provisions &&f 

section 108(h) and &vho because of «ny reason other than a change in accounl:- 
irg period has a tax«bl( vear of less than 12 months, the net in!Ome shall n&&t 

be placed on an annual basis under section 47(c) (1) and shall Bot be con&putcd 
under the exception in section 47(c) (2). 

(d) Bite&'natire taa, ' under section 117(c). — In any case in vhlch a taxpayer 
subject to the provisions of section 108(h) h«s an excess of net long-tcr(u 
capital gains over net short-term capital losses, the alternative t &x under section 
117(c) shall he an amount equal to the sum of the proper p&&rtions of the tentative 
taxes determined under section 108(h), by computing each such tentative tax 
pursuant to the alternative tax computation provided in section 117(c), re- 
gardless of whether either tent«tive t«x so computed on the alternative basis 
is larger or smaller than the tentative tax computed without regard to section 
117(c). 

(e) C'ertain joint ret»ms. — If a . joint return of a husband and wife is filed 
under the provisions of section 51(b) (8), if the husband and wife have ditfercnt 
taxable years solely because of the death of either spouse, and if the taxable 
year of the surviving spouse covered by such joint return is a period which 
began before November I, 1051, and ended after October gl, 1051 (other than 
the calendar vear 10 &1), the number of calendar months to be tal'en into 
account for the pnrpose of computing the portions of the tentative tax umler 
section 108(h) (1) an&1 (2) shall be the number of calendar months prior to 
November 1, 1051, in the taxable year of the surviving spouse, the number 
of calendar morths after October 81, 1051, in the taxable year of the surviving 
spouse, and the total number of calendar months in the taxable vear of the 
surviving spouse. 

(f) C&edits against taa. — In the case of a taxpaver subject to the provi- 
sions of section 108(h), any credit against the tnx other&vise imposed by sections 
11, 12, 400, and 421(a) (2), such as the credit for taxes paid to a foreign conntry 
or possession of the United States under section 181, shall be deducted from, 
and any limitation in such credit shall be based upon, the tax compnted under 
section 108(h). However, in those instances in which an individual taxp;&yer 
computes a tentative tax under section 108(h) by takin" into account the 
optional standard deduction under section 28(aa), the following credits slmll 
not be allowed: all credits under section 181 with respect to taxes of foreign 
countries and possessions, and all credits with respect to taxes withheld at 
the source under section 143(a), relating to interest on tax-free covenallt, bonds. 

Src. 20. 108 — 8. Cox(PEFATIoN oF TAx 0F INDIVIDBALs FoR TAXABLE YEARs 

BEsINNING IN 105&8 AND ENB(No (N 1054. — (a) GcncraZ ruic. — For a taxable 
year beginning in 1058 and ending in 1054, the normal tax, surtax, optional 
tax, and supple(nent U normal tax and surtax, imposed by sections 11, 12, 400, 
and 421(a) (2) upon taxpayers other than corporations. shall be computed under 
section 108(j) as added by the Revenue Act of 1951. The tax shall be an 
amount equal to the sum of— 

(1) That Portion of a tentative tax nnder section 108(j) (I), computed 

under the prov& stons of se('ti( ns I I a nd 12 se( lion 400 or 
' 

1 
~ 421 

appi~tcsbje to sx ' s betdnning on I'lnus'lv I 105&8 

of caiendar months prior to January 1, 1054, in the taxable year of ber o 
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the taxpayer bears to the total number of calendar months in such taxable 
year, and 

(2) That portion of a tentative tax under section 108(j) (2), computed 
under the provisions of sections 11 and 12, section 400, or section 421(a) (2), 
applicable to taxable years beginning on January 1, 1954, which the number 
of calendar months after December 81, 1958, in the taxable year of the 
taxpayer bears to the total number of calendar months in such taxable year. 

I~'or the purpose of section 108(j) and this section, a calendar month only part 
of which falls within the taxable year (i) shall be disregarded if less than 
15 days of such month are included in such taxable year, and (ii) shall be 
ir'eluded as a. calendar month within the taxable year if more than 14 days of 
such month fall within the taxable year. 

(b) Estates, trusts, and uonreaident alien indioiduals. — The provisions of 
section 108(j) apply to estates, trusts, and nonresident alien individuals subject 
tn tax under sections 11 and 12 and to trusts described in section 421(b) (2) 
which are subject to tax under section 421(a) (2). 

(c) 8hort taxable years. — The provisions of section 108(j) apply to a t'axable 
year beginning in 1058 and ending in 1054, vvhether or not such taxable year 
is one of less than 12 months. In the case of a taxpayer who is subject to 
the provisions of section 108(j) and who because of a change in accounting 
period has a taxable year of less than 12 months, the net income shall be 
placed on an annual basis under the provisions of section 47(c) (1) for the 
purpose of both tentative tax computations under section 108(j), or shall be 
computed under the exception in sectiou 47(c) (2) for the purpose of both such 
tentative tax computations. Regardless of the method adopted, the amounts 
of the tentative normal tax and surtax so computed upon the basis of 12 
months' income shall be properly reduced umler section 47(c) in order to deter- 
mine the tentative taxes under section 108(j). However, in the case of a tax- 
payer who is subject to the provisions of section 108(j) and who because of 
any reason other than a change in accounting period has a taxable year of less 
than 12 months, the net income shall not be placed on an annual basis under 
section 47(c) (1) and shall not be computed under the exception ip section 
47(c)(2) ~ 

(d) Alteruatioe tax ender section I f7(c). — In any case in which a taxpayer 
subject to the provisions of section 108(j) has an excess of net long-term capital 
gains over net short-term capital losses, the alternative tax under section 117(c) 
shall be an amount equal to the sum of the proper portions of the tentative 
taxes determined under section 108(j), by computing each such tentative tax 
pursuant to the alternative tax computation provided in section 117(c), regard- 
less of whether either tentative tax so computed on the alternative basis is 
larger or smaller than the tentative tax computed without regard to section 
117(c). 

(e) Certaim joint returns. — If a joint return of a husband and wife is filed 
under the provisions of section 51(b) (8), if the husband and wife have differ- 
ent taxable years solely because of the death of either spouse, and if the taxable 
year of the surviving spouse covered by such joint return is a period which 
begins in 1958 and ends in 1054, the number of calendar months to be taken 
into account for the purpose of computing the portions of the tentative tax 
under section 108(j) (1) and (2) shall be the number of calendar months prior 
to January 1, 1954, in the taxable year of the surviving spouse, the number of 
calendar months after December 81, 1958, in the taxable year of the surviving 
spouse, and the total number of calendar months in the taxable year of the 
surviving spouse. 

(f) Credits against tax. — In the case of a taxpayer subject to the provisions 
of section 108(j), any credit against the tax otherwise imposed by sections 0, 
12, 400, and 421(a) (2), such as the credit for taxes paid to a foreign country 
or possession of the United States under section 181, shall be deducted froIR, 
and any limitation in such credit shall be based upon, the tax computed under 
section 108(j). However, in those instances in which an individual taxpayer 
computes a tentative tax under section 108(j) by taking into account the 
optional standard deduction under section 28(aa), the following credits shall 
not be allowed: all credits under section 181 with respect to taxes of foreign 
countries and possessions, and all credits with respect to taxes withheld at 
the source under section 148(a), relating to interest on tax-free covenant bonds. 

SEc. 29. 108 — 9. COMPurAIIGN oF TAx oF CORPORArrovs Foa TAxARLE TEARs BE- 
GINNING BEFORE APRIL 1, 1954, AND ENDING AFIER MARcII 81, 1954. — (a) gewerat 
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rale. — For a taxable year beginning bei'ore April I, 10, &1, and p»&king after kl;» &h 

31, 19, "&4 (including the calendar year 1!), &4), the r&or»lal tax, snr t;&x, ;lr&&l supple- 
ment U normal tax and surtax in)pose&1 by se«ii&&ns I;3, 1, ), and 4'&1(a) ( I ) »pun 
corporations shall be computed under section 108(k), as added by tk&e lk«ve»ue 
Act of 1961. The tax shall be an amount equal to the sun& of— 

(1) That poition of a tentative tax under section 108(l&) (1), cor»l&utpd 
under the provisions of se«tion 13(b) (2) and 1, &, or Re& rio» 11"1(ar (1), 
applicable to taxable years 1)pginnin on Ja»urry 1, 19&&3, whi&h the nur»b«r 
of days prior to April 1, 1964, in the taxable year of the t&rxk)ayer k)e;&rs to 
the total number of days in such taxable year, and 

(2) That portion of a tentative tax urlder section 108(k) (2), c&&r»- 

puted under the provisions of sections 1:3(b) (:3) and 1, &(b), or section 
4'&l(a) (1), apl&li«able to taxable years beginning on April 1, 1!);&4, lvhicl& 
the number of days after hkarch 31, 19;)4, in the taxable year of the tax- 
payer hears to the total number ot davs in such taxable year, 

Tbe tentative normal taxes under section 108(k) (1) and ('&) of a corporation 
are computed at the rates of 30 percent and 2, ) percent, respectively, upon its 
normal-tax net income or upon its supplement U net income, in the case of a 
corporation subipct to tax under supplement U. The tentative surtaxes u»der 
section 108(k) (1) and (2) of a corporation are computed upon its corporation 
surtax-npt income or supplement U net income, as the case may be, in pxr&ps 
of $26), 000 at the rate of "' percent. See, holvever, section 16(c) and . ««tion 
29. 1. ) — 2 as to the cil'cumstances under lvhich the $25, 000 exemption fr'o»l sut'tax 
may be disallolved, in lvhole or in part, in the computation und&r section 
108(k) (1) of the tentative surtax under section 16 for a taxable year begiuning 
before Julv 1, 1963. 

(5) CoxfPUTATIo-I or XORAIAr. -TAX NET IR&cox&E AND CoRPoRATIo&v SURTAx AFT 
I&xcoirE Ilv SPEcrAr, CAsxs. — (1) In gene) at. — In computing the tentative taxes 
under section 108(lr) (1) and (2), the amount of the net inconle and the 
amount of the adjusted net income of the corporatiou are not recomputed:&»d 
remain unchanged. However the credits provided in section 26 (b), (h), and 
(i) may differ in computing the several tentative taxes. Thus, in the case of a 
Western Hemisphere trade corporation, or a public utility corporation which 
has paid dividends on its preferred stock with respect to which the credit for 
dividends paid provided in section 26(h) is allowable, or any corporation rvbich 
has received dividends on the preferred stock of a domestic public utility cor- 
poration with respect to &vhtch the credit provided in section 26(h) is allowable 
to the distributing corporation, the amount of the normal-tax net income nnd 
the amount of the corporation surtax net income for the first tentative tax 
conlputatinn diTfer from such amounts for tbe second tentative tax computltio». 
See (2), (3), and (4), helovv. 

(2) 11'estern Henrispf&ere trade corporations. — In the case of a 1Vestern Hcnl- 
isphere trade corporation, its normal-tax net income and corporation surtax n«t 
income are determined, for the purpose of the tentative tax computation u»d«r 
section 108&'k) (I), with the allowance of the 27 percent credit provided in 
section 26(i) applicable to a taxable year begi»ning on January 1, 19)&), and, 
for the purpose of the tentative tax computation under section 108(k) (2), with 
the allowance of the 30 percent credit provided in sectiou 26(i) applicable to 
a taxable rear beginning on April 1, 1', »4. 

(:3) Pl&7&l&c ntilitres p&rptnp dtri&len&78 on prefe) &ed stock. — In the case of d 
pul)lic utility corporation which has paid dividends on its pret'err«&1 sto&k with 
respect to whi&h the credit for dividends paid provided iu section 20&(h) is 
allowable, its normal-tax net income a»d corporation surtax net inconle are 
determined, for the purpose of the tentative tax computation u»dpr section 
108(k) (1), with the allowance of the 27 percent credit provided in section 
26(h) applical)le to a taxable vear beginnin" on January 1, 1063, and, for the 
purpose of the tentative tax computation under section 108(k) (2), lvi(h the 
allo)van&'e of the 30 percent credit provided in section 26(h) applicable to a 
taxable vpar beginning on April 1, 1964 

(4) Corpc&cticks reretninp dtridends on prefe&"-ed sto«7" „pf pnl&77« r&t&'7&'t&7 

In the cusp of any corporation which has received divi&iends on the prpfelrpd 
stock of a domestic public utility corporation with respe«t to lvhi«h the &rpdit 
provided in s. . etion 26(h) is allolval&le to the distrik&»ting corpora! ion, its 
normal-tax npt in«ome arid co&'IR)rati&)n surtax net income ale deter»lined, for 
the purpose of the tentative tax «omputation under section 108(k) (1) 
the allo)vance of the 62 percent credit provided in section 26(b) (2) lvith I'espect 
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to such dividends received, and, for the purpose of the tentative tax computation 
under section 108(k) (2), with the allowance of the 59 percent credit provided 
in section 20 (b) (2) with respect to such dividends received. 

(c) Classes of corporations ezclnded from operation of section, 108(k). — The 
provisions of section 108(k) do not apply to an insurance company subject to 
supplement G, a regulated investment company subject to supplement {), or 
a foreign corporation not engaged in trade or business within the United States 
other than such a corporation subject to supplement U. 

(d) Short taxable years, — The provisions of section 108(k) apply to a taxable 
vear beginning before April 1, 1954, and ending after March 31, 1954, whether 
or not such taxable year is one of less than 12 months. In the ease of a tax- 
yayer which is subject to the provisions of section 108(k) and which because 
of a change in accounting period bas a taxable year of less than 12 months, the 
net income shall be placed on an annual basis under the provisions of section 
47(c) (1) for the purpose of both tentative tax computations under section 108(k), 
or shall be computed under the exception in section 47(c) (2) for the purpose 
of both such tentative tax computations. Regardless of the method adopted, 
the amounts of the tentative normal tax and surtax so computed upon the 
basis of 12 months' income shall be properly reduced under section 47(c) 
in ortler to determine the tentative taxes under section 108(k). However, 
in the case of: a taxyayer which is subject to the provisions of section 108(k) 
and which because of any reason other than a change in accounting period 
has a taxable year of less than 12 months, the net income for the purpose of 
section 108(k) shall not be placed on an annual basis under section 47(c) (1) 
and shall not be computed under the exception in section 47(c) (2). 

(e) Pdternative tax ender section 117(c). — In any case in which a taxpayer 
subject to the provisions of section 108(k) has an excess of net long-term 
capital gains over net short-term capital losses, the alternative tax under sec- 
tion 117(c) shall be an amount equal to the sum of the yroper portions of 
the tentative taxes determined under section 108(k), by computing each such 
tentative tax pursuant to the alternative tax computation provided in section 
117(c), regardless of whether either tentative tax so computed on the alternative 
basis is larger or smaller than the tentative tax computed without re ard to 
section 117(c). 

(f) Credits against taa. — In the case of a taxpayer subject to the provisions 
of section 108(k), any credit against the tax otherwise imposed by sections 13, 
15, and 421(a) (1), such as the credit for taxes paid to a foreign country or 
possession of the United States under section 131, shall be deducted from, and 
any limitation in such credit shall be based uyon, the tax computed under 
section 108 (k) . 

(0) Eaample. — This section may be illustrated by the following example: 
Example. The A Corporation, a domestic corporation (which is neither a 

public utility referred to in section 20(h) nor a IVestern Hemisphere trade cor- 
poration referred to in seci. ion 26(i), and which is not subject to tax under 
supplement U), makes its income tax returns on the basis of the calendar year. 
For the calendar year 1954, the A Corporation has net income of $100, 000, 
which does not include any interest on United States obligations or dividends 
on stock of foreign corporations. The net income includes cash dividends 
receivetl from a domestic corporation other than a public utility (allowable 
as a credit under section 26(b) (1) ) in the amount of $10, 000, and cash dividends 
received from a domestic public utility corporation on its preferred stock (with 
respect to which a credit is allowable to the public utility under section 20(h) ) 
in the amount $5, 000. The normal tax and surtax of the A Corporation for 
the calendar year 1954 are $23, 218. 12 and $13, 972. 80, respectively, comyuted 
as follows: 

(i) Compntation of tentatire taxes provided, in, section 108(k) (1). 
NosM&L Tax Ajvn StrsT~ 

1. Net income 
2. Less credit under section 26(b) (1) for dividends 

received from domestic corporation other than 
clividends with respect to which credit is allosv- 
able under section 20(h) (85 percent of $10, 000) $8, 500 

8. Less credit uncler section 20(b) (2) for dividends 
received with respect to which credit is allow- 
able under section 20 (h) (62 percent of $5, 000)- 

$100, 000 

11, 0$ 
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4. Normal-tax net income and corporation surtax net income 

b. Normal tax (30 percent of item 4) 
6, Surtax (22 percent of $03, 400, the excess of $88, 400 over 

$25, 000) 

() 29. 108 — 4. 

$88, 4On. OO 

26, )2)). 00 

1;5, 048. Of) 

(ii) . Comp))tatio&) of tentative taxes p& ot&id«d in section 108(k) (2) 
NORMAL TAx AND SURTAx 

7, Net income 
8. Less credit under section 26(b) (1) (85 percent 

of $10, 000) $8, 500. 00 
9. Less credit under section 26(b) (2) (. &0 percent 

of $, ), 000) 

10. Nornml-tax nct income and corporation surtax net incon)e 

11. Normal tax (2:) percent of it«I» 10) 
12. Surtax (22 percent of $63„'&5&i), the excess of $88550 over c»-n 

$105), I)nn 00 

11, -I, )O. 00 

88, 550. 00 

22, 1, '57. . &0 

1. '5. 081. On 

(iii) Compatation Of normal tax and sa& tax for calendar gear 195)I. 

18. Number of davs in taxable v«ar prior to April 1, 105&4 
14. Nun&ber of days in taxable year after Jlar«h 31, 1054 

1, &, Total number of days in taxable year 

NORMAL TAX 

16. Tenlative normal tax computed in (i) $26, 520. 00 
17. 90/36;&ths of $26. 520 
18. Tentative normal tax computed in (ii) $22, 137, 50 
10. 275/30. &ths of $2)2). 137. 50 

20, Total normal tax 

SURTAX 

00 
275 

$6, 530. 18 

16, 678. 94 

23, 218. 12 

21. Tentative surtax computed in (i) 
22. 00/365ths of $13, 048 
23. Tentative surtax computed in (ii) 
24. 275/365ths of $13, 081 

20. Total surtax 

$13, 048. 00 

$13, 981. OO 
$3, 430. 23 

10, 533. 63 

13, 072. 86 

REGL'LATIONS 130 [26 CFR, PART 40] 

PAR. 4. There is inserted immediately preceding section 40. I:&0-1 
[26 CFR 40. 430 — 1J the folloIving: 

SEC. 131. FISCAL YEAR TAXPAYERS [It@YENUE ACT OF 105, 
APPIIOVED OCTOBER 20, 1051]. 

(b) CGMPUTATIGN oF Ex«Ess PRoFITs TAx. — Subsection (b) of section 
430 (relating to computation of excess proQts tax in the case of certain 
taxable years) is hereby amended to read as follows: 

"(b) CERTAIN TAxARI. E YEARs BEGINNING BEFGRE 1051. — 
"(1) Taxable years ending before April 1, 1951. — In the case of 

a taxable vear beginning before July 1, 1950, and ending after June 
30, 1050, and before April 1, 1051, the tax imposed by subsection 
(a) shall be an amount equal to that portion of a tentative tax, 
computed under the provisions of subsection (a) applicable to tax- 
ab]e years ending on December 81, 1050, which the number of days 
jn su«h taxable year after June 80, 1050, bears to the total num- 
ber of days in such taxable year. 

~ &(2) Taxable years ending after March 31, 105L — In the case of 
a taxable year (other thau a taxable vcar begi»I&ing on January 1, 
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1951, and ending on December 81, 1051) beginning before April 1, 
1051, and ending after March 81, 1951, the tax imposed by subsection 
(a) shall be an amount equal to the sum of— 

"(A) that portion of a tentative tax, computed under the 
provisions of subsection (a) applicable to taxable years end- 
ing on December 81, 1950, which the number of days in such 
taxable year after June 80, 1950, and before April 1, 1051, bears 
to the total number of days in such taxable year, plus 

"(8) that portion of a tentative tax, computed under the 
provisions of subsection (a) applicable to taxable years begin- 
ning on April 1, 1951, which the number of days in such taxable 
year after March 81, 10ol, bears to the total number of days in 
such taxable year. " 

PAR. 5. Section 40. 430 — 2(b) |26 CFP 40. 430 — 2(b) ] is amended to 
read as follows: 

(b) Taxable years beginning before Aprii 1, 1951 (other than the calendar 
year 1951). — (1) Taxable years begtnning before July 1, 1950, and ending after 
June 80, 1950, and before Apnt 1, 1951. — In the ease of any taxable year which 
begins before July 1, 1950, and ends after June 80, 1050, and befoie April 1, 1951 
(including the calendar year 1950), the excess profits tax will be an amount 
which is proportionate to the part of. the vear falling after June 80, 1950. The 
tax will be an amount equal to that portion of a tentative tax, computed under 
the provisions of section 480(a) and (a) of this section applicable to the taxable 
vear, which the number of days in the taxable year after June 80, 1950, bears to 
the total number of davs in such year. Thus, in the case of the calendar year 
1950, the tax will be 184/805ths of the tentative tax computed under (a) (1) (i) 
and (ii) and (a) (2) of this section. In computing the tentative tax under 
section 480(b) (I) and this paragraph for a taxable year other than the calendar 
year 1950, the tax which would be imposed under sections 18, 14, and 15 shall, 
for purposes of section 480(a) (2) (A) and of (a) (1) (ii) of this section, be 
determined subject to the provisions of section 108(f) (I) and (2), relating to 
fiscal year taxpayers, and subject to the provisions of section 141(c), relating 
to consolidated returns, if applicable. 

(2) Taxable years beginning before April 1, 1951, and ending after March SI, 
1951 (other than, the calendar year 1951). — In the case of any taxable year 
which begins before April I, 1951, and ends after March 81, 1951 (other than 
the calendar year 1051), the excess profits tax will be an amount equal to the 
sum of- 

(i) that portion of a tentative tax, computed under the provisions of 
section 480(a) and (a) of this section applicable to taxable years ending 
before April 1, 1051, v hich the number of days in the taxable year after 
June 80, 19o0, and before April I, 1951, bears to the total number of days 
in such year, and 

(ii) that portion of a tentative tax, computed under the provisions of 
section 480(a) and (a) of this section applicable to taxable years beginning 
on April 1, 1051, which the number of days in the taxable year after March 
81, 1051, bears to the total number of days in such year. 

In computing the tentative tax under section 480(b) (2) (A. ) and clause (i) of 
this paragraph, the tax which would be imposed under sections 18, 14, and 15 
shall, for purposes of section 480(a) (2) (A) and of (a) (1) (ii) of this section, 
be determined subject to the provisions of section 108 (f) or (g), whichever is 
applicable to the taxable year, and subject to the provisions of section 141(c), 
relating to consolidated returns, if applicable. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 of the Internal Revenue Code (58 Stat. 32& 467; 
26 U. S. C. 62, 3791). ) 

JoIIN S. GRAHAM, 
Acting C'otnmissioner o f Interna/ Reyentte. 

Approved December 29, 1902. 
TIIoMAs J. LrxcII, 

Acting Secretary of the 2'reasury. 

(Filed with the Division of the Federal Register January 5, 1958, 8: 45 a. m, ) 
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SECTION 100. — WESTERN HEMISPHERE TRADE 
CORPORATIONS 

SEcTIoN 29, 109 — 1: Western HeInisphere trade 
corporations. 

(Also Section 45, Section 29. 45 — 1. ) 
INTERNAL RE&VENUE CODE 

Rev. Rul. 15 

Where a subsidiary company is organized. for the purpose of se- 
curing the benefits derived from qualification as a Western Hemi- 
sphere trade corporation under section 109 of the Internal Revenue 
(, ode, all transactions between the parent company and the sub- 
sidiary should be on an "arm's length" basis, since section 45 of the 
Code (pertaining to allocation of income and deductions) may be 
applied in such cases where necessary to prevent evasion of taxes 
or clearly to refiect the income of either of the separate companies. 

In determining whether the transactions in a particular case are 
at "arm's length, " consideration will be given to all the facts and 
circumstances involved. 

SUPPLEIIENT B. — COMPUTATION OF NET INCOME 

SECTION 112(a) . — RECOGNITION OF GAIN OR 
LOSS: GENERALRULE 

SEcTIoN 20. 112(a) — 1: Sales or exchanges. 

INTERNAL REVENUE CODE 

Regulations f11 amended. (See T. D. 5090, page 142. ) 

SEcTIox 20. 112(a) — 1: Sales or exchanges. 

INTERNAL REVENUE& CODE 

PresentInent of certain Japanese prewar dollar bonds to the Japa- 
nese Government for the purpose of overprinting an extended matu- 
rity date thereon. (See Rev. Rul. 54, page 204. ) 

SE&CTION 112(b). — RECOGNITION OF GAIN OR LOSS: 
EXCHANGES SOLELY IN KIND 

SEcTIDN 29. 112 (b) (7) -1: Corporate liquidations 
in calendar month in 1044, 1051, or 1052. 

INTERNAL REVENUE CODE 

Treatment of basis of mortgaged property received in complete 
ljquidatjoIL (See Rev. Rul. 05~ page 162. ) 

263354' — 33 — 10 
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T. D. 5990 SEGTIGN 29. 112(b) (11) — 1: Certain distributions 
of stock on reorganization. 

(Also Section 29. 112(b) (11) — 2; Section 112(a), 
Section 29. 112(a) — 1; Section 112(g), Sections 
29. 112(ir) — 1, 29. 112(g) — 2, 29. 112(g) — 5; Sec- 
tion 113(a), Sections 29. 118(a) — 2, 29, 118(a)- 
(23) -1. ) 

TITI. E 26 — INTERNAL REVENI. F. . — CHAPTER I, SUBCHAPTER A, PART 29, — 
INCOSILc TAX; TAXABLLi' YLi'ARS BEGINNING AFTER DLi'CEMBER Sl 1941 

Regulations 111 amended to conform to section 217 of the Revenue 
Act of 1951, relating to certain distributions of stock on reorganiza. - 

tion. 
TREASURY DEPARTMENT) 

OFFIGE 0F ( oMMIssloNER oF INTFRNAL REvENUEI 
TVashington 85, D. C. 

l'o 0ffI'cers and Z&'mp/oyees of the Interna/Pieuenue 8er~ice and Others 
Concerned: 
On November 22, 1952, notice of proposed rule making with respect 

to regulations under sections 112(b) (11) and 113(a) (28) of the 
Interllal Revenue Code, as added by section 817 of the Revenue Act 
of 1951, approved October 20, 1951, relating to certain distributions 
of stock on reorganization, was published in the Federal Register 
(17 F. R. 10647). After consideration of all relevant matter pre- 
sented by interested persons regarding the ru!es proposed, the alnend- 
nlents to Regulations 111 [26 CFR, part 29], set forth belongs are hereby 
adopted. 

PARAGRAPH 1. Section 29. 112(a) — 1, as amended by Treasury De- 
cision 5402 [C. B. 1944, 229], approved S ptember 5, 1944 t26 CFR 
29. 112(a) — 1], is further amended by adding at the end thereof the 
f oil owing: 
See section 112(b) (11), lvith respect to nonreco nition of gain upon the distri- 
bution of stock (other than preferred) in a corporation a party to a reorganiza. 
tion under certain circunlstances Ivithout the surremier of stock. 

PAR. 2. There is inserted immediately following section 
29. 112(b) (10) — 2' [26 CFR 29. 112(b) (10) — 2J the following: 

SEC. 217. CERTAIN DISTRIBUTIONS OIi' STOCK ON REORGANI- 
ZATION [REVEIVUE ACT Ol" 1951, APPROVED OCTOBER 20, 
1951]. 

(a) DlsTBIBUTIoNs NoT JN I IQUIDATloN. — Section 112(b) (relating to 
nonrecognition of gain or loss in the case of certain exchanges) is hereby 
amended by adding at the end thereof the following new paragraph: 

"(11) Dls'I'BIBUTloN oF BTocK NoT IN LIQUIDATIoN. — If there is 
distributed, in pursuance of a plan of reorganization, to a share- 
holder of a corporatio~ which is a party to the reorganization, stock 
(other than preferred stock) in another corporation which is a party 
to the reorganization, without the surrender by such shareholder. of 
stock, no gain to the distributee from the receipt of such stock shall 
be reco nized unless it appears that (A) any corporation which is 
a party to such reor anization was not intended to continue the 
activ'e conduct of a trade or business after such reorganization, or 
(B) the corporation whose stock is distributed was used princi- 
pally as a device for the distribution of earnings and profits to the 
shareholders of any corporation a party to the reorganization. " 

A 
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(c) EFFEOTivE D~TE. — The amendments made by this section shall be 
applicable with respect to taxable years ending after the date of the 
enactment of this Act, but shall apply only with respect to distributions 
of stock made after such date. 

SEO. 29. 112(b) (11) — 1. CERT&IN DIETIIIEIITIONs oF Srocx oN REOEoxNIzxTION. — 
If there is distributed after October 20, 19fil, in pursuance of a plan of re- 
organization, to a shareholder of a corporation which is a party to th 
reorganization, stock (other than preferred stock) in another corporation which 
is a party to the reorganization, without the surrender by such shareholder of 
stock, no gain to such shareholder from the receipt of such stock shall be 
recognized, a@less it appears that— 

(1) any corporation which is a party to such reorganization was not 
intended to continue the active conduct of a trade or business after such 
reur "anization, or 

(2) the corporation whose stock is distributed was used principally as a 
device for the distribution of earnings and profits to the shareholders of 
any corporation a party to the reorganization. 

For section 112(b) (11) to be applicable, there must be a reorganization as 
defined in section 112(g) (1) and a distribution to shareholders in pursuance 
of the plan of reorganization. Accordingly, for the purpose of section 
112(b) (11), there must be compliance with the rules prescribed in sections 
29. 112(a) — 1, 29. 112(g) — 1, and 29. 112(g) — 2, relating to reorganizations and to 
exchanges and distributions. The distributions under section 112(b) (11) must 
be of stock in a corporation which is a party to the reorganization, which stock 
was received in the reorganization. 

Section 112(b) (11) involves cases in which one corporation, in a reorganiza- 
tion as defined in section 112(g) (1) (D), transfers a part of its assets to another 
corporation in exchange for stock, and, in pursuance of the plan of reorganiza- 
tion, &listributes or causes to be distributed on its behalf to its shareholders, 
without the surrender by them of stock in the transferor corporation, stock (other 
than preferred stock) received in the reorganization. For limitations specially 
applicable under section 112(b) (11), see section 29. 112(b) (11)-2. The dis- 
tribution of preferred stock or other property received in the reorganization, 
or of other property of the transferor corporation, is not vvithin the provisions 
of section 112(b) (11). 

SFc. 29. 112 (b) (11 ) — 2. LIIIITxTICNs UPQN THE APPLIcATIoN oF SEcTICN 
112(b) (11). — The benefits of section 112(b) (11) are limited to a reorganiza- 
tion in which all of the corporations, parties to the reorganization, are intended 
to continue the active conduct of a trade or business after the reorganization, 
and in which the corporation ~hose stock is distributed is not used principally 
as a device for tlie distribution of earnings and profits to shareholders of any 
corporation a party to the reorganization. The underlying assumption of 
section 112(b) (11) and of the rules applicable to reorganizations is that the 
reorganization and distribution of stock must result in a continuation of the 
old business activities aud in a continuation of the interests of the shareholders 
therein. 

A corporation shall be considered for the purpose of section 112(b) (11) to be 
engaged in the active conduct of a trade or business after the reorganization 
only if it directly conducts such business or indirectly conducts the business 
through ownership of stock in another corporation actively conducting the 
business, which other corporation is a subsidiary (whether or not majority- 
owned) of the corporation, a party to the reorganization. For the purpose of the 
preceding sentence, a corporation is considered a subsidiary of another cor- 
poration if a majority of its voting stock is owned bv the other corporation or 
if a part of its stock (whether or not a majority of its voting stock) is owned 
by the other corporation under such circumstances that the policies of the first 
corporation are directed by the second corporation. The assets, if any, of a 
corporation used directly in the conduct of a business and stock, if any, helil 
by a corporation in a subsidiary actively conducting a business must constitute 
a substantial part of all of the assets of the corporation. 

Ordinarily, the business reasons (as distinguished from any desire to make a 
distribution of earnings and profits to the shareholders) which support the re- 
organization and the distribution of the stock will require the distribution of all 
of the stock received bv the transferor corporation in the reorganization. 

Example 1. Corporation A owns and operates several mines and in addition 
owns 4fi percent of the stock of Corporation X, 40 percent of the stock of 
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Corporation Y, anil 85 percent of the sto«k of Corporation Z. Corporation A 

is the largest single shaiieholder in each of these corporations, and directs 
their policies in such nianner that these corporations are operated as sub. 
sidiaries of Corporation A. Corporations X, Y, and Z are each directly engaged 
in the active coniluct of a trade or business. Corporation A transfers all its 
st««k in Corporations X. Y, and Z to newly organized Corporation B in exchange 
for all of Corporation B's stock, which stock is distributed pro rate among tbe 
shareholdi rs of Corporation A. Corporation B then directs the policies of 
tlicse corporations in such manner that they are operated as subsidiaries of 
Corporation B. There are no other relevant facts. The distribution of the 
stock (other than preferred stock) in Corporation B to the shareholders of 
Corlioratiou A is within the terms of section 112 (b) (11). 

Ezumple S. Corporation C owns and operates a department store. It decides 
to provide parking t'acilities for the customers of the store. In order to provide 
such facilities, Corporation C enters into a contract to purchase land adjacent 
to its preniiscs. The purchase price of the land is $100, 000 and it is estimated 
that the cost of developing the parking lot will be $50, 000. In order to separate 
the operations of the parking lot from those of the department store, Corporation 
C transfers to a newly formed Corporation D $90, 900 in cash and fiUU, 000 io 
bonds, together with the contract for the purchase of the land, in exchan„e 
for all the stock of Corporation D, which stock is distributed pro rata among 
the shareholders of Corporation C. The purchase of the land is completed on 
the diite fixed in the contract, and the parking facilities are developed and 
operated by Corporation D. There are no other relevant facts. The transfer 
ot' the cash, bonds, and contract to Corporation D in exchange for its stock 
is a reoriganization under section 112(g) (1) and the distribution of stock 
(other than preferred stock) in Corporation D to the shareholders of Corpora- 
tion C is within the terms of section 112(b) (11). 

Ezumple 8. Corporation E is engaged in a manufacturing business. The 
assets of Corporation E inc)ude, '&~(200, 000 in cash and $000, 000 in bonds in 
addition to $450, 000 in other assets used in the manufacturing business. Corpora- 
ti«n E forms a new corporation, F, to which Corporation E transfers $200, 000 
in «ash and the $000, 000 in bonds in exchange for all the stock of Corporation 
I'. which stock is distributed among the shareholders o Corporation E pro rata, 
At the time of tbe transaction there is no clear and definite plan for the 
acquisition by Corporation E of specifi business assets. There are no other 
relevant facts. The transfer of cash and bonds to Corporation b is not a 
reor 'anization under section 112(g) (1) of the Code; therefore, the distribution 
«f the stock of Corp«ration V is taxable as a dividend to the extent provided 
in section 115(a). 

PAR. 8. Section 29. 112(g) — 1, as amended by Treasufy Decision 
5402 [26 CFR 29. 112(g) — 1], is further amended by inserting im- 

mediately preceding the last sentence of the third paragraph thereof 
the following: 
The nonrecognition of gain or loss is also prescribed with respect to the 
distribution occurring after October 20, 1951, in pursuance of a plan of reorganiza- 
tion, to a shareholder of a corporationwhich is a party to the reorganization, 
«f stock (other than preferred stock) in another corporation which is a partv 
to the reor auization, where such shareholder does not surrender any stock. 
(Sce section 112(b) (11) and the regulations thereunder. ) 

PAR. 4. Sec. 29. 112(g) — 2 [26 CFR 29. 112(g) — 2] is amended by 
«(riking from the secon'd paragraph from the end (vvhich paragraph 
begins with the words "The term 'plan of reorganization' ") the Ivord 
'exchanges" wherever it appears and insertino in each instance in lieu 
t]iereof the words "exchanges or distributions '. 

PiR. 5. Section 29. 112(g) — 5 [26 CFR 29. 112(g)-5] is amended by 
adding at the end thereof the following: 
8ee section 29. 112(b) (11) — I with respect to tbe distribution occurring after Oc- 

tober 20, 1951, to a shareholder, in pursuance of a plan of reorganization of stock 
(other tl)an preferred stock) in another corporation which is a party to tbe reor- 
ganization, without the surrender by such shareholder of stock. 
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PAR. 6. Section 29. 118 (a) — 2, as amended by Treasury Decision 5402 
[26 CFR 29. 118 (a) — 2], is further amended by striking from the second 
sentence thereof the expression "118(a) (22)" and by inserting in lieu 
thereof the expression "118(a) (28) ". 

PAR. V. There is inserted immediately after section 29. 118(a) (22)-1 
[26 CFR 29. 118(a) (22) — 1] the following: 

SEC. 817. CERTAIN DISTRIBUTIONS OF STOCK ON REORGANI- 
ZATION [REVENUE ACT OF 1051, All'ROVED OCTOBER 20, 
1051]. 

(b) Bxsrs oF STocK. — Section 118(a) (relating to unadjusted basis 
for determining gain or loss) is hereby amended by adding at the end 
thereof the folloIving new paragraph: 

"(28) Tax-FEEE nrsTamUTIONs. — If the property consists of stock 
distributed after the date of the enactment of the Revenue Act of 
1951 to a taxpayer in connection with a transaction described in 
section 112(b) (11) (hereinafter in this paragraph called 'new 
stock'), or consists of stock in respect of which such distribution 
was made (hereinafter in this paragraph called 'old stock'), 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 prescribed by the Secre- 
tary. " 

(c) EFFEcTIvE D&TE. — The amendments made by this section shall be 
applicable with respect to taxable years ending after the date of the 
enactment of this Act, but shall apply only with respect to distributions 
of stock made after such date. 

SEO. 20. 118 (a) (28)-1. Bssrs oF STocK oN CERTAIN DIsTRIBUTIoN$ oN REGRGAN- 
IzsTION. — The distribution, in pursuance of a plan of reorganization, to a share- 
holder of a corporation (a party to the reorganization) of stock in another cor- 
poration (also a party to the reorganization) may be within the provisions of 
section 112(g) of the Revenue Act of 1082, or the corresponding provisions of 
prior revenue laws, if made before January 1, 1084, or may be within the provi- 
sions of section 112 (b) (11) if made after October 20, 1951, and if the distribution 
consists of stock other than preferred stock. Section 112(g) of the Revenue Act 
of 1082 and section 112(b) (11) provide that no gain shall be recognized to the 
shareholder in the ease of such distribution. The basis of the stock in respect 
of which the distribution was made and of the stock distributed to the shareholder 
is ascertained in accordance with the principles set forth in section 
29. 118(a) (12)-1 in the case of such a distribution made before January 1, 1984. 
The same principles of section 29. 118(a) (12) — 1 shall apply to the determination 
of the basis of such stock in the ease of a distribution after October 20, 1051, to 
which section 112(b) (11) is applicable. 

PAR. 8. Section 29. 115 — 11 as amended by Treasury Decision 540? 
[26 ( FR 29. 115 — 11], is further amended by striking subparagraph (1) 
of the third undesignated paragraph thereof [26 CFR 
29. 115-11(c) (1) ] and inserting in lieu thereof the following: 

(1) The distribution, in pursuance of a plan of reorganization, by or on 
behalf of a corporation a party to the reorganization, to its shareholders— 

(A) of stock or securities in such corporation or in another corpo- 
ration a party to the reorganization in any taxable year beginning be- 
fore January 1, 1084, without the surrender by the distributees of stock 
or securities in such corporation (see section 112(g) of the Revenue Act 
of 1082); or 

(B) of stock (other than preferred stock) in another corporation 
which is a party to the reorganization without the surrender by the 
distributees of stock in the distributing corporation if the distributiou 
occurs after October 20, 1051 (see section 112 (b) (11) ); or 

(C) of stock or securities in such corporation or in another corpora- 
tion a party to the reorganization in any taxable year (beginning 
before January 1, 1080, or on or after such date) in exchange for its 
stock or securities (see section 112(b) (8) ) 
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if no gain to the distributees from the receipt of such stock or securities was 
recognized by law. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 of the Internal Revenue Code (53 Stat. 32, 467; 
26 U. S. C. 62, 3701). ) 

T. CoI. EMAN ANDREws, 
Commissioner of Internal Revenue. 

Approved February 17, 1953. 
ELBERT P. TIITTLE& 

Acting Secretary of the Treasury. 
(l"iled neith the I ivision of the Federal Register I'ehrun'y I!). &!). i. ". , S: 52 a. m. ) 

SECTION 112(f). — RKCOGVITI()N OF GAIN OR LOSS: 
INVOLUNTARY CONVERSION 

SI:cTION 20. 112(f) — 1: Involuntary conversion 
where disposition of the converted property 
occurred prior to January 1, 1051. 

(Also Sect. ions 20. 112(f) — 2, 20. 112(f) — 3; Sec- 
tion 112 (n), Section 29. 112 (n) — 1; Section 
113(a), Section 29. 113(a) (9) — 1; Section 
113 (b), Section 29. 11, '] (b) (1) — 1; Section 
117, Section 29. 117 — 4; Section 275, Section 
20. 275 — 1. ) 

TITI. E 26 — INTERNAL REVENI&E. — CHAPTER I, SCBCHAPTER A, PART 2a- 
INCOME TAX; TAXABLE YEARS BEGINNING AI'TER DECESIBER 31, 1341 

Regnlations 111 an&ended to conform to section SIS of the Revenue 
Act of 1951, to Public Law 251 (S"d Cong. ) [C. B. 1951-2, S5S], aud to 
I'nblic Law 557 (Ssd Cor&g. ) [C. B. 1952 — 2, BC&0]. 

TREASI RY DEPARTMENT 
OFFIcE QF CGMMIssIONER oF INTERNAL REVENHE& 

]Vashington 85, D. C. 
To Ogcers and Fmployees of the Interna/ Bet;enue Sert)ice and Others 

Concerned: 
On December 20, 1952, notice of proposed rule making, regarding 

amendments to the income tax regulations made necessary by section 
318 of the Revenue Act of 1951, approved October 20, 1051, by Public 
Law 251 (82d Cong. ) [C. B. 1951 — 2, 353] approved October 31, 1951, 
and by Public Law 567 (82d Cong. ) [C. B. 1952 — 2, 360], approved 
July 16, 19M, was published in the Federal Register (17 k. R. 11657) 
After consideration of all such relevant matter as was presented by 
interested persons regarding the rules proposed the amendments set 
forth below are hereby adopted. Such amendments are necessary in 
order to conform Regulations 111 [26 CFR, part 29] to section 318 
of thc Revenue Act of 1951, to Public Law 251 (82d Cong. ), and to 
Public Law 567 (82d Cong. ). 

PARAcRAPII 1; There is inserted immediately preceding section 
29, 112(f) — 1 |26 CFR, 29. 112(f) — 1] the following: 

SEC. 81S. GAIN EIIOM SAI. E OR EXCHANGE OI' TAXPAYER'S 
RESIDENCE [REVE'&&UE ACT Ok' 1951, API'ROVED OCTOBEI3 
20, 1951]. 
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(b) TECHNICAL AMENDMENTS. — 
(1) Section 112(f) (relating to involuntary conversions) is here- 

bv aruended by adding at the er, d thereof the following: "This sub- 
section shall not apply, in the case of property used by the tax- 
payer as his principal residence, if the destruction, theft, seizure, 
requisition, or condemnation of the residence, or the sale or ex- 
change of such residence under threat or imminence thereof, oc- 
curred after December 81, 1050. " 

PUBLIC LAW 251, EIGHTY-SECOND CONGRESS APPROVED 
OCTOBER 81, 1051 

Be it enacted by the Senate and House of Represeiitatices of the United 
States of America in Congress assembled, That (a) section 112(f) of the 
Internal Revenue Code (relating to involuntary conversions) is hereby 
amended to read as follows: 

"(f) INvoLUNTARY CCNvERSICN. — If property (as a result of its de- 
struction in whole or in part, theft, seizure, or requisition or condemna- 
tion or threat or imminence thereof) is compulsorily or involuntarily 
converted— 

"(1) CDNvERsIDN INTo sIMII. AR PRCPERTY. — Into property similar 
or related in service or use to the property so converted, no gain 
shall be recognized. 

"(2) CoNvERsIQN INTo MDNEY ivHERE DIsPosITIoN occURRED PRIoR 
To 19EI. — Into money, and the disposition of the converted property 
occurred before January 1, 1051, no gain shall be recognized if sucli 
money is forthwith in good faith, under regulations prescribed by 
the Secretary, expended in the a& quisition of other property similar 
or related in service or use to the property so converted, or in the 
acquisition of control of a coi'poration owning such other property, 
or in the establishment of a replacement fund. If any part of the 
money is not so expended, the gain shall be recognized to the extent 
of the money which is not so expended (regardless of whether such 
money is received in one or more taxable years and regardless of 
whether or not the money which is not so expended constitutes gain) . 
For the purposes of this paragraph and paragraph (8), the term 
'disposition of the converted property' means the destruction, theft, 
seizure, requisition, or condemnation of the converted property, or 
the sale or exchange of such property under threat or imminence 
of requisition or condemnation. 

(8) CorrvERsICN INTo MCNEY WHERE DIsPosITIQN occURRFD AFTER 
I9so. — Into money or into property not similar or related in service 
or use to the converted property, and the disposition of the converted 
property (as defined in paragraph (2) ) occurred after December 81, 
1050, the gain (if any) shall be recognized except to the extent 
hereinafter provided in this paragraph: 

"(A) Nonrecognition of Gain. — If the taxpayer during the 
period specified in subparagraph (B), for the purpose of re- 
placing the property so converted, purchases other property 
similar or related in service or use to the property so con- 
verted, or purchases stock in the acquisitioii of control of a 
corporation owning such other property, at the election of the 
taxpayer the gain shall be recognized only to the extent that 
the amount realized upon such conversion (regardless of 
whether such amount is received in one or more taxable years) 
exceeds the cost of such other property or such stock. Such 
election shall be made at such time and in such manner as the 
Secretary may by regulatio~s prescribe. For the purposes 
of this paragraph— 

(I) no property or stock acquired before the disposi- 
tion of the converted property shall be considered to have 
beeII acquired for the purpose of replacing such converted 
propeI'ty unless held by the taxpayer on the date of such 
disposition; and 

"(ii) The taxpayer shall be considered to have pur- 
chased propertv or stock only if, but for the provisions 



of section 118(a) (0), the unadjusted basis of such property 
or stock would be iis cost within the u&eaning of section 
118(a). 

"(8) Period Within Which Property Must Pe Replaced. — 
The period referred to in subparagraph (A) shall be the period 
beginning with the date of the disposition of the converted 
property, or the earliest d &te of the threat or i&nminence of 
requisition or condemnation of the converted property, which- 
ever is the earlier, and ending- 

"(i) one year after the close of the first taxable year 
in which any part uf the g:&in upon the conversion is 
realized, or 

"(ii) subje«t to such terms and conditions as may be 
specified by the Secretary, at the ch&se of su&h later date 
as tbe Secretary may designate upon:&pplication hy the 
taxpayer. Such application shall he n&ade at such time 
aud in su«h manuer as the Secretary nruy by regulatious 
prescribe. 

"(C) Time for Assessment of Deficiency Attril&utahle to Gain 
Upon Conversion. — lf a taxpayer has made the election pro- 
vided in subparagraph ( A), then (i) the statutory period for 
the assessment of:&ny deficiency, for any taxable year in vvhich 
any part of the gain upon such conversion is realized. attribut- 
able to such gain shall not expire prior to the expiratiou of three 
years fro&u the date the Secretary is notified bv the taxpayer 
(in such manner as the Secretary may by regulations prescribe) 
of the replacement of the converted property or of an inten- 
tion not to replace, and (ii) such deticieucy umy be assessed 
prior to the expiration of such thrce-year period uotv ithstand- 
ing the provisions of section 272(f) or the provisions of any 
other law or rule of law which would other&vise prevent such 
assessment. 

"(D) Time for Assessment of Other Defi&iencies Attribut- 
able to L~'lection. — If the election provided in sul&p;&ragraph 
(A) is made by the taxpayer and such other prol&erty or such 
stock was purchased prior to the beginning of the last taxable 
year in which any part of the gain upon such conversion is 
realized, any deficiency, to the extent &esulting fro&n such elec- 
tion, for any taxable year ending before such 1:&st taxable year 
may be assessed (not&vithstanding the provisions of section 
272(f) or 270 or the provisions of any o&her law or rule of law 
which &vould otherwise prevent such assessment) at any time 
before the expiration of the period within which a deficieucy 
for such last taxable year may be assessed. 

This subsection shall not apply, in the case of property used by 
the taxpavcr as his principal residence, if the destru&tion, theft, 
seizure, requisition, or condemnatiou of resider&ce, nr the sale or 
exchan, e of such residence under threat or iu&minence thereof, 
occurred after December 81, 1&050. " 

Svc. 8. The amendments nmde by the first two sections of this Act 
shall be appli&able ouly &vith respect to taxable vears eudin after De- 
cember 81, 1000, except that the provisions of section 112(f) (8), and 
the provisions of section 118(a) (9), of the Internal Revenue Code as 
an&e»ded by this A. ct shall also be applicable to any taxable year ending 
prior to January 1, 1051, iu which (a) any gain was realized upon the 
conversion of property and the disposition of such converted property 
occurred (within the &neaning of such section 112(f) (8) ) after De«en&- 
ber 81, 1000, or (b) tbe basis of property is affected by an election made 
under the provisions of section 112(f) (8) of such Code. 

PAR. 2. Section 20. 112(f)-1 [26 CFR 29. 112(f) — 1] is hereby 
amen&Ied. as follows: 



(A) By changing the heading thereof to read as follows: "INvor, - 
UNTARY CONVERSION &VEIERE DISPOSITION OF THE CONVERTED 1 ROPERTY 
OCCURRED PRIOR TO JANUARY 1, 1951. " 

(B) By inserting inlmediately preceding the first paragraph 
thereof the followin~g: 

This section applies only with respect to involuntary conversions where the dis- 
position of the converted property occurred prior to January 1, 1&051, The tenn 
"disposition of the converted property" means the destruction, theft, seizure, 
requisition, or condenauation of the converted property, or tbe sale or exchange 
of such propertv under threat or imminence of requisition or conderonation. 
See section 20. 112(f)-3 if tlie disposition of the couvcrted property occurred 
after December 31, 1050. 

PAR. 8. Section 29. 112(f) — 2 [26 ("FR 29. 112(f)-2] is hereby 
amended as follows: 

(4) By changin&r the heading thereof to read as follows: "PE- 
PLACEMENT FUNDS AYHERE DISPOSITION OF TIIE CONVERTED PROI'ERTY 
OccURRED PRIoR To JANUARY 1, 1951. " 

(B) By inserting imnlediately precedin~ the first paragr&aph 
thereof the following: 
This section applies only with respect to involuntary conversions where the dis- 
position of the converted pr&&perty (as define(1 in section 20. 112(f) — 1) occurred 
prior to J;muary 1, 10:&1. See section 29. 112(f) — 3 if the disposition of tbe 
converted property occurred after December 31, 1950. 

PAR. 4. These is inserted immediately after section 29. 112(f) — 2 
[26 CFR 29. 112(f) — 2] the following: 

Sac. 20. 112(f) — 3. Ixvoruxrsax Covvz»srot& WHz&&z D&srosrrroN or THE OoN- 
vx&&TED PROPEBTY OCCURRED AFTER Dzcxx&BK&& 31, 10'&0. — (a) In gene&. «1. This 
section applies only with respect to involuntary conversions where the disposi- 
tion of the converted property (as defined in section 20. 112(f) — 1) occurred after 
December 31, 1900. See section 29. 112(f) — 1 and — 2 if the disposition of the 
converted property occurred prior to January 1, 10, &l. This section also applies 
only with respect to gains; losses from involuntary conversions are recognized or 
not recognized without regard to this section. This section shall not apply in the 
case of an involuntary conversion of property used by the taxpayer as his prin- 
cipal residence; see section 29. 112(n) — l. In the case of property used by tbo 
taxpayer partially as a principal residence and partially for other purposes, 
proper allocation shall be made and this section shall apply only «ith respect to 
the involuntary conversion of the portion used for other purposes. 

((&) Conversion into similar property. — If prop&rty (as a result of its destruc- 
tion in whole or in part, theft, seizure, or requisition or condemnation or threat 
or imminence thereof) is compulsorily or involuntarily converted only into 
property similar or related in sei vice or use to the property so converted, no 
gain shall be recognized. Such nonrecognition of gain is mamlatory. I: the 
conversion is, in whole or in part, into money or property not similar or related 
in service or use to the property so converted, see (c) below. 

(c) Conversion into money or into dissimilar property. — If property (as a 
result of its destruction in whole or in part, theft, seizure, or requisition or 
condemnation or threat or imminence thereof) is compulsorily or involuntarily 
converted into money or into property not similar or related in service or use 
to the converted property, the gain, if any„shall be recognized, at the election of 
the taxpayer, only to the extent that the amount realized upon such conversion 
exceeds the cost of other property purchased by the taxpayer which is similar 
or related in service or use to the property so converted, or the cost of stock 
of a corporation owning such other property which is purchased by the taxpayer 
in the acquisition of control of such corporation, if the taxpayer purchased 
such other property, or such stock, for the purpose of replacing the property so 
converted and during the period specified below. 

All of tbe details in connection &vith an involuntary conversion of property at 
a gain (including those relating to the replaceinent of the converted property, 
&&r a decision not to replace, or tbe expiration of the period for replacement) 



shall be reported in the return for the taxalile year or years in which any of 
such gain is realized. An election to have such gain recognized only. to the 
extent provided in the preceding para "raph shall be made by including such 
gain in gross income for such year or years only to such extent. If, at the 
time of filing such a return, tbe period within which the converted property 
must be replaced has expired, or if such an election is not desired, the gain 
should be included in gross incorue for such year or years in the regular manner. 
A failure to so include such gain in gross income in the regular manner shall be 
deemed to be an election by the taxpayer to have such gain recognized only to the 
extent provided in the preceding paragraph even though the details in connec- 
tion with the conversion are not reported in such return. If, after having made 
an election under section 112(f) (8), the converted property is not replaced 
within the required period of time, or replacement is made at a cost lower than 
was anticipated at the time of the election, or a decision is made not to replace, 
the tax liability for the year or years fur which the election was made shall 
be recomputed. Such recomputation should be in the forin of an "amended 
return". If a decision is made to iuake an election under section 11" (f) (8) 
after the filing of the return and the payment of the tax for the year or years 
in which any of the gain on an involuntary conversion is realized and before 
the expiration of the period within which the converted property must be 
replaced, a claim for credit or refund for such year or years should be filed. 
If the replacement of the converted property occurs in a year or years in which 
none of the gain on the conversion is realized, all of the details in connection 
with such replacement shall be reported in the return for such vear or years. 

The period referred to above is the period of time commencing with the date 
of the disposition of the converted property, or the date of tbe beginning of the 
threat or imminence of requisition or condemnation of the converted property, 
whichever is earlier, and ending 1 year after the close of the first taxable year 
in which any part of the gain upon the conversion is realized, or at the close of 
such later date as may be desiguated pursuant to an application of the taxpayer. 
Such application shall be iuade prior to the expiratiou of tbe 1 year after the 
close of the first taxable year in which any part of the gain upon tbe convei sion 
is realized. Such application shall be made to the Conimissiouer, or to such 
person as he may designate, and shall contain all of the details in connection 
with the involuntary conversion. Ão extension of time shall be granted pur- 
suant to such an application unless the taxpayer executes a bond, with suih 
surety as the Commissioner may require, in an amount not in excess of t~ice 
the estimated additional income taxes (including interest, penalties, and addi- 
tions to the tax) which would be payable if an election were not iuade umbr 
this section, and conditioned upon the replacement of the converted property 
within the extended period of time (including any subsequent extensions granted 
by the Commissioner or such person as he may designate), or the payment of 
the additional tax attributable to the gain on the conversion (including interest, 
penalties, and additions to the tax). Only surety companies holding certificates 
of authority from the Secretary of the Treasury as acceptable sureties on Federal 
bonds will be approved as sureties. See section 20. 112(f) — 2 v ith respect to the 
depositing of bonds or notes of the United States in lieu of sureties. 

Propertv or stock purchased before the disposition of the converted property 
shall be considered to have been purchased for the purpose of replacing the con- 
verted property only if such property or stock is held by the taxpayer on the 
date of the disposition of the converted property. Property or stock shall be 
considered to have been purchased only if, but for the provisions of section 
113(a) (0), the unadjusted basis of such property or stock would be its iost 
to the taxpayer within the meaning of section 118(a). If the taxpayer's unad- 
justed basis of the replacement property would be determined, in the absence 
of section 118(a) (0), under any of the other nmnbered paragraphs of section 
118(a), the unadjusted basis of the property would not be its cost within the 
meaning of section 113(a). For example, if property similar or related in 
service or use to the converted property is acquired by gift and its basis is deter- 
mined under section 118(a) (2), such property will not qualify as a replacement 
for the converted property. 

If a taxpayer mal-es an election under section 112(f) (8), any deficiency, for 
any taxable year in which any part of the gain upon the conversion is realized, 
which is attributable to such gain may be assessed at any time prior to tbe 
expiration of 8 years from the date the oificer with whom the return for such 
year has been filed is notified by the taxpayer of the replacement of the con- 
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verted property or of an intention not to replace, or of a failure to replace, 
within the required period, notwithstanding the provisions of section 272(f) 
or the provisions of any other law or rule of law which would otherwise prevent 
such assessment. If replacement has been made, such notification shall contain 
all of the details in connection with such replacement. Such notification should 
be made in the return for the taxable year or years in which the replacement oc- 
curs, or the intention not to replace is formed, or the period for replacement 
expires, if this return is filed with such oflicer. If this return is not filed with 
such officer, then such notification shall be made to such officer at the time of 
filing this return. If the taxpayer so desires, he may, in either event, also notify 
such officer prior to the filing of such return. 

If a taxpayer makes an election under section 112(f) (3) and the replacement 
property or stock was purchased prior to the beginning of the last taxable year 
in which any part of the gain upon the conversion is realized, any deficiency, for 
any taxable year ending before such last taxable year, which is attributable to 
such election may be assessed at any time prior to the expiration of tbe period 
within ivhich a deficiency for such last taxable year may be assessed, nntivith- 
standing the provisions of section 272(f) or 275 or the provisions of any law 
or rule of law which would otherivise prevent such assessment. 

If the taxpayer makes an election under section 112(f) (8), the gain upon 
the conversion shall be recognized to the extent that the amount realized upon 
such conversion exceeds the cost of the replacement property or stock, regardless 
of whether such amount is realized in one or Iuore taxable years. 

See section 29. 112(f) — 1 as to when property is siinilar or related in service or 
use to other property, and as to the treatment of proceeds of a use and occupancy 
insurance contract and of special assessments. 

PAR. 5, There is inserted immediately after section 29. 112(m) — 4, 
as added by Treasury Decision 5374 [C. B. 1944, 243], approved May 
25, 1944 [26 CVR 29. 112 (m) — 4 I, the following: 

SEC. 818. GAIN FROAI SALE OR EXCHANGE OI&' TAXPAYER'S 
RESIDENCE [REYENUE ACT OF 1951, APPROVED OCTOBER 
20, 19oi]. 

(a) NONREcoGNITION oF GAIN IN CERTAIN CAsEs. — Section 112 (relating 
to recognition of gain or loss) is hereby amended by adding at the end 
thereof the following new subsection: 

"(n) GAIN FRoM SALE CR ExcHANGE CF REEIDENOE. — 
"(1) NoNREcoGNITICN oF GAIN, — If property (hereinafter in this 

subsection called 'old residence') used by the taxpayer as his prin- 
cipal residence is sold by him and, within a period beginning one 
year prior to the date of such sale and ending one year after such 
date, property (hereinafter in this subsection called 'new residence') 
is purchased and used by tbe taxpayer as his principal residence, 
gain (if anv) from such sale shall be recognized only to the extent 
that the taxpayer's selling price of the old residence exceeds the 
taxpayer's cost of purchasing the new residence. 

"(2) RULEs FoR APPLIOATICN oF sUBsEcTIoN. — For the purposes 
of this subsection: 

"(A) An exchange by the taxpayer of his residence for other 
property shall be considered as a sale of such residence, aiul 
the acquisition of a residence upon the exchange of property 
shall be considered as a purchase of such residence. 

"(B) If the taxpaver's residence (as a result of its destruc- 
tion in whole or in part, theft, or seizure) is compulsorily or 
involuntarily converted into property or into moner, such de- 
struction, theft, or seizure shall be considered as a sale of the 
residence; aud if the residence is so converted into property 
which is used by the taxpayer as his resiclcnce, such conversion 
El&all be considered as a purchase of such property by the tax- 
payer. 

"(C) In the case of an exchange or conversion described in 
subparagraph (A) or (B), in determining the extent to which 
the selling price of the old residence exceeds the taxpayer's cost 
of purchasing tbe new residence, the amount realized by the 
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taxpayer upon such exchange or conversion shall be considered 
the selling pvice of the old residence. 

"(D) A residence any part of which was constructed or re- 
constructed by the taxpayer shall be considered as purchased 
by the taxpayer. In determining the taxpayer's cost of purchas- 
ing a residence, there shall be included only so much of his 
cost as is attributable to the acquisition, construction, recon- 
struction, and improvements made which are properly charge- 
able to capital account, during the period specified in paragraph 
(1) 

"(E) If a vesi&lence is purchased by the taxpayer prior to 
the date of his sale of tho old residence, the purchased resi- 
dence shall not be tre»ted as his new residence if sold or other- 
wise disposed of by him prior to the date of the sale of the 
old resi&ience. 

"(Y) If the taxpayer, during the period describ&d in para- 
graph (1) purchases more than one residence which is used 
by him as his principal &esi&lence at some time within one year 
after the date of the sale of the old resi&lence, only the last 
of such residences so used l&y himafter the date of such sale 
shall constitute the new residence. If within the one year 
referred to in the preceding sentence property used by the tax- 
payer as his principal residence is destroyed, stolen, seized, 
requisitioned, o& condemned, or is sold or excl&anged under 
thveat or inuninence thereof, then fur the purposes of the pre- 
ceding sentence such one year shall be considered as ending 
v ith the date of such destruction, theft, seizure, requisition, 
condemnation, sale, or exchange. 

"(G) In the case of a new residence the construction of which 
was commenced by the taxpayer pvior to the expiration of one 
year after the date of the sale of tl&e old resi&lcnce. the peviod 
specified in paragraph (I), and the one rear referred to in 
subparagraph (Y) of this para raph, si&all be considered as 
including a period of 18 months beginning with the date of 
the sale of the old residence. 

"(8) LI&&IITATION. — The provisions of paragraph (1) shall not be 
applicable with respect to the sale of the taxpayer's residence if 
within ~e year prior to the date of such sale tl&e taxpayer sold at 
a gain other property used by him as his principal residence, and 
any part of such gain was not recognized by reason of the prorisions 
of paragraph (1). I'or the purposes of this para 'rapb, the destruc- 
tion, theft, seizure, requisition, ov condemn;&tion of property or 
the sale or exchange of property under threat or i&nminence thereof, 
sl&all not be considered as a sale of such pvoper&y. 

"(4) BABIs oF NEw RKsIDENcK. — sphere the purchase of a new 
residence results, under I&avagvaph (1), in the nonrecognition of 
gain upon the sale of an old residence, in determining the adjusted 
basis of the new residence as of any time f&&llowing the sale of 
the old residence, the adjustments to basis shall inclutle a reduction 
by an a&nount equal to the amount of the gain not so recognized 
upon the sale of the old residence, For tl&is puvpose, ti&e an&ount 
of tl&e gain not so recognized upon the sale of the old residence 
includes only so much of such gaiu as is not reco 'nized by reason of 
the cost, up to such tin&e, of purchasing the new residence. 

"(5) TENANT-sTocITHCEDKRs Iv A cooPKRATITE APAR'&M&. NT coR- 
PoRA'rtoN. — Yor the purposes of this subsection, section 11g(b) (I) 
(K), and section 117(h) (7), references to proeperty used by the 
taxpayer as his pvincipal residence, and references to the resi- 
dence of a taxpayer, shall include stock beld by a tenant-stock- 
holder (as defined in section 2g(z) (2) ) in a cooperative apart- 
ment (as defined in such section) if— 

"(A) in the case of stock sold, the apartment which the 
taxpayer was entitled to occupy as such stockholder was used 
by him as his principal residence, and 

"(B) in the case of stock purchased, the taxpayer used as 
his principal residence the apartment which he was entitled 
to occupy as such stockholder. 



153 

"(6) HUSR&ND HAND wIFE. — If the taxpayer and his spouse, in nc- 
cordance with regulations which shall be prescribed by the Secretary 
pursuant to this paragraph, consent to the application of subpara- 
graph (B) of this yaragraph, then— 

"(A) for the purposes of this subsection, the words 'tax- 
payer's selling price of the old residence' shall mean the selling 
price (of the taxyayer, or of the taxpayer and his spouse) of 
the old residence' and the words 'taxpayer's cost of purchasing 
the new residence' shall mean the cost (to the taxpayer, his 
spouse, or both) of purchnsing the new residence (whether 
held by the taxpayer, his spouse, or the taxpayer and his 
spouse); and 

"(B) so much of the gain upon the sale of the old residence 
as is not recognized solely by reasori of this paragraph, and 
so much of the adjustment under paragraph (4) to the basis 
of the new residence as results solely from this paragraph, shall 
be allocated between the taxpayer and his spouse as provided in 
such regulations. 

This yaragraph shall apply onlv if the old residence and the new 
residence are each used by the taxpayer and his spouse as their prin- 
cipal residence. In case the taxpayer and his spouse do not consent 
to the application of subyaragraph (B) of this paragraph, then the 
recognition of gain upon the sale of the old residence shall be deter- 
mined under this subsection without regard to the rules provided in 
this yarn "lnph, 

"(7) STATUTE oF LI5fITATICNs. — If the taxpayer during a taxable 
year sells at a gain property used by him as his principal residence, 
then— 

"(A) the statutory period for the assessment of any deficiency 
attributable to any part of such gain shall not expire prior to 
the expiration of three years from the date the Secretary is 
notified by the taxpayer (in such manner as the Secretary may 
by regulations prescribe) of- 

"(i) the taxpayer's cost of purchasing the new residence 
which the taxpayer claims results in nonrecognition of any 
part of such gain, 

"(ii) the taxpayer's intention not to purchase a new 
residence within the yeriod specified in paragraph (1), or 

"(iii) a failure to make such purchase within such 
period; and 

"(B) such deficiency may be assessed prior to the expiration 
of such three-year period notwithstanding the provisions of any 
other law or rule of law which would otherwise prevent such 
assessment. " 

(c) EFFEOTIvE D~TE. — The amendments made by this section shall be 
applicable to taxable years ending after December 31, 1960, but the pro- 
visions of section 112(n) (1) and (6) of the Internal Revenue Code shall 
apply only with respect to residences sold (within the meaning of such 
section) after such date. 

PUBLIC LAW 667, EI(lHTY-SECOND CONGRESS 
APPROVED JULY 16, 1062 

Be it enacted by the Senate and, House of Representatives of the 
United States of America in. Congress assembted, That section 112(n) 
of the Internal Revenue Code (relating to nonrecognition of gain from 
sale or exchange of residence) is hereby amended by adding at the end 
thereof the following new paragraph: 

"(6) IIEMRERs oF ARFIED FQROEs. — The running of any Period of 
time specified in paragraph (1) or (2) (other than the one year re- 
ferred to in paragraph (2) (F) ) of this subsection shall be suspended 
during any time that the taxpaver (or his spouse if the old residence 
and the new residence are each used by the taxpayer and his spouse 

their principal residence) serves on extended active duty with 
the Armed Forces of the United States after the date of the sale 
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of the old residence and before January 1, 19"&4, except that any such 
period as so suspended shall not extend beyond the date four years 
after the date of the sale of the old residence. For the purpose of 
this paragraph, the term 'extended active duty' means any period of 
active duty pursuant to a call or order to such duty for a period in 
excess of ninety days or for an indefinite period. " 

SFc. 2. The amendment made bv the first section of this Act shall be 
applicable to taxable years ending after December 81, 1990, with respect 
to residences sold (within the meaning of section 112(n) of the Internal 
Revenue Code) after such date. 

SEc. 29. 112(n) — 1. GsrN FRom 8&LE oR ExcIrsNoE oF RKsmENcE. — (a) In peii- 
eral. — Cain from a sale after December gl, 1i)90, of property used by the t;ixpayer 
as his principal residence (referred to hereinafter as the "old residence") will 
not be recognized if the taxpayer within a period beginning 1 year prior to the 
date of such sale and ending 1 year after such date purchases property and uses 
it as his principal residence (referred to hereinafter as the "new residence" ) 
except to the extent that the taxpayer's selling price of the old residence exceeds 
the taxpayer's cost of purchasing the new residence. In the case of a new resi- 
dence the construction of which was commenced by the taxpaver at any tiine 
prior to the expiration of 1 year after' the date of the sale of the old residence, 
the 1 year after the sale of the old residence referred to in the pre& eding senteii«e 
shall be considered as including a period of 1S months beginning with the date 
of the sale of the old residence. Such nonrecognition of gain is mandatory. 
This section applies only with respect to gains; losses from sales of property 
used by the taxpayer as his principal residence are recognized or not re«o nizcd 
without regard to this section. 

(b) Rules for application of section. — (1) Property used by the tarpnycr as his 
principal residence. — Whether or not property is used by the taxpayer as his 
residence, and whether or not property is used by the taxpaver as his principal 
residence (in the case of a taxpayer using more than one property as a resi- 
dence), depends upon all of the facts and circumstances in each individual case, 
including the bona fides of the taxpayer. The mere fact that property is, or has 
been, rented is not determinative that such property is not used by the taxpayer 
as his principal residence. For example, if the taxpayer purchases his new 
residence before he sells his old residence, the fact that he temporarily rents out 
the new residence during the period before he vacates the old residence may not, 
in the light of all the facts and circumstances in the ease, preveut the ncw resi- 
dence from being considered as property used by the taxpayer as his principal 
residence. Property used by the taxpayer as his principal residence may include 
a houseboat, a house trailer, or stock held by a tenant-stockholder in a cooperative 
apartment corporation (as those terms are defined in section 29 (z) (2) ), if the 
apartment which the taxpayer is eutitled to occupy as such stockholiler is used 
by him as his principal residence. Property used by the taxpaver as his prin- 
cipal residence does not include personal property such as a piece of furniture, a 
radio, etc„which, in accordance with the applicable local law is not a fixture. 

Where part of a property is used by the taxpayer as his principal residence and 
part is used for other purposes, an allocation must be made to determine the 
application of this section. If the old resiiien&e is used only partially for residen- 
tial purposes, only that part of the gain allocable to the residential portion mav 
be not recognized under this' section and only an amount allocable to the selling 
price of such portion need be reinvested in the new residence in order to liave 
the gain allocable to such portion not recognized under this section. If the new 
residence is used only partially for residential purposes, only so much of its cost 
as is allocable to the residential portion may be counted as the cost of purchasing 
the new residence. 

(2) Sale of residence. — For the purpose of this section, an exchange by tlie 
taxpayer of his residence for other property shall be considered as a sale of 
such residence. Also, if the taxpayer's residence (as a result of its destruction 
in whole or in part, theft, seizure, requisition or condemnation) is compulsorily 
or involuntarily converted into money or property, the destruction, theft, seizure, 
requisition or condemnation shall be considered as a sale of such residence. 

(8) Purchase of residence. — For the purpose of this section, the acquisition 
of a residence upon the exchange of property shall be considered as a purchase 
of such residence. Also, the acquisition of a residence upon the compulsory or 
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involuntary conversion of the taxpayer's residence as the result of its destruc- 
tion in whole or in part, theft, seizure, requisition or condemnation shall be 
considered to be a purchase of the residence. A residence any part of which 
was constructed or reconstructed by the taxpayer shall be considered as pur- 
chased by the taxpayer, but the mere improvement of a residence, not amounting 
to reconstruction, does not constitute a purchase of a residence. 

(4) Selling price of old, residence. — The taxpayer's selling price of the old 
residence includes the amount of any mortgage, trust deed, or other indebtedness 
to which such property is subject in the hands of the purchaser whether or not 
the purchaser assumed such indebtedness. Such selling price also includes the 
face amount of any liabilities of the purchaser ivhich are part of the considera- 
tion for the sale. Commissions and other selling expenses paid or incurred by 
the taxpayer on the sale of the old residence a. re not to be deducted or taken 
into accoun'. in determining such selling price. In the case of an exchan e or 
conversion which is considered as a sale under this section, the amount realized 
by the taxpayer upon such exchange or conversion shall be considered to be the 
taxpayer's selling price of the old residence. As to what constitutes the amount 
realized, see section 20. 111-1. 

(5) Cost of purchasing new residence. — The taxpayer's cost of purchasing the 
new residence also includes such indebtedness to which the property purchased 
is subject at the time of purchase whether or not assumed by the taxpayer (in- 
cludin ~ purchase-money mortgages, etc. ) and the face amount of any liabilities 
of the taxpayer which are part of the consideration for the purchase. Com- 
missions and other purchasing expenses paid or incurred by the taxpayer on 
the purchase of the new residence are to be included in determining such cost. In 
the case of an acquisition of a residence upon an exchange or conversion which 
is considered as a purchase under this section, the fair market value of the new 
residence shall be considered as the taxpayer's cost of purchasing the new 
residence. The taxpayer's cost of purchasing the new residence incluiles only 
so much of such cost as is attributable to acquisition, construction, reconstruc- 
tion, or improvements made within the 2-year or 80 months' period of time, as 
the case may be, in ivhich the purchase and use of the new residence must be 
made in order to have gain on the sale of the old residence not recognized under 
this section. Such cost also includes only such amounts as are properly 
chargeable to capital account rather than to the current expense. As to what 
constitutes capital expenditures, see section 20. 24 — 2. '6'here any part of the 
new residence is acquired by the taxpayer other than by purchase, the value of 
such part is not to be included in determining the taxpayer's cost of the new 
residence. For example, if the taxpayer acquires a residence by gift or in- 
heritance, and spends $20, 000 in reconstructing such residence, only such, f20, 000 
may be treated as his cost of purchasing the new residence. 

(6) Selling price and cost of residence in the case of husband and n;ife. — 
If the taxpaver and his spouse file the consent referred to below, then the "tax- 
payer's selling price of the old residence" shall mean the taxpayer's or the 
taxpayer and his spouse's selling price of the old residence, and the "taxpaver's 
cost of purchasin the new residence" shall mean the cost to the taxpayer, or to 
his spouse, or to both of them, of purchasing the new residence, whether such 
new residence is held by the taxpayer, or his spouse, or both, Such consent may 
be filed only if the old residence and the new residence are each used by rne 
taxpayer and his same spouse as their principal residence. If the taxpayei and 
his spouse do not file such a consent, the recognition of gain upon sale of the 
old residence shall be determined under this section without regard to the 
foregoing. 

The consent referred to above is a consent by the taxpayer and his spouse 
to have the basis of the interest of either of them in the neiv residence reduced 
from what it would have been but for the filing of such consent by an amount 
by which the gain of either of them on the sale of his interest in the old 
residence is not recognized solely by reason of tbe filin of such consent. Such 
reduction in basis is applicable to the basis of the new residence, whether 
such basis is that of tbe husband, of the wife, or divided between them. 
If the basis is divicled between the husband and wife, the reduction in basis 
shall be divided between them in the same proportion as the basis (determined 
without regard to such reduction) is divicled between them. Such consent 
shall be filed with the officer with whom the return for the taxable year or years 
in which the gain from the sale of the old residence is realized has been filed. 

The following examples will illustrate the application of this rule: 



Er&rmf&te (I). A taxpayer, in 10, &1, sells for $10, 000 the principal residence 
of himself and his wife, which he owns individually and whi&h has an adjusted 
basis to birn of $5, 000. Within a year after such sale he and his wife contribute 
$5, 000 each from their separate funds t'or tbe purchase of their new principal 
residence which th&y hold as tenants in common, each owning an undivided one- 
half interest therein. If the taxpayer and his wife file the required consent, 
the gain of 85, 000 upon the sale of the old residence will not be recognized to 
the taxpayer, and the adjusied basis of the taxpayer's interest in the new 
residence will be $2, 500 and the adjusted basis of the taxpayer's wife's interest 
in such property will be $2, 500. 

Eaarnt&te (2). A taxpayer and his wife, in 1951, sell for $10, 000 their principal 
residence, which they own as joint tenants and which has an adjrrsted basis of 
$2, 500 to each of tliem ($5&, 000 together). Within a vear after such sale, the 
wife spends $10, 000 of her own funds in the purchase of a principal rrs')dence 
for herself and the taxpayer and takes title in her name only. If the taxpayer 
and his wife file the required consent, the adjusted bisis to the wife of tlie 
new residence shall be $5, 000, and the gain of the taxpayer of $2, 500 upon the 
sale of the old residence will not be recognized. 'Ihe wife, as a taxpayer 
herself, will have her gain of $2, 500 on the sale of the old residence not 
recognized under the general rule. 

(c) Basis of nen residence. — V'here the purchase of a new residence results, 
under this section, in the nonrecognition of any part ot' the gain realized upon 
the sale of ari old residence, then, in determining the adjusted basis of the 
new residence as of any time follorving the sale of the old residence, the 
ad, justments io basis shall include a reduction by an amount equal to the 
amount of the gain which was not recognized upon the sale of the old residence. 
Such a reduction is not to be made for tbe purp&&se of determining the adjusted 
basis of the new residence as of any time preceding the sale of the old residence. 
I&'or the purpose of this determination, the amount of the gain not recognized 
under this section upon the sale of the old residence includes only so much 
of the gain as is not recognized because of the taxpayer's cost, up to the date 
of the determination of the &i&ljusted basis, of purchasing the new residence. 
The following example will illustrate this rule: 

Evan&pie (8). On January 1, 19, &1, the taxpaver buys a new residence for 
$10, 000. On March 1, 1951, he sells for $15, 000 his old residence which has 
an adjusted i&asia to him of $5&, 000. I&uring April a wing is constructed on the 
ne&v house at a cost. of $5, 000 and in May he builds a garage at a cost of $2, 000. 
The adjusted basis of the new residence is F10, 000 during January and February, 
$5, 000 during March and April, and $7, 000 following the completion of the 
construction in May. 

(&l) limitations on application of section. — If a residence is purchased by 
the taxpayer prior to the date of the sale of the old residence, the purchased 
resideuce shall, in no event, be treated as a new residence if such purchased 
residence is sold or otherwise disposed of by him prior to the date of the sale 
of the old residence. And, if the taxpaver. during the period within which 
the purchase and use of the new residence must be made in order to have any 
g;iin on the sale of the old residence not recognized under this section, purchases 
more than one property which is used by him as his principal residence during 
the 1 vear (or 18 months in tlie case of the construction of the new residence) 
succeeding the date of the sale of the old residence, only the last of such properties 
shall be considered a new residence. However, if the taxpaver's new residence is 
r&estroyed, stolen, seized, requisitioned, condemned, or sold or exchanged under 
the threat or imminence of requisition or condemnation within such year 
(or 18 months) succeeding the sale of the old residence, then, for the purpose 
of the preceding sentence, such year (or 18 morrths) is deemed to end on the date 
cf the destruction, theft, seizure, requisition, condemnation, sale, or exchange. 
If within 1 year prior to the date of the sale of the old residence, the tax- 
payer sold other property used by him as his principal residence at a gain, and 
any part of such gain was not reco, nized under this section, this section shall 
not apply with respect to the sale of the old residence. For the purpose of tl'e 
preceding sentence, however, the destruction, theft, seizure, requisition, con- 

demnation, or sale or exchnn. „. e under threat or imminence of requisition or c&&n- 

demnation shall not be considered as a sale. The following exaniple mill illustrate 
these rules: 

Eran&t&le ($). A taxpayer sells his old residence on January 15, 1951, and 
purchases a new residence on February 15, 1951. On March 15, 1951, he sells 
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the new residence and purchases a second new residence on April 15, 1051. The 
gain on the sale of the old residence on January 15, 1051, ivill not be recognized 
except to the extent to which the taxpayer's selling price of the old residence 
exceeds the cost of purchasing the second new residence purchased on April 15, 
1051. Gain on the sale of the first new residence on )larch 15, 1051, will be 
recognized. If, instead of selling the first new residence on March 15, 1951, such 
residence had been destroyed by fire on that date and insurance proceeds in cash 
had been received as a result thereof, the gain on the sale of the old residence 
on January 1;i, 105, will not be recognized except to the extent to which the 
taxpayer's selliug price of the old resid& uce exceeds his cost of purchasing the 
ne&v residence purchased on I'& bruary 15, 1051. And, the gain on the involun- 
tary conversion by fire of the first new residence on i&Iarch 1, &, 1051, will not be 
recognized except to the extent to which the amount, realized from such con- 
version exceeds ihe taxpayer's cost of purchasing the second new residence 
purchased on April 15, 10&ii. 

(e) Statute of (in&it«tions. — whenever a taxpayer sells property used as his 
principal residence at a gain, the statutory period prescribed in section 275 for 
the assessment of any deficiency attributable to any part of such gain will not 
expire prior to the expiration of 3 vears from the date of the officer, with whom 
tlie return for the taxable year or years in which the gain from the sale of the 
old residence is realized has been filed, is notified by the taxpayer (1) of the 
cost of purchasing the new residence ivhich the taxpayer claims results in the 
nonreco nition of any part of such gain, or (2) of the taxpayer's intention not 
to, or failure to, purchase a neiv residence within the period when such a par&. h:ise 
will result in the nonrecognition of any part of such gain. Such a deficiency 
niay be assessed prior to the expiration of such 3-year period notwitlistanding 
the provisions of any other laiv or rule of law which might otherivise bar sucli 
assessment. 

Such notification shall be made in the return for the taxable year or years in 
which the purchase of the ne&v residence occurs, or the intention not to make 
such a purchase is formed, or the period for the replacement expires if this 
return is filed v&ith such officer. If this return is not filed with such officer, then 
such notification shall be made to such officer at the time of filing this return. 
If the taxpayer so desires, he may, in either event, also notify such officer prior 
to the filing of this return. Such notification shall contain all of the details in 
connection with the sale of the residence and, if applicable, the purchase of tbe 
new residence. If an intention not to replace is formed, or if tbe period for 
replacement expires, or if the cost of purchasing the new residence is less than 
the selling price of the old residence, the recognizable gain shall be included in 
the gross income for the taxable year or years in which such gain was realized; 
a recomputation in the form of an "amended return" should be inade for this 
purpose if necessary. 

(f) llfemt&ers of Armed Forces. — The running of the 1-year (or 18 months in 
the case of the construction of the new residence) period, specified in (a) hereof, 
after the sale of the old residence within which the purchase and use of a new 
residence &nay result in the nonrecognition of gain on such sale shall be suspended 
during any time that the taxpayer serves on extended active duty in the Arined 
Forces of tbe United States after the date of the sale of the old residence and 
before January I, 1054. Any such period as so suspended, however, shall not 
extend beyond the date 4 years after the date of the sale of tbe old residence. 
For example, if the taxpayer is on extended active duty with the army froni 
January 1, 1051, to December 81, 1053, and if he sold his old residence on Jan- 
uary 1, 1051, the latest date on which the taxpayer may use a new residence 
constructed by him and have any part of the gain on the sale of the old residence 
not recognized under this section is January 1, 1055, the date 4 years after 
the date of the sale of the old residence. 

This suspension covers not only the Armed Forces service of the taxpayer 
but if the taxpayer and his same spouse used both the old and the new residences 
as their principal resi&lence, then the extension applies in like manner to the 
time the taxpayer's spouse is oil extended active duty with ttie Arined I« irccs of 
the United States. 

tiine &'Iu rillg which the running of the period is suspencled is pa rt of such 
period Thus, construction costs during such time are includible in the cost 
of purchasing the new res'(dence und&. r (b) (5) hereof. 

The running of the 1 year (or 18 month) periods referred to in (d) hereof 
is not suspended, nor is the running of the 1-year period prior to the date of the 

233354' — 53 — 11 



sale of the old residence within which the new residence may be purchased in 
order to have g'ain on the sale of the old residence not recognized under thts 
section. 

The term "extended active duty" means any period of active duty which is served 
pursuant to a call or order to such duty for a period in excess of 90 days or for an 
indefinite period. If the call or order is for a. period of more than 90 days, it is 
immaterial that the time served pursuant to such call or order is less than 99 
days, if the reason for such shorter period of service occurs after the beginning 
of such duty. As to what constitutes active service as a member of the Armed 
Forces of the United States, see section 29. 22(b) (18) — 2. As to who are meDI 
bers of the Armed Forces, of the United States, see section 29. 8797 — 11, 

PAR. 6. There is inserted immediately preceding section 29. 118(a) 
(9) — 1 [26 ("FR 29. 118(a) (9) — 1] the following: 

SEC. 318. GAIN FROM SALE OR EXCHANGE OF TAXPAYER'S 
RESIDENCE [kEVENUE ACT OF 1951, AYYROVED 
OCTOBER 20, 1951]. 

(b) TECIINICAL AMENDMENTS. — 

(2) Section 113(a) (9) (relating to basis of property acquired as 
a result of involuntary conversions) is hereby amended by adding 
at the end thereof the followin: "This para raph shall not apply 
in respect of property acquired as a result of a compulsory or invol- 
untary conversion of property used by the taxpayer as his principal 
residence if the destruction, theft, seizure, requisition, or condem- 
nation of such residence, or the. sale or exchange of such residence 
under threat or imminence thereof, occurred after December 81, 
1950 " 

PUBLIC LA%V 251, EIGHTY-SECOND CONGRESS 
AYYROVED OCTOBICR 81, 1951 

v 

SEc. 2. Paragraph (9) of section 118(a) of the Internal Revenue Code 
(relating to unadjusted basis of property acquired as the result of an 
involuntary conversion) is hereby amended by striking out "section 
112(f)" and inserting in lieu thereof "section 112(f) (1) or (2)", and 
by adding at the end of such paragraph the following new sentence: "In 
the case of property purchased by the taxpayer which resulted, under 
the provisions of section 112(f) (8), in the nonrecognition of any 
part of the gain realized as the result of a compulsory or involuntary 
conversion, the basis shall be the cost of such property decreased in the 
amount of the gain not so reco nized; and if the property purchased 
consists of more than one piece of property, the basis determined under 
this sentence shall be allocated to the purchased properties in proportion 
to their respective costs. " 

SEc, 8. The amendments made by the first two sections of this Act 
shall be applicable only with respect to taxable years ending after 
December 81, 1950, except that the provisions of section 112(f) (8), 
and the provisions of section 118(a) (9), of the Internal Revenne Code 
as amended by this Act shall also be applicable to any taxable year 
ending prior to January 1, 1951, in which (a) any gain was realized 
upon the conversion of property and the disposition of such converted 
property occurred ( within the meaning of such section 112 ( f ) (8) ) 
after December 81, 1950, or (b) the basis of property is affected by an 
election made under the provisions of section 112(f) (8) of such Code, 

PAR. 7. Section 29. 118(a) (9) — 1 t26 ( FR 29. 118(a) (9)-1] is hereby 

amended as follows: 
(A) Ily inserting immediately after the words "The provisions of" 

therein the following "the first sentence of", and by inserting after the 

word "Example" therein the following "(1) ". 
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(B) By adding at the end thereof the folloiving: 
The provisions of the last sentence of section 118(a) (0) may be illus&rated 

by the followin ' exaruple: 
A'. &«»&pie ('). A t&&xpayer realizes $'"'. 000 from the involimtary conv& rsion 

of his barn; the adjusted basis of the barn to him was $10, 000, rind he sp& nt 
$20, 000 for a new b;&ru &vhich resulted in the nonrec&&gi&ition of $10, 000 of the 
$1'&, 000 gain on the conversion. The imadjusted l&asis of the ne&v barn to the 
taxpayer would be $10, 000 — the cost of the uew bain ($20, 000) less the amount 
of the gain not recognized on the conversion ($10, 000). The un;&d, justed 0;isis 
of the iie&v baru would not be a substituted basis in tlie hands of tlie taxpaver 
within the u&eaning of sections 11'3(l&) (") (13) &and 29. 118(b) (2)-1. If the re- 
placeiucnt of the couverted barn hail been macle by the purchase of t&vo siualler 
barns &vhich, together, &vere similar or related in service or use to the converted 
barn aud &vhich cost $8, 000 and $12, 0('0, respectively, then the basis of the t&vo 

barns wonld be $4, 000 and $0, 00&), respectively, tlie cost of eacli b&irn ($8, 000 
and $12, 00'&) less in each case the proportion of the g»in not r& co tuized on the 
conversion ($10, 000) that the cost of each barn bears to the cost of both buriis 
(8, 000 and 1", 000) 
(20, 000 20, 000). 

P. ia. 8. There is inserted immediately preceding section 29. 1[8(b) 
(1) — 1 [2(3 (. 'I&R 29. 11, '3(b) (1) — 1] the following: 

SEC. , '318. GAI'8 ERO3&I SALE OII EXCHANGE OY TAXPAYER'S 
RESIDI''y(('E [I'EVLiiCE ACT OI 1051, AI'I'ROVED OCTOI&L'R 
20, 1'. & &I]. 

(b) TEcHN&cAL AMENDMENTS. — 
(8) Section 118(h) (1) (rel &ting to adjusted basis of property) 

is hereby amended l&y adding at the end tliereof the folio&ving new 
subpa&;igrapl&: 

"(14) in the case of a residence the acquisition of whi&h re- 
sulted, under the provisions of section 112(n), in the nonrecog- 
nition of any part of the gain realized upon the sale, exchaiige, 
or involuntary conversion of another resideuce, to the extent 
provided in section 112(n) (4). " 

PAR. 9. Section 29. 113(b) (1) — 1, as amended by Treasury 1)ecision 
5980 [page 6o, this Bulletin], approved I&'ebruaiy 6, 1953 [26 ()l&'1i 

29. 113(b) (1)-1], is hereby aniended by adding at the end thereof the 
following: 

Yor the ad, justments to basis of a residence because its acquisition resulted, 
under the provisions of s&'ction 112(n), in the nonrecognition of any part of the 
gain realized upon-the sale, ex&'hange, or involuntary conversion of another 
residence, see section 20. 112(n)-1. 

PAR. 10. There is inserted immediately preceding section 29. 117-1 
[26 CFR 29. 117-1] the folloiving: 

SEC. 818. GAIX ERO31 SAI. E (&R EXCHANGE OE TA~IAVERS 
Itl, SIDE. 't&CL&' [IIEVEXL'E ACT Ol&' 1901, Al PROVED O&'TOI3EIt 
20, 1%1]. 

(b) TECHNICAL Ax&ENDMENTS. — 
i&t 

t&t 

(4) Section 117(h) (relating to determination of hohling period) 
is hereby amended by adding at the end thereof the following new 

paragraph: 
"(7) In determining the period for which the taxpayer has held 

a residence, the a&'quisition of which I'cauli&'d under section 112(n) 
in the nonrecognition of any part of the gain realiz&d on the sale, 
exchange, or involuntary couversion of another residence, there 
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shall be included the period for which such other residence had been 
held as of the date of such sale, exchange, or involuntary con- 
version. " 

PAR. 11. Section 29. 117 — 4 [26 CFR 29. 117-4] is hereby amended 
by adding at the end thereof the following: 

The period for which the taxpayer bas held a residence, the acquisition of 
wbi«h resulted, under the provisions of section 112(n), in the nonrecognition 
of any part of the gain realized on the sole, exi barge, or involuntary conversion 
of another residence, shall include the period for which such other residence 
had been held as of the date of su«h sale, exchange, or involuntary conversion. 
See section 2(L112(n) — 1. 

PAn. 12. There is inserted immediately preceding section 29. 275-1 
the following: 

SEC. 818. GAIN FROM SALE Ok EXCHANGE OF TAXPAYER'S 
IIESIDI", NCF, [IIEVENUE ACT OF 1951, APPROVED OCTO- 
BER 2P, 1951]. 

(b) TEcHNIcAL AMENDMENTs. — 
(5) Section 276 (relating to period of limitation upon assessment 

and collection) is hereby amended by adding at the end thereof the 
following: 

"(e) GAiN UPcN SALE OR ExcHANGE OF RESIDENcE. — In the ease of a 
deficiency described in section 112(n) (7), such deficiency may be as- 
sessed at any time prior to the expiration of the time therein provided. " 

PUBLIC LAW 251, EIGHTY-SECOND CONGRESS APPROVED 
OCTOBER 81, 1951 

(b) Section 276 of the Internal Revenue Code (relating to period of 
limitation upon assessment and collection ) is hereby amended by 
addin& at the end thereof the following: 

"(f) INvoi. i NTARv CoNvxasioN. — In tbe case of a deficiency described 
in section 112(f) (8) (C) or (D), such deticiency may be assessed at 
any time prior to the expiration of the time therein provided. " 

PAR. 18. Section 29. 275 — 1, as amended by Treasury Decision 5971 
[page 808, this Bulletin], approved January S, 1958 [26 CFR 29. 275-1]& 
is hereby amended by inserting immediately preceding the last para- 
graph thereof the following: 

(14) In the case of a deficiency described in section 112(n) (7), such de- 
ficiency may be assessed at any time prior to the expiration of the time therein 
provided. See section 29. 112(n)-1. 

(15) In the case of a deficiency described in section 112(f) (8) (C) or (D) 
such deficiency may be assessed at any tiine prior to the expiration of the tinie 
therein provided. See section 29. 112(f)-8. 

(This Treasury Decision is issued under the authority contained ill 
sections 62, 112(f), 112(n), and 8791 of the Internal Revenue Code 
(58 Stat. 82, 65 Stat. 494, 788, and 58 Stat. 467; 26 U. S. C. 62, 112(f) i 
112(n), and 8791). ) 

JUSTIN F. WINKLE) 
Acting Commz'eeioner of Interna/ Revenue. 

Approved February 17, 1958. 
ELBERT P. TUTTLEi 

Acting Secretary of the Treagur'g. 

~&lied with the Division of the Federal Register February 2p, 1958, 8; 5p a. m. ) 



SrcTIoN 29. 112(f)-1: Involuntary conversion 
Ivhere disposition of the converted property 
occurred prior to January 1, 1051. 

INTERN IL REVENUE CODE 

Amounts received for the use of property acquired by the United 
States Government through condemnation procec&lings constitute 
rental income Ivhere the interest acquired by the Government is no 
more than a leasehold interest. (See Rev. PIul. 38, page 1(&. ) 

SE('TION 112(g). — RE('()GN ITION OI' GAIV ()R I, OSS: 
DEFINITION OI' REORGAN I/ATION 

SEUTIDN 20. 112 (g) — 1: Purpose and scope of excep- 
tion of reorganization exchanges. 

IN rERNKI. RrVvENUE roDE 

Regulations 111 an&ended. (See T. D. 5000, page 142. ) 

SECTION 112(n). — RECOGNITION OF GAIN ()R LOSS: 
GAIN FROM S 1I. E OR EX(. 'EIA 5 (, "E OI' Rl:SIDL'N('L' 

SEOTIoN 29. 112 (n) — 1: Gain fronI sale or exchange 
of residence. 

INTERNXL REVENUE CODE 

Regulations 111 a&nended. (See T. D. 5001& page 146. ) 

SEUTIoN 29. 112(n) — 1: Gain from sale or exchange 
of residence. 

INTERNAL REVENUE CODE 

Gain from sale of old residence in excess of purchase price oi nevv 

residence. (See Rev. Rul. & 5, page 83. ) 

SECTION 113(a). — ADJUSTED BASIS FOR DE'I'ERMINI&VG 

GAIN OR LOSS: BASIS (UNADJUSTLVD) OI' PROPERTY 

SrcTIoN 29. 113(a) — 2: General rule. 
INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5000, page 142. ) 

SECTION 29. 113(a) (9)-1: Property acquired as a 
result of an involuntary conversion. 

INTERNAL REVENUE CODE 

Regulations 111 amended. ( See T. D. 5001, page 146. ) 
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SEOTIoN 29. 1)8(a) (18) — 1: Property cobtributed 
in kind by a partner to a partnership. 

INTERNAL REVENUE CODE 

Life insurance policies contributed to a partnership. 
Rul. 72, page 28. ) 

(See Rev. 

SEOTIoN 29. 118(a) (18) — 1: Basis of property 
received in certain corporate liquidations. 

(Also Section 112 (b), Section 29. 112 (b) 
(7)-1 ) 

INTERNAL EL'vENT:E CODE 

Rev. Rul. 95 

The basis for depreciation and ain or loss upon the sale or other 
disposition of mortgaged property received -by stockholders in a 
complete corporate liquidation, pursuant to the provisions of section 
112(b) (7) of the Internal I(evenue Code, should be determined by 
adding the amount of the mort& age indebtedness to the basis pre- 
scribed by section 113(a) (18) of the Code. This result follows 
whether the mortgage indebtedness is assumed by the stockholders 
or whether the property is taken subject to the mortgage debt. 

Advice is requested whether the basis of assets distributed to stock- 
holders in a complete corporate liquidation, with respect to which the 
provisions of. section 112(b) (7) of the Internal Revenue Code are ap- 
plicable, should be determined by adding the principal amount of 
mortgage indebtedness outstanding on such assets to the basis of the 
stock canceled or redeemed in the liquidation. 

Section 112(b) (7) of the Code provides in e8ect that shareholders 
in certain liquidating corporations may postpone the recognition of 
that portion of the gain on the liquidation which would otlterwise be 
recognized and which is attributable to appreciation in value of certain 
corporate assets unrealized by the corporation at the time such assets 
are distributed in complete liquidation. 

Section 118(a) (18) of the Code provides for the basis of property 
received in such liquidations and reads in part as follows; 

(a) BAsrs (I. 'NAnzvsrsn) oF Paorzarv. — The basis of property shall be the 
cost of such property; except that— 

(18) PaoraaTY ascz&van rN csarArN coRPoRATE LrqUIDATIONS. — If the 
property was acquired by a shareholder in the liquidation of a corporation 
in cancellation or redemption of stock with respect to which gain was 
realized, but with respect to which, as the result of an election made by him 
under paragraph (7) of section 112(b) of this chapter [chapter 1] ~ * 'i 
the extent to which gain was recognized was determined under such para- 
graph, then the basis shall be the sarue as the basis of such stock canceled 
or redeemed in the liquidation, decreased in the amount of any monev 
received by him, and increased in the amount of gain recognized to him. 

The above statute substitutes the shareholder's stock basis, subject tc 
specified adjustments, for the assets or property received. In some 
cases, however, the outstanding stock held by a shareholder may con- 
stitute only a part of the consideration given by him in exchange for 
the property received. In such cases, to limit the basis of the property 
received for purposes of depreciation, or gain or loss upon subsequent 
disposition, solely to the stock basis prescribed in section 118(a) (18) 
would result in a basis which includes only a portion of the considera- 
tion given by the shareholder to obtain the property. 

It is the opinion of this oflice that section 118(a) (18) of the Code, 
suprrI, excludes from the shareholder's property basis only the amount 
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of gain realized but not recognized under the provisions of section 
112(b) (7); it does not exclude from the property basis of sharehol&lers 
in such cases the additional consideration of the rrrortgage indebted- 
ness to which the property might be subject. Accordingly, such 
amount should be added to the stock basis prescribed unde~r section 
118(a) (18) of the Code as an additio»al cost incurred by the share- 
holders within the meaning of section 113(a) of the Code. )Vlrether 
the mortgage indebtecl»ess is assumed by the shareholders or the prop- 
erty is taken s»bject to the mortgage is irnr»aterial. In either case, 
for purposes of &lepreciation and gain or loss upo» sale or other dis- 
position of the property, the n!ortgage i»debtedness is treated in the 
same manner as cash paicl. (See Beulah D. C'rune v. C'onrmissioner& 
881 U. S. 1, Ct. D. 1684, C. B. 1047-1, 07. ) 

In view of the foregoing, it is held that, provided the re&lrrire- 
ments of section 112 (b) (7) of the Internal Revenue Code are complied 
with, the basis of assets (other than money) ac&luired by the stock- 
holders of the company shall be the same as the basis of the sh;!res of 
stock recleemed and canceled, deere;!Se&l in tbe;!mo»»t of ar&y mo»ey 
received and increased in the amount of «; &in recog»izecl, in accordance 
with section 113 (a) (18) of. the Code, to which;!mount sho!Ild be a&1&led 

the amount of the unsecured liabilities assur»ed by the stockholclers. 
The amount thus arrived at should be allocated to the vario»s assets 
received on the basis of their net fair market val»es (the»et f, !ir 
market value of an a=set is its fair market value less any pccific 
mort«age or pledge to which it is subject). To that portion of the 
basis thus determi»ed for each property against which there is a lien 
sho»1&1 be added the amount of such lien. I(&'here n!ore than o»e 
property is covered bv the same lien, the a»!oru!t of the lien should be 
drvi&led amon« the properties, alloc&ating to each that propor'tion of 
the lien that tlie fair market value of s»c~h property bears to the total 
n!arket value of the properties covered by the sa»!e lien. 

SECTION II;, (b). — ADJVSTI;D I;A. SIS FOR DETER~lINI;-G 
GAIN OR LOSS: ADJUSTI'D IIASIS 

SECTroN 20, 113(b) (1)-1: Adjusted basis: Ge»eral 
rule. 

(Also Section 20. 118(d) -1. ) 

T D or067 

TITI. E 2S — IISTLrKXAL BEVERAGE. — CHAPTLK I, S&:RCHAP'I'I':I& A, PA!IT 29. — 
IYCOIIE TAX; TAXABLE TEARS I', !:&lrxxIXG AI'TEK»E&'I'II HER sl, 1941 

Regulations 111 at»end& d to conform to I'uhlic Law S&39 (8"d 
Cong. ) [C. IL ]!)&2-", 3»S], which amends se&'tion 113&b) &I) (t)) 
of the Interns) Revenne Code, relating to the adjnstn&ent of the basis 
of property for depreciation, obsolescence, an&ort&zath&n, and 
depletion. 

TREASOBr I)1'. PARTMEX T, 
OFFIOE oF CGBIAIIssror&EB QF INTFBNAL REVFFUE& 

IVashington 8o& D. O. 

To O)&)reeves and Employees of the Internal Re&'enr&e 8erviee and Others 
Concerned: 
On November 26, 1052, notice of proposed rule malcing was pub 

lished in the Federal Reg~ister (17 F. R. 10740) conforming Rcgula- 



tions 111 [26 CFR, part 20] to Public Law 589 (82d Cong. ) [C. B, 
1952 — 2, 858] 

& 
approved July 14, 19o2& which amends section 

118(b) (1) (B) of the Internal Revenue Code, relating to the adjust- 
ment of the basis of property for depreciation, obsolescence, amortiza- 
tion, and depletion. After consideration of all such relevant matter 
as was presented by interested persons relating to the rules proposed, 
the amendments to Regulations 111, set forth below, are hereby 
adopted. 

PARAGRAPII 1. There is inserted immediately preceding section 
20. 113 (b) (1). — 1 the following: 

PUBLIC LAIV 830 (82d CONG. ) (APPIIOVED JULY 14, 1952] 

Beit enacted by the Senate and Eouse of Representatives of the United 
States of America in Congress assembled, That so much of section 
113(b) (1) (B) of the Internal revenue Code (relating to adjustments to 
basis of property for depreciation, etc. ) as precedes the word "Wvhere" is 
hereby amended to read as follows: 

"(B) in respect of any period since February 28, 1913, for 
exhaustion, wear and tear, obsolescence, amortization, and de- 
pletion, to the extent of the amount- 

"(i) allowed as deductions in computing net income un- 
der this chapter or prior income tax laws, and 

"(ii) resulting (by reason of the deductions so allowed) 
in a reduction for any taxable year of the taxpayer's taxes 
under this chapter (other than subchapter E), subchapter 
K of chapter 2, or prior income, war-profits, or excess-prof- 
its tax laws, 

but not less than the amount allowable under this chapter or 
prior income tax la&vs. Clause (ii) of this subparagraph shall 
not apply in respect of any period since February 28, 1913, and 
before January 1, 1052, unless an election has been made uuder 
subsection (d). " 

Ssc. 3. The a&nendments made by this Act shall apply in respect of tax- 
able years beginning after December 31, 1038. Provisions having the 
effect of such amendments shall be deemed to have been included in the 
revenue laws respectively applicable to taxable years ending after 
December 31, 1931, and beginning before January . I, 103J. 

PAR. 2. Section 20. 113(b) (1) — 1 as amended by Treasury Decision 
5873 [C. B. 1052 — 1, 23], approved December 7, 1051, is amended as 
follows: 

(A) By inserting immediately preceding the second paragraph 
thereof the following: 

(a) items properly chargeable to capital accon&&t. 

(E5) By striking the sixth pa;agraph of such section, which para- 
graph begins with the words "The cost or other basis * a "", a« 
the seventh paragraph thereof, which paragraph be«ins with the 

words "The depieciation allowed "' ~ *", and inserting in lieu 

thereof the following: 
(b) Ezh&aust(on, near and tear, obsolescence, amortization, and depletion for 

periods since February 28, 1018. — (I) tn Generah — The cost or other basis must 
also be decreased, to the extent provided in para raphs (2), (3), and (4) 
below, by the amount of the deductions for exhaustion, wear and tear, obsol«- 
cence, an&ortization, and depletion, The adjustment required for any taxable 
year or [&eriod is the amount allowed (or the portion thereof referred to in 

paragraph (2) (i) or paragraph (4) (i), as the case may be) or the amount 
allowable for such year or period under the law applicable thereto, whichever 
is the greater a&nount. A taxpayer is not permitted to talre advantage in a 
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later year of his prior failure to tal'e any dep&eciaiion allowance or of his 
action in tal in an allowance plainly inadequ«tc under tbe 1'nown fact» in prior 
years. The deter&uination of the an&ou»t, properly allow;&1&le shall, ln&wever, be 
made on the basis of facts reasonably k»omn to exist at the end of such year 
or period. The aggregate sum of the greater of such a»nual amounts is the 
amount by which the cost or other basis of the l&r&&l&& riy shall be adjusted, 

The deductions by tvhich the cost or other basis is to be decrea»«&l sl&all 
include dednctions allo&ved under section 114(b) (2), (8), an&1 (4) uf the 
Revenne A& t of li&82, the Revenue Act of 1081, the Itevenue A&t of 1036, the 
Revenne Act of 1()8S, and tbe Internal Revenue Code, for the taxal&le year 1!)32 
and sul&sequent taxable years. but the amount of the di»&i»ution in respect of 
depletion for taxable years»rior to 108" shall not exceed a dcl&letion d&. du& lion 
computed &vithout reference to discovery valne in the case ot &ui»es, or svithout 
reference to discovery valne or a percentage of income in the case of oil 
aud a» wells. 

(2) 1&ljust»&eat for periods berrlnnin!& on or after Jannar&r 1, 1952. — The de- 
crease reqnired i&y paragraph (1), above, for deductions in respect of any 
peri& d be, innin on or after January 1, 19, &2, shall be whichever is the greater 
of tbe foll»&ving amounts: 

(i) The amount allowed as ded»ctions in con&puting net' income un&ler 
chapter 1 and resulting (by reason of the deductions so allowed) in a 
&eduction for anv taxable year of the taxpayer's taxes under chapter 1 
(other th:&n snbchapter E, relatin to the tax on self-employment in&»me); 

(ii) 'I'he amount properlv allowable as deductions in computing net 
income un&ler &h;&pter 1 (&vhether or not the amount properly allosvable 
mould have caused a rednction for any taxable year of the taxpayer's 
taxes). 

(8) Adjust&nc&rt for periods since lrebruar&r 28, 1918, nnd before January 1, 
1959, ref«re no election made. — Except where an election has been properly 
made under se&tion 113(d) (see para 'raph (4), t&elow), the decrease required 
by paragraph (1) for deductions in &aspect of any period since Febrnary 28, 
1018, and before January 1, 10, &2, shall be whichever of tbe following amo&mts 
is the greater: 

(i) The amount allowed as deductions in computing net in&'ome under 
chapter 1 or prior income tax la&vs; 

(ii) 'I'he amount properly allowable in con&puting net income under 
chapter 1 or prior income tax laws. 

For the pnrpose of determining the decrease required by this paragraph it 
is immaterial whether or not the amount under (i), above, or the amount under 
(ii), above, would have resulted in a reduction for any taxable year of the 
taxpayer's taxes. 

(4) Adjustment for period since February 28, 1918, and before January l, 19&8, 
tohere el«& lion made under section 1 t J(d). — If an election has been properly made 
under section 113(d) (see section 20. 113(d)-1), the decrease required by para- 
graph (1) for deductions in respect of any period since Fcl&ruary 2S, 1018, and 
before January 1, 1032, shall be whichever is the greater of the following 
amounts: 

(i) The amount allowed as deductions in computing net income under 
chapter 1 or prior income tax laws and resulting (by reason of the de&1»ctions 
so allowed) in a reduction for any taxable year of the taxpayer's taxes 
under chapter 1 (other than subchapter E, relating to the tax on self. - 
employment income), subchapter E of chapter 2, or prior in«ome, war-pro(its, 
or excess-profits tax laws; 

(ii) The amount properly allomab]e as deductions in computing net 
income under, chapter 1 or prior in«on&e tax laws (wheiher or not the 
amount properly allovvable vvould have caused a reduction for any taxable 
year of the taxpayer's taxes). 

(5) Determination of nmount alloued tolw'ch redneed tnr payer's tares. — 1&or 

the purpose of determining whether the amonnt allowed which resulted in 
a reduction for any taxable year of the taxpayer's taxes under chapter 1 of 
the Internal Reveune Code (other than subchapter E), subchapter E of chapter 
2, or prior iucome, war-profit&b or excess-profits tax laws, which &mount is here- 
inafter referred to as the "tax-beneht amount allowed", exceeded the amount 
allowable, a determiuation must be made of that portion of the excess of the 
amount allowed over the amount allowable which, if disallowed, would not have 
resulted in an increase in any such tax previously determined. If the entire 



excess of the amount allowed over the amount allowable could be disallowed 
without any such increase in tax, the tax-benefit amount allowed shall not be 
considered to have exceeded the amount allowable. If only part of such excess 
could be disallowed without any such increase in tax, the tax-benefit amount 
allowed shall be considered to exceed the amount allowable to the extent of 
the remainder of such excess. 

rior this purpose, the tax previously determined shall be determined under 
the principles of section 8801(d), and the only adjustments to be made in 
determining whether there would be an increase in tax shall be those resulting 
from the disallowance of the ainount allowed. The taxable years for which the 
determin;ition is made shall be the taxable year for which the deduction was 
allowed anal any other taxable year which would be aifected by the disallowance 
of such deduction. Examples of such other taxable years are taxable years to 
which there was a carry-over or carry-back of a net operating loss or an unused 
excess-profits credit from the taxable year for which the deduction for deprecia- 
tion, etc. , was allowed, and taxable years t' or which a computation under section 
22(b) (12) or section 127 was made by reference to the taxable year for which 
the deduction was allowed. In determining whether the disallowance of any 
part of the deduction for depreciation, etc. , would not have resulted in an 
increase in any tax previously determined, proper adjustment midst be made 
for previous determinations under sections 452, 784, or 8801, and for any previous 
application of section 118(b) (11 (B) (ii). 

If a determination under section 118(b) (1) (B) (ii) must be made with respect 
to several properties for each of which the amount allowed for the taxable 
year exceeded the amount allowable, the tax-benefit amount allowed with 
respect to each of such properties shall be an allocated portion of the tax- 
benefit amount allowed determined by reference to the sum of the amounts 
allowed aud the sum of the amounts allowable with respect to such several 
properties. 

In the ease of property held by a partnership or trust, the computation of the 
tax-benefit amount allowed shall take into account the tax benefit of the part- 
ners or beneficiaries, as the case may be, from the deduction by the partnership 
or trust of the amount allowed to the partnership or the trust. For this purpose, 
the determination of the amount allowed which resulted in a tax benefit to the 
partners or beneficiaries shall be made in the same manner as that provided 
above with respect to the taxes of the person holding the property. 

A taxpayer seeking to limit the adjustment to basis to the tax-benefit amount 
allowed for any period, in lieu of the amount alloived, irust establish the tax- 
benefit amount allowed. A failure of adequate proof as to the tax-benefit amount 
allowed with respect to one period does not preclude the taxpayer from limiting 
the adjustment to basis to the tax-benefit amount allowed with respect to 
another period for which adequate proof is available. For example, a corpo- 
rate transferee may have available adequate records ivith respect to the tax 
effect of the deduction for the taxable years 1946 and 1947 of erroneous de- 
preciation, but may not have available adequate records with respect to the 
deduction of excessive depreciatiod for a prior period during which the prop- 
erty was held by its transferor. In such case, assuming a proper election is 
made under section 118(d), the corporate transferee shall not be denied the 
right to apply this section ivith respect to the erroneous depreciation for the 
period for which adequate proof is available. 

(6) Determination of amount allowable in prior taxable years. — Under sec- 
tion 118(b) (1) (B), one of the factors involved in determining the adjustment 
to basis as of any date is the amount allowable for periods prior to such date. 
The amount allowable for such prior periods is determined under the law 
applicable to such prior periods; all adjustments required by. the law applicable 
to such periods are made in determining the adjusted basis of the property 
for the purpose of determining the amount allowable. Since provisions corre- 
sponding to the amendment to section 118(b) (1) (B) made by Public Law 589 
(82d Cong. ) are deemed included in all revenue laws applicable to taxable 
years ending after December 81, 1981, the amount allowable for any such 
taxable year must be computed with the application of such provisions. For 
example, if the adjusted basis of property is determined as of Janqary 1, 1952, 
if an election was properly made under section 118(d), and if the property 
was held since January 1, 1980, then the amount allowable which is taken into 
account in computing the adjusted basis as of January 1, 1952, shall be deter- 
Iitined for all taxable vears ending after December 81, 1931, with the application 
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to each such taxable year of the provisions of section 118(b) (1) (I)) as amended 
by Public I, aw 589. Public La tv 529 mode no change in the ja&v applicable in 
determining the amount allowable for taxable years ending before January 1, 
1M2. In any case in &vhich, prior to the enactment of I'ublic Law . &, 'l0 ( July 14, 
1952) there &vas a final decision of a court determining the amount aljo&vable 
for a particular taxable year, such determination (but only for the piiri&ose of 
determining the adjustment under section 118(b) (1) (14) by reference to such 
allowable amount) must he adjusted to the extent necessary to r&&fle& t the ai»&uid- 
nient niade by I'ublic I, :i&v 589 to the law applicable to the taxable year for which 
the aruount u as alloivahle. 

Although Public I. a&v 5&39 amends the la&v applicable to all taxable y& ars ending 
after 1&ecember Bl, 1031, the amen&lmerit does not op& n for ref&in&l, ci'0&lit, or 
assessment of 0 defi&iency any taxable year for which such rcfurid, &rcdit, or 
assessinent is 5;irred hy any law or rule of law. 

(I) Prof&c&. ty r&:it)t t& uiisfcrred basis. — The follov& in rul& s apply in the 
determin:ition of the adjustinents to basis &&f property in the hands of a trans- 
feree, &!once, or 'iantee whi&h are re&)uir&'d l&y section 11$(h) (2) with respect 
to the period the property &vas iield l&y the transferor, d&&nor, or grantor: 

(i) An eje«ti&&n u»der section 118(d) by a transferor, donor, or grantor 
made after tlie date of the transfer, gift, or gi ant of the property shall not 
affect the basis of su«h property in the hands of the transfer& e, don&'e, or 
grantee. Such an election niade before the drite of tlie transfer must he 
tal&en into account in deter»iiniiig under sec(ion llglb) (2) the adjust- 
merits to basis ns of the dote of the transfer, ift, or gi'ant, whelh& r or not 
an election undo'r s&. «tion 118(d) was am&le by the transferee, donee, or 
grantee. 

(ii) An election hy the transferee, donee, or grantee shall be appli& able 
in determinin" the a&jjustments to basis for the;&erio&l durin ~ &vhicj& the 
propertv &v:&9 held by the traiisf«ror, donor, or gi;int»r, whether or not 
the transferor, «lonor, or gr;. 'ntor had ma&le an eje«tion, provided that the 
prop&'rty was h&'ld by the transferee, donee, or grani ee at any time on or 
b. fore the date on &vhi«h his election was made. 

(8) Fran&7&fc ( I ). The case uf Corporation A discloses the following facts: 

0) 

Year 

(2) 

Amount 
allowed 

(3) 

Amount 
allowed 
wh&ch 

reduced 
taxi&aver's 

tc, xes 

(4) 

Amount 
allowahlc 

(c) 

Amount 
allowahle 

but not 
less than 
amount 
allowed 

(6) 

Amount 
aihnvahle 

hnt not less 
than amount 

allowed 
which re- 

duced tax- 
payer's taxes 

1949 
1950 
1951 

19c2 
1953 
1954 

Total 1949-1951 

Total 1952-1954 

56, 000 
7, 000 
5, 000 

6, 500 
5, 000 
4, 500 

55, 500 
7, 000 
4, 000 

6, 500 
4, 000 
4, 500 

35, noo 
6, 500 
6, 500 

6, 000 
4, 000 
6, 000 

56, 000 
7, 000 
6, 5&oo 

19, 500 

45, 500 
7, 000 
6, 500 

19, 000 

6, 500 
4, noo 
6, 000 

16, 500 

The cost or other basis is to be adjusted hy $10, 500 with rcspc«t to the years 
1052 — 1054, that is, hy the amount alp&tvable but not less than the amount alloived 
vvhich reduced the taxi&ayer's taxes. An adj&rstment must also he ma&le with 
respect to the ye;irs 1940-1!&51, the amount of su& h ail, just!»cut depen&jing upon 
whether an election was pr&&perly nia&ie under s&&ction 119(d). It' no su«h ejec- 
tion was ma&le, the amourit of the adjust merit &vith respect to tire years 1949 — 1051 
is $19, 500, ghat is, the amount allow«&l hut not less than the a»iount allowal&le. 
If an election vvas properly nmde, the a inounf of the a&1 just»i& nt with respe«t to 
the years 1940-1&}f&1 is $1', ), 000, that is, the an&oil&it allowable but not less than 
the amount allowed &vbi«h redu& ed the taxi&oyer'6 taxes. 

E~&r&&tp)q (2), Corporation A pur«based 0 buil&ling on January I, 10, &0, at a 
cost, pf $100, 000. Qn the basis of the facts reasonably known to exist at the exrd 
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of 1950, a period of 50 years sisould have been used as the correct useful life 
of the building; nevertheless, depreciation was computed by Corporation A on 
the basis of a useful life of 25 years, and was ajjotved for 1950 through 1953 as a 
deduction in an annual amount of $4, 000. The building was sold on January 1, 
19 i4. Corporation A did not make an election under section 118(d). No part 
of the amount allowed Corporation A f' or any of the years 1950 through 1958 
resulted iu a reduction of Corporation A's taxes. The adjusted basis of the 
building as of January 1, 1954, is $88, 100, computed as follows: 

Year 
Adjustments to 

basis as of 
beginning of 
taxable year 

Adjusted 
basis 

Remain- 
ing life 

Deprecia- 
tion 

ai'. owai'le 

Deprecia- 
tion 

allowed 

1950 

199(2 
1953 
1954 

0 
;4, 000 
8, 000 
9, 917 

11, 834 

$100, 000 
96, 000 
92, 000 
90, 083 
88, 166 

50 
49 
48 
47 

1. 2, 000 
1, 959 
1, 917 
1, 917 

14, 000 
4, 000 
4, 000 
4, 000 

Ezf]mf]le (3). The facts are the same as in Example (2), except that Corpora- 
tion A made a proper el'ection under section 113(d). In such case, the adjusted 
basis of the buililing as of January 1, 1954, is $92, 000, computed as follows: 

Year 
Ad]ustments o 

basis as o' 
beginning of 
taxable year 

Aa]usted 
basis 

Remain 
ing life 

Deprecia- 
tion 

allowab!e 

Deprecia- 
tion 

allowed 

1950. 
195] 
1952 
1953 
1954 

0 
$2, 000 

4, 000 
6, 000 
8, 000 

$100, 000 
98, 000 
96, 000 
94, 000 
92, 000 

50 
49 
48 
47 

$2, 000 
2, 000 
2, 000 
2, 000 

$4, 0]0 
4, 000 
4, 000 
4, 000 

Ezamr/6 (ff). If it is assumed that in Example (2), or in Exan]pie (3), all of 
the deduction allowed Corporation A for 1958 had resulted in a reduction of A' s 
taxes, the adjustment to the bnsis of the builtlin for depreciation for 1958 would 
rejject the entire $4, 000 deduction. In such case, the adjusted basis of the build- 
ing as of January 1, PJ54, would be $80, 088 in Example (2), and $90, 000 in 
Exan]pie (8). 

Egnmf]le (5). The facts are the same as in Example (2) except that for the 
vcar 1950 all of the $4, 000 amount allowed Corporation A as a deduction for 
depreciation for that year resulted in a reduction of A's taxes. In such case, 
the adjustments to the basis of the building remain the same as those set forth 
in I':xample (2). 

P&zamf]le (5). The f:]cts are the same as in Example (8) except that for 
the veat' 1950 all of the $4, 000 amount allowed Corporation A as a deduction for 
depreciation resulted in a reduction of A's taxes. In such case, the adjusted 
basis of the building as of January 1, 1954, is $90, 123, con]puted as folio]vs: 

Year 
Adjustments to 

basis as of Adjusted 
beginning of basis 
taxable year 

Remain- 
ing life 

Deprecia. 
tion 

allowab e 

Deprecia- 
tion 

allowed 

]1 50 
]951 
1952„ 
1953 
1954 

0 
14, 000 
5, 959 
7, 918 
9, 877 

$100, 000 
96, 000 
94, 041 
92, 082 
90, 123 

50 
49 
48 
47 

t2, 000 
1, 959 
1, 959 
1, 959 

$4, 000 
4, 000 
4, 000 
4, 000 

(C) By inserting before the eighth paragraph thereof beginning 
with the words "The cost or other basis shall also be de- 

creased * e *" the following: "(o) Ezhau8f$oft, 9JJeaf ant]i ]fear, 
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obsolescence, amortization& and depletion — pe&iods prior to Narch I, 
1918. » 

(D) By inserting immediately prior to the ninth para»laph 
thereof, which paragraph begins Ivith the words "1» the c;Ise of 
stock, * * ~" the following~: "(d) Certain stock distributiot&s. " 

(E) By inserting immediately prior to the eleventh para~&&iuph 
thereof, which paragraph begins Ivith the words "In the c;Ise of stock 
of United States shareholders 

" * "'", the f'ollowi»g: "(e) 8toc]e 
of United Statese shareholders of a foreign persona t hoMing corn pan y. » 

(I&) By inserting immediately prior to the twelfth paragl", Iph 
thereof, which paragraph begins with the words "Adj»slments must 
always be made ~ " "", the following: "(f) Other apphcable 
fcctes. ". 

1&A!I. 8. There is inserted immediately after section 20. 118(c) -1 the 
following: 

PUBI. IC I. A)V 530 (Ssd CONG. ) [APPROVED JUI. Y 14, 1052] 

SFC. 2. Se&'ti»n 113 of the Internal Revenue Code (relating to basis of 
property) is hereby a!ueuded by adding at the end thereof the following 
ne&v subsecti&&n: 

"(d) ELEcTIoN IN RESPPOT oF DEPREc!ATIQN, ETc. , AILowEn B&:roI&F. 
1!);&". — Any pere»n Iuay elect to have clause (ii) of subsectiou (b) (1) (B) 
apply in respect of periods since I&'ebruary 2S, 1013, and before January I, 
10, &2. Such an election shall be made in such manner as the Se& ret &ry 
may by regulations prescribe, shall be irrevocaMe, aud shall apply in 
respect of all property held by the person n&aking the election at any 
time on or before the date on &vhicb the election was n&ade and in respect 
of all periods since February 28, 1013, and before January 1, 105&2, during 
which such person held such property or for which adjustu!ents Iuust be 
made under sul&section (b) (2). An election by a transferor, donor, or 
g& antor n&ade after the date of the transfer, gift, or graut of pr»perty 
shall not affect tbe basis of such property in the hands of the transferee, 
donee, or grantee. No such election may be made after Dece&nber 31, 
1059 1& 

"SEC. 3. The amendments made by this Act shall apply in respect of 
taxable years beginning after December 31, 103. Provisions having the 
effect of such amendments shall be deemed to have been included in the 
revenue laws respectively applicable to taxable years ending after De- 
cember 31, 1031, and beginning before January 1, 1030. 

SFc. 20. 113(d)-1. EIECT!Ox r&s ro AxrouNTs Atu owvn IN RvsezcT oF DEPascIA- 
TICN, ETc. , BEFoaE 1052. — (a) in generaL — Any person may elect to have the 
adjustments to the cost or other basis of property under section 113(b) (1) (B) 
determined in accordance with clause (ii) of such section, by filing &vith the 
director or colic&'tor of internal revenue, on or before Dece!uber 31, 105&2. the 
written statement of election provided in (b), below. The statement Iuust be 
filed with the collector or director with whom the return must be filed (deter- 
mined under section 53(b) as of December 31, B)5&2). Such election shall be 
irrevocable after December 31, 105&2, and shall apply with respect to all peri&&ds 
since February 28, 1013, and before January 1, I!)5&2. The election shall al&ply 
to all properties held by the person making the election at any time on or before 
the date of such election. 

A taxpayer may include in an election filed before December 31, 10;»:, 
statement that the election shall take eftect when tiled, and in such case the 
election shall he irrevocable on the date filed, and shall not apply to any pr»perty 
acquired by the taxpaye»fter such date. If an election is made befo! c De- 
cember 31, 10. &&, and does not contain such stateruent, the ele& tion may be 
revoked by filing on or before December 31, 1052, in the same offi& e in which 
the election vvas filed, a statement of revocation executed in the same manner 
as the election. Such an election made before December 31, 1052, and not re- 
voked on or before that date, shall be deemed made ou December 31, 1052, 
and shall apply to all property held by the taxpayer at any time on or before 
such date. 
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A copy of the written statement of election must be filed with the first income 
tax return, amended return, or claim for refund filed on or after the date on 
which the election is made. 

An election by a partner is not an election by the partnership of which he 
is a men&ber, but a separate election must be m»de by the partnership. Simi- 
larly, an election by the partnership applies only with respect to the partnership, 
and is not appucable to the separate property of the partners. A similar rule 
applies with respect to elections by trusts and beneficiaries of such trusts. 

An election which conforms in substance to the provisions of this section shall 
not be dee&ned invalid solely because it was filed prior to the date on which the 
regulations in this section were promulgated. 

(b) l&«les applicable to m«ltir&g of election. — The follovving rules are applicable 
to the ranking of an election under section 118(d): 

(1) Form of election. — The election shall be in the form of a statement 
in writing addressed to the collector or director of internal revenue vvith 
whom filed, shall state the name and address of the taxpayer making the 
ele&'tion, and shall contain a statement that such taxpa)er elects to have 
the provisions of section 118(b) (1) (13) (ii) apply in respect of all periods 
since Vebruary 28, li)18, and before January 1, 1952. 

(2) signature. — The statement shall be si "ned by the taxpayer making 
the election, if an individual, or, if the taxpayer malring the election is 
n&&t an individual, the statement shall be executed in the same manner as 
is r& quired in the case of the income tax return of such taxpayer. 

(8) Filing. — The written statement must i&e filed in the office of the col- 
lector or director of internal revenue on or before December 81, 1952. An 
el«tinn shall be considered as timely filed if it is placed in the mail on or 
before midnight of December 31, 1952, as shown by the postmark on the 
envelope containing the written statement of election or as shown by other 
availak&le evidence of the mailing date. 

'I'he amendments to section 29. 118(b) (1) — 1 of Regulations 111, 
covering taxable years beginning after December 81, 1041, set forth 
in this 'I'reasury l)ecision, are hereby made applicable to taxable 
years beginning after Decelnber 81, 1081, and before January I, 1042 
(such years being covered by Regulations 77, 86, 94, 101, and 108). 

(This Treasury Decision is issued under the authority contained 
in se&. lions 62 and 8701 of the Internal Revenue Code (58 Stat. 82, 
467; 26 U. S. C. 62, 8701). ) 

JOIIN S. GRAHAM& 
A cting Comm~'ssioner of Interna/ Revenue. 

Approved December 20, 1052. 
'I'riosras J. I YNcrr, 

Acting Secretary of the Treasury. 
(Viled with the Division of the I&'ederal Register December 30, 1952, 11: 82 a. m. ) 

SECT&ON 29. 118(b) (1)-1: Adjusted basis: General 
ru le. 

INSKEKNAL REvENUE CODE 

Regulations 111 amended. (See T. D. 5080, page 65. ) 

SrcTION 20. 118(b) (1)-1: Adjusted basis: General 
rule. 

INTERNAL REVENUE CODE 

Begulations 111 amended. (See 1'. D. 5001, page 146. ), 
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SEOTIoN 20. 118(b) (1)-1: Adjusted basis: General 
rule. 

INTERNAL iiKVENULr CODE 

Elections filed by taxpayers under section 118(d) in respect of de- 
preciation, etc. , alloived before 105'. (See Rev. Itul. 30, below. ) 

SEOTIQN 29. 118(b) (8) — 1: Adjusted basis: Dis- 
charge of corporate indebtedness: Cjteneral 
rule. 

INTEitNAL RZVLrNL'Lr CODE 

Regulations 111 amended. (See T. D. 6008, page 24. ) 

SECTION 118(d). — ADJUSTED BASIS FOR DETERMINING 
GAIN OR LOSS: ELECTION IN*RESPECT Or DEI'RECIA- 
TION) ETC. , ALLOAVED BEFORLc 1052 

SEcTIDN 29. 113(cl) — 1: Election as to amounts 
allolved in respect of depreciation, etc. , be- 
fore 1052. 

(Also Section 113(b), Section 29. 118(b) (1) — 1. ) 
INTERNAL REVENUE CODE 

Rev. Rul. 80* 

I'rocedures relating to the processing and examination of elec- 
tions, in respect of tlepreciation, etc. , allowed for any period before 
January lr. 1932, filed by taxpayers pursuant to section 113td) of 
the Internal Revenue Code, as added by Yubtic Law fi39 (82d 
Cong. ), C. B. 1952 — 2, 358. 

1. Public Law 589 (82d Cong. ), C. B. 1052 — 2, 858, amended sec- 
tion 113(b) (1) (B) of the Internal Revenue Code (relating to the 
adjustment of the basis of property for depreciation, obsolescence, 
amortization, and depletion) and added section 118(d) thereto. In 
accordance with section 118(d), any person m'ay elect to have clause 
(ii) of section 118(b) (1) (B) apply and such election shall apply with 
respect to all periods after February 28, 1018, and before January 1, 
1952, during which such person held the property and the period, if 
any, for which adjustments Inust be made as provided in section 
118(b) (2) of the Code, relating to substituted basis. 

2. . Treasury Decision 5967, page 168, this Bulletin, appr&n ed Decem- 
ber 80, 1952, sets forth the amendments to Regulations 111 by virtue of 
Public Law 589. Section 29. 118 (d) -1 of such regulations, as amended, 
prescribes the manner in which the taxpayer may make an election as 
to amounts allowed in respect of depreciation, etc. , for any period be- 
fore January 1, 1052. Among other things, the prescribed form 
of election is required to be filed with the a~&propriate collector or 
director of internal revenue on or before Deceinber 81, 1052, and is ir- 
Tevocable after December 81, 1952. 

8. All elections will be retained in the audit divisions of tlie direc- 
tors' ofiices for permanent, alphabetical filing. An examination o f the 

surigiuaiiy issued as IR-Mimeograuh 129, dated February S, IgSS. 



fj 29. 118 (d) — 1. ] 172 

elections wil] be made to determine whether or not they have been 
timely filed and otherwise meet the requirements of the regulations. 
Many of the elections will have been filed prior to publication of the 
regulations, and it is probable that there ivill be a number which, al- 
though clear as to intent, do not conform precisely to the requirements. 
In view thereof, timely filed statements which reasonably satisfy the 
requirements of the regulations and clearly signify an intention on the 
part of the taxpayer to make an election, will be treated as such by 
directors even though, in Ininor respects, they may not conform pre- 
cisely to the stated requirements. 

4. All timely filed elections found to be acceptable will be acknowl- 
edged by the director's ofiice by letter which, in addition to an acknowl- 
edgment of receipt of the election, will contain the following state- 
ments: 

Your attention is called to Treasury Decision 596i, page 168, this Bulletin, 
amending Ite 'ulatio»s 111, which provides iu section 20. 116(d) — 1(a) that a copy 
of the written statenient of election i»ust be filed with the first income tax return, 
ameiided return, or claim for refund filed ou or after the date ou which election is 
made; a»d vvhich provides in section 2!), 118(b) (1) — 1(ti) (6) that although Public 
Law 589 amends the 1»w applicable to all taxable vears euding after December 81, 
1961, the amendment does not open for refund, credit, or assessroent of a deficiency 
auy taxable year for vvhich such refund, credit, or assessmeut is barred by law or 
any rule of law. 

Tbe law itself, or the filing of an election thereunder, neither provides a basis 
for autoruatic adjustmeut of any reported tax liability nor extends the statutory 
period of limitation for adjustinent. Accordi»gly, it will be necessary for you 
to file a claim for refund or an amended return for any taxable year for which 
the tax liability is to be adjusted by reason of adjustment to tbe basis of 
property attributable to the election and for which the statutory period of 
limitation bas not expired. 

5. Any election not timely filed will be made the subject of a letter 
to the taxpayer stating briefly that, since the election was not filed on 
or before December 81, 1952, in accordance ivith the provision of the 
laiv and regulations, such election is not valid and, therefore, the 

rovisions of clause (ii) of section 118(b) (1) (B) of the Internal 
evenue Code do riot apply in respect of any period prior to January 

1) 1952. 
0. A valid election will not of itself require an examination of the 

returns of the taxpayer involved. Claims for refund or amended 
returns filed by taxpayers as a result of making an election will be 
examined in accordance with established procedures. Other returns 
involving the provisions of section 118(b) (1) (B) (ii) of the Code, 
whether because of an election or otherivise. , will be considered for 
examination under regular cl;issification and selection procedures. 
However, the foregoing~ is not intended to preclude a director's once 
from making an examination of a taxpayer's return on the basis of 
the application of section 118(b) (1) (B) (ii), otherwise than as here- 
inbefore indicated, if the circunistances of the ciise warrant. 

SEcTIoN 29. 118(d)-1: Election as to amounts 
allowed in respect of depreciation, etc. , be- 
fore 1952. 

INTERNAL RL»VENUE CODE 

Regilations 111 amended. (See T. D. 5967, page 163 ) 
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SECTION 114. — BASIS FOR DEPRECIATION 
AND DEPLLcTION 

SEcT&ov 2&i. 114 — 1: Basis for allowance of depre- 
ciation and clepletion. 

(Also Section 2'3(m), Section 20. 28(m)-1. ) 
INTL&l&:I' 4 L t&KV Lr&a ULr CODL" 

Rev. Rul. 16 

)Vhere ad valorem property taxes are imposed on mineral-bearing 
lands and the lcs. & c»;&ys the lessor's share of such taxes pursuant 
to the mineral lease on the land, such paya&eats shall be treated as 
additional royalties which are excludable from the lessee's gross 
income and includib;e in th lessor's depletable gross inco&ne to the 
extent that there is s«fficient gross income from mineral production 
to cover the taz. If there is insuiff&ient gross income from pro- 
duction to cover the taz, such payn&ents shall be treated as delay 
rental, a deductible expense of the lessee and nondepletable income 
to the lessor. 

Advice is requested vvhether ad valorem property taxes on mineral- 
bcaring lands are excludable from depletable gross income of the lessee, 
under section 114(b) of the Internal Revenue Code, &vhere, pursuant 
to the terms of' the mineral lease, the lessee pays all such taxes which 
are imposed on the lease«1 lands. 

The typical lease in question provides that the lessee shall pay to 
the lessor royalty payments based on the amount of ore mined during 
the ye;&r, subject to minimum annual payments; and that such mini- 
mum payments, to the extent that they exceed the royalties due within 
the year, shall be credited against royalties due in any future year. 
It further provicles that the lessee shall pay all ad valorem property 
taxes accruing on the ptoperty during the period the lease remains in 
force. 

In the instant case, the tax bill was addressed to the lessee and the 
assessment was for State, county, to&vn and school taxes, which were 
based upon the assessed valuation of the property, including the value 
of any mineral rights contained in the land. The liability for such 
taxes is not confined to years in which mining operations are con- 
ductecl, but may apply to ye;&rs prior to the opening of a mine or to 
years during which operatiolis are suspended. Under State lavv, such 
taxes are levied a&rainst the property itself, enforceable only by an 
t'n rem proceeding in which no personal liability is createcl, although 
the lessee's interest in the property, together with all improvements 
placed thereon by the lessee would be subject to seizure to satisf'y any 
such tax against the property. 

In G. C. M. 26526 (C. B. 1950-2, 40), it vvas, in eRect, concluded that 
payments made, pursuant to lease terms, by a lessee of oil and gas 
properties of ad valorem taxes assessed against a lessor's interest in 
such properties were in the nature of delay rentals in years prior to 
production, but were "rent or royalty" payments, under section 
114(b) (8) of the Internal Revenue Code, in years of production to the 
extent that such payments of tax liability did not exceed the gross 
income from production from the properties for the year. As both 
the lessor and the lessee in that case undoubtedly possessed depletable 
economic interests in the leased property, the only questions therein 
presented were the extent to which the payment by the lessee of the 

268854' — 58 — 12 
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lessor's ad valorem taxes represented depletable income, and whether 
tlie agreement by the lessee to make such payment was a part of the 
sharing arrangement between the parties to be taken into account 
in equitably apportioning aljowable depletion between them. 

It seems clear that royalty payments may be measured in various 
ways. I'or example, had the lease provided for royalty payments 
nieasured by a specified share of the year's production proceeds, plus 
the lessor's share of th ad valorem taxes for the year, the total not 
to exceed the income from production for that year, there would 
seem to be no question that production income to that extent ~ould 
hai e been the lessor's share of the income produced — i. e. , a royalty 
payment excluded from gross income of the lessee 1vithin the ambit of 
the express language of section 114 (b) (4) (A) of the Internal Revenue 
Code, excludiiig From lessee's "gross income an amount equal to 
any ients or ro~yalties paid or incurre'd * * in respect of the 
property. " 

It seems equally clear that delay rental payments niay likewise be 
measured in various wavs. Had the lease involved in the cited opin- 
ion provided for delay rental payments measured by z dollars per 
acre per ye, ir for years prior 'to development, plus lessor's share of 
the ad valorem tax for such years, it would seeni plain that such delay 
rentals would have represented neither depletable income to the lessor 
nor payments excludable from lessee's income under the above-cited 
statutory provision. Such payments are nondepletable items of in- 
come to the lessor, since the requisite diminution in the value of his 
capital interest in the leased property, resulting from a conversion 
of capital into income to give the depletion provisions operative 
e8ect, did not occur upon such payments. Certainly, there was no 
diminution in value attributable to the extraction and sale of the nat- 
ural resource content of the land as occurs in the case of ordinary 
production royalty payment. For can such payments qualify as 
advance royalty payments to establish the requisite diminution in va! ue 
in the lessor's interest resulting from such payments as in the case 
of either (1) a bonus payment upon the execution of a lease (whicli 
presumptively reduces future production royalty payments to the 
lessor), or (2) royalty payments in advance of production, such as 
minimiim royalty payments which inay be credited as royalty payments 
on production in future years. 

Nor are si!ch delay rental payments given implicit depletion signif- 
icance by being "rents or royalties" excludable from gross income 
of the lessee under the above-quoted provision of section 114(b) (4) (A) 
ot the Code. That provision, first appearing in the Revenue Act of 
1932, merely (1) codified the then existing rule that provisions foi' 

royalty payments in mineral leases e8ected a sharing arrangement 
between the parties, each such party being required to include in his 

gross income only his agreed share, thereby excluding the gross incoine 
attributable to other shares, and (2) extended such exclusion rule to 
"rents". (See IEelvering v. I'icin Bell Oil indicate, 2M U. S. 812& 

Ct. D. 905, C. B. XIV-1, 258 (1935); O. C. M. 22780, C. B. 1941-1i 
211 and cases cited therein. ) The concept of excluding the income 
share of others from the income of one nominally in the position of 
the payor necessarily assumes that there is production income to 
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divicle. Payments made in other circumstances are essentially either 
capital expenditures, as in the case of advance royalty payments, or 
deductible expenses as in the case of delay rental payments, and, 
therefore, without the quoted exclusion provision. Such payments 
are depletable income to the payee only if they are advance royalties 
attended by diminution in the value of the payee's capital interest. 
Payments of the lessor's share of ad valorem taxes, being payable 
throughout the production life of the mineral property, are not ad- 
vance payments in any sense; nor do they cause diminution in the 
payee's capital interest, except to the extent payable out of income 
from the extraction and sale of the mineral content of the land. 

Thus, viewed realistically, the lessee's payments of the lessor's share 
of ad valorem taxes is nondepletable income to the lessor (and de- 
ductible rather than excludable rental payments by the lessee) except 
to the extent payable out of production income. This result Rows 
from the application to this issue of the basic reasoning of the con- 
trolling cases. The codifying statute confirms this view, as the statute 
seems inept except to the extent there is sufficient production income 
to meet the payment, in which event the plain language of the statute 
requires it to be treated as a "rent or royalty" exclusion from lessee 
income for the reason that it represents gross income of the lessor, 
and, consequently, depletable gross income to him. 

Attempts to distinguish the instant case from the case presented 
in 6. C. 51. o65&6, supra, are not persuasive. As the instant payments 
were to, or for the benefit of, the lessor pursuant to the lease contract, 
they seem to qualify as rent or royalties as much in the one case as in 
the other. As additional royalties they are distinguishable from 
other business expenses of the lessee incurred by him in transactions 
with third parties in the pursuit of his business of exploiting the min- 
eral resources of the land. 

The entire ad valorem tax cannot be said to be the tax liability of 
the lessee merely because his entire lessee interest and his other prop- 
erties thereon could be seized to satisfy the tax claim. The lessor 
could say the same ~~ith equal force for the same reason. Had the 
parties not contracted as they did, the ad valorem tax would doubtless 
have been shared between them — presumptively in proportion to the 
value of their respective interests — as the assessment is based on the 
total value of the property in which their interests inFiere. If, as 
indicated, the fact that the lessee paid the entire tax leads only to the 
conclusion that payment of the lessor's share thereof was essentially 
additional rental payment for the account of the lessor, it would seem 
to follow that the lease provisions giving the lessor a lien to assure 
such payment would not change the character of the payment made 
under the Internal Revenue Code. 

If, as noted, the lease agreement between the lessee and lessor had 
not provided for the payment of ad valorem taxes on the leased prop- 
erty by the lessee, such taxes would doubtless have been shared by 
them. Therefore, in order to determine the amouiit of such taxes 
paid by the lessee for the account of the lessor it is necessary to ascer- 
tain the proportionate values of their respective interests in the prop- 
erty and to use such values as a basis for determining a ratio which is 
to be used to allocate the taxes between the parties. Only relative 



values are require&1. 'I'herefore, it will not be necessary to reduce 

total profits to tlieir present worth. Results of operations in a cur- 

rent tax;ible year should never be used as the sole criterion for deter- 

mining a ratio. The ratio may be determined by the Bureau, in case 

no agreement can be reached between the parties, or, if an agreement 
thei con is reached between the parties which is considered reasonable 

by the Bureau, such ratio will be accepted. The ratio, once estab- 

lished, must remain undisturbed in future years as long as there is 

no maitcrial change in tile bases upon which it vvas originally 
est(i bli sited. 

Accordingly, it is held that where ad valorem property taxes are 
imposed on mineral-bearing lands arid the lessee pays the lessor's 
share of such taxes pursuant to the mineral lease on the land, such 

payments shall be treated as additional royalties vvhich are excludable 
trom the lessee's gross incoine and includible in the lessor's depletable 
gross incoine to the extent that there is s«Scient gross income froin 
mineral production to cover the tax. If tliere is ins«trtcient gross in- 

come from production to cover the tax, such payments shall be trea(ed 
as delay rental, a deductible expense of the lessee and nondepletahle 
incoinc to the lessor. 

SEOTtor 20. 114 — 1: Basis for alloivance of depre- 
ciation and depletion. 

(Also Section 28(ni); Section 20. 28(m) — 1. ) 
IX'i'LraÃaL i&EVEXUE CODE 

Rev. Rul. 76 

Computation of percenta e depletion in the case of pyrites and 
similar ores containing two or ruore minerals which are granted 
different percentages of gross income under section 114(h) (4) (a) 
of the Internal Itevenue Code. 

Advice is requested as to the proper method of computing percentage 
depletion in those cases vvhere ores containing tivo or more minerals, 
such as pyrites, subject to diGering rates of p~ercetitage depletion, are 
produced. 

In the illustrative case of pyrite, an iron sulfide, the ore inay be sold, 

(a) for its sulfur content (r;ite 23 percent), or (b) for its iron con- 
tent (rate 15 percent), or both. 

It is the position of the Bureau that pyrite is an ore of sulfur antj 

iron, which products are entitled to diA'erent rates of percentage de- 

pletion. In the case of pyrite, 23 percent of gross income from sulfui' 

plus 15 percent of gross income from iron would be the maximum al- 

lowable percentage depletion under section 114(b) (4) (B), but the 
deduction would be subject to the limitation provided for in that 
section, i. e. , 50 percent of "net income from the property, " the "prop- 
erty" being the taxpayer's interest in the mineral deposit, and the "net 
income" being the o~eral/ net income resulting from the sale of all 

included cominercial minerals. 
The saine problem extends to cases where the property contains one 

or more minerals entitled to percentage depletion and one or more 
additional minerals which are entitled to cost depletion only. In such 

cases, depletion allowance is determined exactly as above and illus. 
trated as follovvs. 
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Assume the addition of a third mineral, A, in the pyrite ore, which 
is entitled to cost depletion only. Maximum allosvable percent;age de- 
pletion ~ould be 23 percent ot gross income from sulfur, plus 15 
percent of gross income from iron, plus zero percent of gross income 
from A. The limitation would be 50 percent of net, income resulting 
from the sale oi all three minerals. Cost depletion, which is the 
minimum depletion allowable, would be computed on the adjusted 
basis of the entire property. 

AVhen all minerals in an ore are entitled to depletion at the same 
rate, the sum of the re«eipts becomes the basis for computing statutory 
"gross income from the property" for the single computation neces- 
sa~ry. )Vhen the minerals involved are entitled to different rates, the 
amount received in payment for each necessarily becomes a fact ques- 
tion. Xormally this fact question can be resolved by an examination 
of the sales contracts. 

SEUTIoN 20. 114 — 1: Basis for allowance of 
depreciation and depletion. 

(Also Section 28(cc); Section 28(ff). ) 
INTERNAL REVENUE CODE 

Rev. Rul. 106 

Percentage depletion allowable to producers of uranium minerals, 
such deposits bein classified as "metal mines. " Se«tions 28(ff) 
and 22 (cc) of the Internal Revenue Code apply to all types of ruin- 
in" operations including uranium mines. 

Advice is requested as to the classification f' or percentage depletion 
purposes of a deposit of minerals or ores used as a source of uranium; 
also as to the applicability of sections 28 (ff) and (cc) to uranium 
mines. 

As uranium is a metal, any deposit of minerals or ores used as a 
source thereof is classified as a "metal mine" for percentage depletion 
purposes under section 114(b) (4) of the Internal Revenue Code. 

It follows that, for years ending after December 81, 1950, sections 
28 (ff) and (cc) of the Code, both applicable to "metal mines, " 

apply 
to exploration and development expenditures. 

SrcrioN 20. 114 — 1: Basis for allov-ance of depre- 
ciation and depletion. 

INTERNAL REVENUE COIIE 

Regulations 111 amended. (See T. D. 0004, page 45. ) 

SEC'rioN 20. 114 — 1: Basis for allowance of depre- 
ciation and depletion. 

INTERNAL REVENUE CODE 

Basis of determining depletion allowances with respect to income 
received from the sale of top soil. (See Rev. Rul. 78, page 18. ) 
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SECTION 115. — DISTRIBUTIONS BY CORPORATIONS 

SEOTIoN 29. 115-1: Dividends. 
(Also Section 22(a), Section 29. 22(a)-1. ) 

INTL&'ANAL REVENLE CODE 

Rev. Rul. 45 

A majority stockholder ivaived all right, title, and interest in future 
undeclared dividends for a certain period of time in order to increase 
the surplus of the corporation to enable it to meet certain legal require- 
mciits regarding contemp] ited business. There ~-as no family, or 
direct business relationship, betiveen the majority and minority stock- 
holders. Tlie declaration and payment of any dividend to the 
Ininority stockholders ivou]d not increase the interest of the ivaiving 
stockho]der in the remaining or future surplus of the corporation. 
The arrangement divas entered into for bona fide business reasons. 
IIc, 'd, any divideiid payments to minority stockho]ders 1vi]] not result 
in income to the 1vaiving stocliholder and the corporation 1vi]] not 
realize income on account of the viaiver. 

SrcTioN 29. 115 — 3: Earnings or profits. 
(Also Section 43, Section 20. 43-2. ) 

INTEiiNAL REVENUE CODE 

Rev. Rul. 107 

Eraud pen:i]ties recommended against a taxpayer should not be ac- 
ciued as liabi]ities for the purpose of determining the ainount of sur- 
plus aiid earnings avai]able for dividends, until the liability therefor 
has become fiiial and definite in amount, either by agreement or 
otherivise. 

SEcTioN 20. 115-7: Stock dividends. 

INTERNAL REVENUE CODE 

Distiib'ition of principal cash to an income life beneficiary of a 
trust in ]ieu of a nontaxab]e stock dividend ivhich divas not permitted 
to be distributed under Stiite law. (See Rev. Rul. 24, page 263. ) 

SECTION 116. — EXCI. USIONS FRO31 GROSS INCOME 

SscTioN 20. 116-1: I'. arned income from sources 
davit]iout the United States. 

INTERNAL IIEVENUE CODE 

Income of I]nited States citizens for services performed on Guain 
(See Rev. Rul. 8, page 300. ) 
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SECTION 117. — CAPITAL GAINS AND LOSSES 

SECTIQN 29. 117-4: Determination of period 
for which capital assets are held. 

INTERVAL REVENUE CODE 

EeoTIIations 111 amended. (See T. D. 5991, page 146. ) 

SECTION 29. 117 — 7: Gains and losses from involun- Ct. D. 1760 
tary conversions and from the sale or exchange 
of certain property used in the trade or business. 
INCOME TAX — INTERNAL REVENUE CODE — DECiSION OF SUPREME COURT 

1. GRoss INcoxlE — ORDINARY INcoME V. CAPITAL GAIN — SALE oF 
ORANGE GRovE, INcLImING UNM tTURED CRoP. 

Where taxpayer, en"aged in the business of growing and selling 
oran 'es, in August 1944, sold ber interest in tbe orange grove, 
including land, trees, unmatured crop, iinprovements, etc. , that 
portion of the proceeds from the sale which is attributable to the 
unmatured crop should be treated as ordinary income rather than 
as capital gain. 
2; DEclsIoN AFFIRAIED. 

Decision of the United States Court of Appeals, Ninth Circuit, 
197 F. (2) 56 (1902), affirming decision of the Tax Court of the 
United States, lo T. C. 800 (1950), atfirmed. 

SUPREME CoURT oF THE UNITED STATES 

E& nest A. Ivatson and Af. Glad ps Watson, petitioners, v. Commissioner of 
Internal Itevenue 

On wrrt of certiorari to the United States Court of Appeals for the ¹uth Circuit 

[May 18, 1058] 

OPINION 

Mr. Justice BURTCN delivered tbe opinion of the Court. 
This ease relates to a taxpayer who, for several years, held an undivided 

interest in an orange grove and engaged in the business of growing and selling 
tbe oranges it produced. In tbe midst of the 1944 growing season, she sold her 
interest in the grove, including an unmatured crop then on the trees. The ques- 
tion before us is whether, for Federal income tax purposes, sbe must treat that 
part of her profit from the sale which is attributable to the unmatured crop as 
ordinary income or as a capital gain. For the reasons hereafter stated, sbe 
must treat it as ordinary income. 

In 1944, Mrs. M. Gladys Watson, one of tbe petitioners bere, and her two 
brothers, each owned an undivided one-tl'. ird interest in a 110-acre navel orange 
grove near Exeter, Tulare County, Calif. Its m:inagcment bad been supervised 
by her brothers since 1912 and, since 1042, she and ber brothers had operated 
it as a partnership. It was the oldest and one of the best groves in the locality. 
Its production per acre was about twice tbe average of such production in the 
county. In each of the last 5 years the value of its crop had increased over 
that of the year before. In 1048 it produced 79, 851 loose boxes of oranges, 
yielding a gross income of $186, 808. 71. After deducting all expenses of cultiva- 
tion, operation, picking and hauling, a net income of $92, 158. 0o was left. ' An- 

In 1942 it yielded 54, 939 boxes with a gross income of $82 521. 17 and a Det of 
$49, 790. 10. Its average annual yield from 1934 to 1943 was 55, 0J7 boxes with a gross 
Income of $46, 512. 68 and a net of $22, 141. 42, 
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ticipaiing a heavy frost after November 1944, one of the brothers advocated 
selliiig the grove before then. Accordingly, in May or June, it was offered for 
$197, 100, coinplete, including land, trees, unmatured crop, improveinents, equip 
ment and a 5-acre peach orchard. At about that time the 1944 orange crop 
&vas iii blooiii. 

Hy Julv the smaller fruit had dropped from the trees and the crop was "set, " 
but not assured. A purchaser becaiiie interested but delayed his decision so as 
to determine more accurately the probable crop and to cause the sellers to bear 
more of the expense of its care. He examined past production records and, 
by early Augnst, received estimates that the 1044 crop might be from 70, 000 
to 80, 000 boxes, vvhjch, nt current prices, would bring him $120, 000 for the crop 
above exp&'. nses. One of I»irs. watson's brothers also estimated the 1944 crop 
at 70, 000 boxes if it matured. August 10, the sales price of $197, 100 vvas agreed 
upon, payable $10, 000 in cash and the balance September 1. No allocation of 
the price between the crop and tbe rest of the property was specified but the 
seller bore the expense of carin ~ for the crop up to September I, amounting to 
$16, 020. 54. The sale was carried through and there xvas no serious frost. - The 
crop filled 74268 boxes. The purchaser sold them for $146, 000, yielding him 
a net return of $126, 000, 

5frs. jvatson filed a, joint return with her husband, talcing full deductions for 
her one-tliird shat'e of all of the business expenses incurred in the cultivation 
of the crop, but treating her gain from the sale of the grove, including the un- 
matured crop, as a long-term capital gain. On that basis, her net gain from the 
sale of the grove vvas sho&vn as $48, 819. 82, but, treating it as a long-term capital 
g;iin, only 50 percent of it, or $24, 40&J. 01, v&as included in her taicable income. ' 

The Comniissioner of Internal Itevenue assessed a deficiency a "ainst peti- 
tioners, largely based on his claim that &vhatever part of Mrs. Watson's income 
vvas attributable to the unmatured crop should be treated as ordinary income. 
He allocated $1225&00, out of the $197, 100 received for the rove, as attributable 
to the unmatured crop. On that premise, he assessed a cleficiency of $24, 101. 85 
against petitioners on their joint return. On revie&v, the Tax Court, &vith two 
judges dissenting, sustained the ('omniissioner in principle but reduced to $40, 000 
the portion of the proceerls attributable to the crop. 15 T. C. 800. IVith other 
adjustments, not material here, the Tax Court reduced the deficiency to $6, 920. 85. 
The court of appc:ils affirincd. 197 Ir'. 2d 56. In the meantime, the Tax (. "ourt 
ni:ide comparable decisions in Jfc Cop v. Co»r»iissioner, 15 T& C. 828, and'Otc&en v. 
Commissioner, 19 P-H 19. &0 Fed. Tax Serv. para& raph 50, 800, each of which 
was reversed on appeal, 102 I&'. 2d 486 (C. A. 10th Cir. ), and 192 F. 2d 1006 
(C. A. 5th Cir. ). Shortly before the latter decisions, the Ilevenue Act of 1951 
amended the statute in rel:ition to taxable years be inning after December 81, 
1950, to permit proceeds froru certain sales of unharvested crops to be treated 
as capital gains. ' IVe granted certiorari in the instant case to resolve the above- 
indicated conflict of statutory construction still effectin niany sales made before 
195&1. 844 U. S. 895. 

The issue before us turns upon the Acts of Congress. In 1951, Congress, for the 
first time, dealt expressly and specifically with this subject. ' &&phile that action 
was prospective only, its terms throw light on the problems of prior years. ' The 

' Sec. 117 (b) and (c) (2), I. R. C. , aa amended by sec. 150(c) of the Revenue Act cf 
1942, c. 619, 50 Stat. 843-844, 26 U. S. C. (1940 ed. , Supp. V) sec. 11& (b) and (c) (2) 

'65 Stat. 500 — 501, 26 U. S C. (Supp. V) secs. 117(j), 24(f), 113(b) (1). ' The Revenue Act of 1951 adrled to aec. 117(j) of the Internal Revenue Code: 
"(3) SALE oF LAND wITH i'NI&ARVEETED cRoP. — In the case of an unharvested croP on 

land used in the trade or business and held for more than 6 months, if the crop and the 
land are sold or exchanged (or con&pulaorily or involuntarily converted as described ia 
paragraph (2) ) at the same time and to the same persnn, the crop shall be considered 
as 'property used in the trade or business. ' " 65 Stat. 500, 26 U. S. C. (SuPP. V) a« 
117(j) (3). 
And, er)ual)y important, it adrled to aec. 24 of the Internal Revenue Code: 

"(f) SAT, E oa I. ANn W&TH UNHARvEETED Cane. — Ivhere an unharvested croP sold by 
the taxpayer ia considered under the provisions of section 117(j) (3) as 'property used iu 

the trade or business, ' in computing net income no deduction (whether or not for thc 
taxable year of tlie sale and whether for expenses, depreciation, or ntlierwiae) attributab)e 
to the production of such crop shall be allowed, " Id. , at 501, 26 U. S, C. (Supp 
sec. 24(f). ' The purpose of Congress to make this amendment prospective, rather than retroacti«& 
ia emphasized in the very next section of the 1951 Act. That section made retroactive 
to 1942 another amendment to aec 117(j). It redefined capital gains ao as to include 
the proceeds of certain sales of livestock, provided such stock be held for draft, breeding 
or dairy purposes. Stock ao held is comparable to the orange trees rather than to the 
orange crop in the instant case, 
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adoption of that amendment emphasized the point that the question was one of 
Federal law. Its adoption also recognized that, in order for such income to be a 
capital gain, an a(IIrmative statement by (', on ress was needed. Finally, it not 
only permitted proceeds of unharvested crops to be treated as capital gains under 
certain circumstances, but it provided that, under those circumstances, the tax- 
payer could not deduct from his taxable inc. ome the expenses attributable to the 
production of the unharvested crop. Those expenses thereafter must be treated 
as capital investments addecl to the basis of the property to which they rclllte. 
This elnphasizes the ilnpropriety of the interpretation advocated by iIIrs. XVatson 
in the instant case. She seelts to deduct her share of the crop cultivation ex- 
peuses at 100 percent up to the date of the sale. At the s;Ime time, She claiulS 
a right to report only 50 percent of her gain on the sale of those crops to which 
the cultivation expenses relate. ' 

In the instant case, we are dependent upon sec. 117 (j) of the Internal Revenue 
Code, as in etYect in 1944. ' The controlling hlngua e in that subsection then 
required that, in order for gains from the sale of property to be treated as capital 
gains, the property sold must be "used in the trade or business" of the taxpayer, 
"held for more than 0 months, " and not 'held by the taxpayer primarily for sale 
to customers in. the ordinary course of his tracle or business. " In the instant case, 
the Commissioner contends that, v;bile the land R. nd trees met these and all 
other tests of the subsection, the unmatured, unharvested crop of oranges met 
none of the above three. 

Each day brought the annual crop closer to its availability for sale in the 
ordinary course of that business. IVhlle the uncertainty of its condition at 
maturity discounted its current value, nevertheless, its presence contributed 
substantially to the value of the grove. The (. 'omtnissioner allocated to the un- 
matured crop, as of September 1, a value of $122, 500 out of the $197, 100. The 
Tax Court reduced this to $40, 000. IVe accept the latter amount now confirmed 
by the court of appeals. It is obvious that the parties to this sale (lid in fact 
attribute substantial value to the unmatured crop. If, at any moment, the crop 
had been stripped from the trees or destroyed by frost, there would have 
resulted at once a substantial r'eduction in the sales value of the grove. 

Assuming $40, 000 to be the value fairly attributable to the presence of the crop 
in Au" ust and Septetuber 1044, it renlains for the taxpayer to dentonstrate that 
sec. 117(j) has authorized that value, in addition to the value of the land, trees, 
ilnprovements and equipment, to be treated as a capital gain. 

' In this connection, the Senate Committee on Finance. when reporting the proposed 
amendment in 1961, said: 

"Your committee believes that sales of land together with growing crops or fruit are 
not such transactions as occur in the ordinary course of business and should thus result 
in capital gains rather than in ordinary income. Sec. 823 of the bill so provides. 

"Your committee recognizes, however, that Ivhen the taxpayer keeps his accounts and 
makes his returns on the cash receipts and disbursements basis, the expenses of growing 
the unharvested crop or the unripe fruit will be deducted in full from ordinary incotue, 
while tbe entire proceeds from the sale of the crop, as such, will be viewed as a capital gain. 
Actually, of course. the true gain in such cases is the differenc between that part of the 
selling price attributable to the crop or fruit and the expenses attributable to its produc- 
tion. Therefore, vour committee's hill provides that no deduction shall be allowed which 
is attributable to the production of such crops or fruit, but that the deductions so disallowed 
shall be included in the basis of the property for the purpose of computing the capital gain. 

"The provisions of this section are applicable to sales or other dispositions occurring in 
taxaMe years beg)un(ng after December 81, 1960, 

"The revenue loss uuder this provision is expected to be about $3 million annually. " 
S. Rept. No. 781, 82d Cong. , 1st sess. 47 — 48. ' Internal Revenue Code, as amended, 66 Stat. 846: 
"SEC. 117. CAPITAL GAINS AND LOSSES. 

"(j) GAINs AND Lossus v * * FRoM THE. SALE oR ExcHANOE oy CERTAIN PRQPERTY 
UsED IN THE TRAvE oR BusINEss. — 

"(1) DEPINITIDN OP PRVPERTY osED IN THE TaADE oR RDRINEss. — "For the PurPcses 
of this subsection, the term 'property used tn Ihe trade or business' means property 
used in the trade or business, of a character which is subject to the allowance for 
depreciation provided in section 28(l), held for Inore than 6 months, and real property 
used in the tracle or business, held for more than 6 months, zchich ls not (A) property 
of a kind whtch would properly be includible in the inventory of the taxpaver if on 
hand at the close of the taxable year, or (B) proparty held by the taxpayer pr(mart(y 
for saic to customers in the ordinary course of his trade or business. 

"(2) GENERAL RDI. E. — If, during the taxable year. the recognized gains upon sales 
or exchanges oi' property used in the trade or business * " ' exceed the recognized 
louses from such sales, exchanges, and conversions, such gains and losses shall be 
cotjsidered as gains and losses from sales or exchanges of capital assets held for more 

6 months. If such gains do not exceed such losses, such gains and losses shall 
not be considered as gains and losses from sales or exchanges Of caPital assets ' * ~ . " 
jItalics supplied. ) See 26 U. S. C. sec. 117(j). 



I) 29, 117 — 7. J 182 

Mrs. Watson and the Courts of Appeals for the Fifth and Tenth Circuits have 
placed emphasis upon a claim that, under the law of the state where the land is 
situated, an unmatured, unharvested crop, for many purposes, is treated as real 
property, We regard that as itnmaterial. Whether or not the crop be real 
property, the I&'ederal income tax upon the gain resutling from its sale is, in its 
nature, a subject of I&'ederal la&v. 

Tlie Coininissioner urges two grounds in support of bis position that sec. 
117(j) does not authorize the taxpayer's treatment of the proceeds of the unnia. 
tured crop as a capital gain. The first is that the proceeds fairly attributab!e 
to the crop are derived from pr&&perty held by the taxpayer primarily for sais 
to customers in the onlinary &oi&rse of the tax!&ayer's trade or business. Vfe 
agree with that cotitention. Although the property was not severable at the date 
of its sale, there is nothing in the Act requiriiig it to be severable. Whi)e, in 
previous yeats, lil&e crops were held for a sale that occurred after maturity, in 
1!)44 the date of' that sale came Septeinber 1. 'I'here is nothing in the Act that 
distinguishes bet&veen the taxable character of a gain derived from a present 
s;ile discountiii" the hazards of the future, arid one derived from a later sale 
when the hazards are past. After the transfer of title to the grove, the crop 
on the trees rct;iiiicd its character and continued to be held for sal&. to customers 
of the grove owner in the ordiniiry course of the owner's trarle or business. 

The Coniinissioticr's treatinent of tbe proceeds of sales of unmatured crops as 
ordinary income in tl)e absence of a statutory requirement to the contrary is 
consistent with the policy evidcuced in )I(ilia»is v. SIcGoz&'an, 1 &2 F. 2d 570, . &7'&, 

which established in the Second ('ir«uit, in 1&J45, the doctrine that "upon the sale 
of a going business it [the sales price] is to be comminuted into its fra"ments, 
and th& se are to be s&qi:&rat& ly matched against the definition in sec. 117(a) (1) 

It is consistent also with the policy of the Bureau of Internal Revenue 
and the Tax ('. ourt, &iati»g, at least, from tlie czatement niade by the Bureau in 
1040, that, under cir& un&stances coniparable to those before us, 'regardless of their 
sia e of develupinent, aiiy gain reaiized from tbe sale of growing crops is ordi- 
nary income. " ' 

We do not have iicre the situation whi& h afises from the sale of Iaz&d, in- 
cluding coal or other n&incral ivealth not separated from its natural state and not 
in the course of a&inn»i gri&wtb leadin to a s& asonal separation. See Butler 
Cot&so((dated Coal, ('o. v. Com»&issio&rcr, 6 T. (. '. 168. The instant cace also is dis- 
tin uishable f'roni tl&at of gi owing tinib& r which is not in itself an annual or short- 
terra product. See (. 'i»'&'oll v. Commissioner, 70 F. 2d 606; Camp )Ifanufactz»ing 
Co v Coi»»izssio&&e'i, g T. C. 40&7. 

Elaving res& he&i this conclusion, we find it unnecessary to pass upon the Com. 
mission&r's sec»a&i &ontention that, b«ause tlie cr&&p did not come into existence 
before it «as 'set" in Julr, or at least before it was in bloom in 1lay or June, it 
had not bei n hei&i by 3(rs. Watson for &nore than 6 months at the time of its sale. 

Ac& ordingly, tire judgment of the court of appeals is 
Affirmed. 

Dissenting opinion by Mr. Justice 1&11&nxoz&, with whom Mr, Justice Rgsn and 
Mr. Justice Dovuz. &&s join. 

' "The prod&&ctioo of fruit from orchsrds or groves constitutes a business, and sectioii 117(j) of the Co&le, supra, is oi&plicsble to tlic sale of an orchard or grove. The crops sic prodoced with the i&rir»ary i&ucpo. r. of selling the fruit to co. tooiers in the ordio»'I 
r'r urse of the boniness. Therefore reg:irdless of &heir sts e of development, any gsis 
rr&&lixed from rbe s &ie of gn»viug rcops ic ordinary income. "In view of tlie fore oirig. it is beld that. for kedersl income tsx purposes. where citr»s 
groves are sold witl& fruit on the tr&re, s portion of the selling price roost he allocsted to 
tl&e fruit and the balance to the land sod treec. Coin from, the sale of the fruit w&ll 
conctitote ocr)in»ry income. 0» in from the sole of the land and trees msv be treated ss 
copiiol gain under sect)op ]17(j) of the Internal I&even»e Code, provided the recogi&ized 
gains from sll trans»rtions craning within the purview of that section exceed 
recognized losses thereunder. " C. I) 1046 2, 31. 



SEGTIoN 20. 117 — 7: Gains and losses from in- 
voluntary conversions and from the sale or 
exchange of certain property used in the 
trade or business. 

i Ii 29. 117-'/. 

T. D. 5070 

TITLE 26 — INTERNAL REVERT'E. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTLvR DECESIBLrR 31, 1941 

Regulations 111 amended to conform to section 324 of the Reveuue 
Act of 1951, relating to sales of livestock. 

TREASURY DEPARTMENT& 
OFFICE Ol COMMISSIONER OF INTERNAL REVENUE) 

IVashinctton 85, D. C. 
To Officers and Employees of the Internal Revenue Service and Others 

Concerned: 
On May 16, 105&, notice of proposed rule making, regarding section 

u24 of the Revenue Act of 1051, approved October 20, 1051, divas pub- 
lished in the Federal Register (17 F. R. 4404). After consideratnnf 
of all such relevant matter as was presented by interested persons 
regarding the rules proposed, the amendments set forth below are 
hereby adopted. Such amendments are necessary m order to conform 
Regulations 111 [26 CFR, part 20] to section 324 of the Revenue Act 
of 1951. 

PARAGRAPH 1, There is inserted immediately preceding section 
20. 117-1 [26 CFR 29. 117 — 1] the following: 

SEC. 324. SALES OI' I. IVESTO('K [REVENUE ACT OE 1951, 
APPROVED OCTOBER 20, 1951]. 

Section 117(j) (1) is hereby amended by adiling at the end thereof 
the following new sentences: "Such term also includes livestock, re- 
gardless of age, held by the taxpayer for draft, breeding, or dairy 
purposes, and held by him for 12 months or more from the date of 
acquisition. Such term does not include poultry. " The first sentence 
added to section 117(j) (1) by the amendment made by this section 
shall be applicable with respect to taxable years beginning after De- 
cember 31, Ppll, except that the extunsiun of the holding period from 
6 to 12 months shall be applicable only with respect to taxable years 
beginning after December 31, PAGO. The second sentence added to sec- 
tion 117(j) (1) by the amendment made by this section shall be ap- 
plicable only with respect to taxable years beginning after Decem- 
ber 31, 1950. 

PAR. 2. Section 20. 117 — 7, as amended by Treasury Decision 5051 
[C. B. 105 — 2, 81], approved December 2, 1052, [26 CFR 20. 117 — 7], 
is further amended as follows: 

(AY By changing the first paragraph thereot to read as follows: 

(g) In general. — (I) Section 117(j) provides that the recognized gains and 
losses described below shall be treated as gains and losses from the sale or 
exchange of capital assets held for more than 6 months if the aggregate of 
such gains exceeds the aggregate of such losses. If the aggregate of such gains 
does not exceed the aggregate of such losses, such gains and losses shall not 
be treated as gains and losses from the sale or exchange of capital assets. The 
gains and losses referred to above are the following: 

(i) Gains and losses from the sale, exchange, or involuntary conversion 
of "section 117(j) property", as defined below, held for more than 
months. 
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(ii) Gains and losses from the invol&mtary conversion of capital assets 
held for &nore than 6 months. 

(iii) Gains and losses upon cutting or disposal of timber to the extent 
pr»vidcd in section 29. 117 — 8, 

(iv) Gains and losses from the sale, exchange, or involuntary conversion 
of lives&ock, regardless of age, held by the taxpayer for draft, breeding, or 
dairy purposes, and held by him for more than 6 months from the date of 
acquisiii»n ('2 months or more from the date of acquisition in the case of 
a taxable year beginnin after December 81, 1950). (See (o) below. ) 

(2) I&"&&r the purpose of this section, the "involuntary conversion" of property 
is the conversion of such property into money or other property as a result of 
destruction in whole or in part, theft or seizure, . or an exercise of the power of 
requisition o& condemnation or the threat or inuninence thereof. Losses upon 
th&. des&ruction in whole or in part, theft or seizure, requisition or condernna 
tion of property are treated as losses upon an involuntary couversion whether 
or not there was a conversion of the property into monev or other property. 
I&'or exon&pie, if a capital asset held for more than 6 months, with an ad, )usted 
basis of 8400, is stolen, and the loss from this theft is not compensated for 
by insurance or otherwise, the $100 loss is included in the computations under 
section 117(j). 

(8) I'»r tl&e purpose of this section, the term "section 117(j) property" 
means property used in the trade or business of the taxpayer at the time of 
its sale, cx&*h«nge, or involuntary conversion, which is of a character subject 
to the allowance f»r depreciation provided in section 28(1) or which is real 
property, except any such property which is within one of the following 
categories: 

(i) Property of a kind «hich would properly be includible in the 
inventory of the taxpayer if on hand at the close of the taxable year, 
or which is held by the taxpayer primari)y for sale to customers in the 
ordinary course of t&'ade or business. 

(ii) In the case nf taxable years beginning after September 28, 1950, 
a copyri"ht, a literary, n&usical, or artistic con&position, or si&uilar property, 
held by a taxpayer described in section 117(a) (1) (C). 

(iii) I ivestocl- held for draft, breeding, or dairy purposes. (See, however, 
(1) (iv) above. ) 

(iv) In the case of a taxable year beginning after December 81, 1950, 
poultry. 

(13) By striking the first two sentences of the second paragraph 
thereof and by changing the third sentence of the second paragraph 
thereof to read as follows: 

(b) Application of sr»lion. — In determining whether the gains described in 
(a) (1) of this section exceed the losses described therein, such gains and 
losses are taken into account in full, tlmt is, 100 percent of such gains and 
losses is taken into account, 

((') By striking out the fourth paragiaph thereof. 
(D) By adding at the end thereof the follovving: 
(c) Line& tocf& held for draft, breeding, or dairy purposes. — For the purpose 

»I this section, the t& rm 'livesiock" shall be given a broad, rather than a narrow, 
interpretation and includes cattle, hogs, horses, &nules, donl-eys, sheep, goats& 
fur-be:&ring animals, and other mamn&als. It does not include chickeus, turkeys, 
pigeons, geese, other birds, fish, frogs, reptiles, etc. 

The determination whether or not livestock is held by the taxpaver for a 
dr&&ft. breeding, or dairy purpose depends upon- all of the facts and circumstances 
in ea&h particular case. 'Ihe purpose for which the animal is held is ordinarily 
shown by the taxpaver's actual use of the animal. However, a draft, breeding& 
or dairy purpose may be present in a case where the animal is disposed of 
within a ress»nab)e time after its intended use for such purpose is prevented 
by arcid& nt, disease, or other circumstance, An animal held for ultimate 
sale to customers in the ordinary course of the taxpayer's trade or business mal' 
depending upon the circumstances, be considered held for a draft, breeding, or 
dairy purpose. An animal is not he]d by the taxpayer for a draft, breeding, 
or dairy purpose merely because it is suitable for such purpose or because it is 
held by the taxpayer for sale to other persons for use by them for such purpose. 
Furthermore, au animal held by the taxpayer for other purposes is not con- 
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sidered to be held for a draft, breeding, or d:&iry purpose n&erely because of a 
negligible use of the a»inml for su«h purpose or he& ause of the use of the anim»l 
for such purpose as an ordinary or necessary incident to the purpose for which 
the animal is held. 

These principles may be illustrated i&y the follo&vin ~ exan&ples: 
E~«&r&t&lc I. An a»in&al i»ten&le&i hy the taxp'&per f&&r use by hi&n for br&. eagling 

purposes is discovered to he sterile, nnd is &lispose&l of wi&hin a ress&&n;&hie 
time thereafter. Tl&is nninml &v:&s held for breedin purposes. 

Ez&&male S. The t»xpayer retires from the& hr«&lin«' &&r' dairy busin&'ss and 
sells his entire herd, in«lu&lin young animals whi«h &v&&uld have be& n used i&y 

hi&n for breeding or dairy purposes if i&e h;&&1 rem;&ined ir& bnsi»«ss. Th&se 
young anin&als &vere held for h&reefing or d;&i& y [&nrposes. 

E&ru»&pie S. A taxpny&r ir& the in&siness of raisin& ho &s for slanghter cus- 
tomarily brec&ls o&vs to obtain n single litt& r to be raise&i l&y him for sale, and 
sells these brood so&vs aft& r ol&taiuin the liiter. Even thou &h these brood suws 
are held for ultimate s &le to cusiomers in the ordinary course uf the taxpayer's 
trade or business, they are considered to be held l'or br&'edin«pnrposes. 

Fz&&»&r&(e l&. A taxpayer in the busin&as of raising horses for snle to others 
for use hy them as draft horses uses such horses for draft purposes on his orvn 
farm in order to train then&. This use is an »ruin, '&ry or necessary incident to 
the purpose of selling such animals, a»d, accordingly, these horses are not h&ld 
for &lratt purposes. 

Fz»»&r&lc 5. The taxpaver is in the 1 usiness of raisin ~ registered cattle for 
sale to others for use hy them:&s hree&lin ~ cattle. it is the bnsiness practice 
for the cattle to be bre&l, prior to s &le, in or&ter to est:&hlish their ti&ness for sale 
as registered bree&lin" &ai. tie. In su& h case, those cattle used by the taxpayer 
to produce calves &vhi«h calves nre a&lde&l to the taxpayer's herd ( whether or 
not the breeding herd) arc considered to he held tor breedin& pnrposes; the br«cl- 
ing of other cattle is an ordinary or neccssa&y in«id&»&t to the holding of such 
other cattle for the purl&ose of s«lling th& m:&s registered bree&iing cattle, and 
the breeding of su& h cattle &1oes not den&onstrate that the taxpayer is holdin ~ the 
cattle for breedin purposes. 

Fz&&»&lrlc e. A taxpayer, en "aged in the business of buying cattle and fatten- 
ing them for slaughter, pnrchaseu cows with calf. The calves &vere born while 
the cows were held by the taxpayer. These co&vs were not held for breeding 
purposes. 

(This Treasury Decision is issued under authority contained in 
sections 62 and 8701 of the Internal Revenue Code (68 Stat. 82, 467; 
26 U. S. C. 6", 8 & 01). ) 

Joi&N S. GRAHAM, 
Acting Commissioner of Interna/ Revenue. 

Approved January 6, 1058, 
TIIO &IAS J. LYXCH& . -Lcting Secretary of the Treasury. 

(Filed xvith the Division of the Federal Register January 9, 1958, 8: 51 a. m. ) 

SEOTIox 20. 117-7: Gains and losses from involun- Rev, Rul, 108 
tary conversions and from the sale or exchange 
of certain property used in the trade or business. 

I «TERNAL REVL&'y& Ug CODE 

taxpayer who customarily buys automobiles at wholesale 
prices or at fleet discounts and, after leasing them for a period 
of substantially shorter duration than their normal useful life, 
sells them at &vholesale or retail prices, is in the business of deal- 

&I&g in automobiles, as well as in the business of leasing them. Gains 
from the sale of automobiles, un&ler such circumstances, do not 
qualify for treatment under section 117(j) of the Internal Revenue 
Gode as gains from sales of capital assets held for more than 6 
months. 



186 

Advice is requested whether automobiles purchased at who]esale 
prices or at f]eet discounts and sold after having been leased for 
periods substantially less than their normal useful life constitute 
"property used in the trade or business" within the meaning of sec- 
tion 117(j) of the Internal Revenue Code, sales of which may be 
treated as sales of capital assets held for more than 6 months. 

It appears that a number of taxpayers in the business of leasing 
automobiles buy their automobiles in who]esaIe quantities either a~t 

f]eet c]iscounts, at agents' prices as dealers, or through affiliates, and 
lease them for a period of a year or less, or for a stated number of 
rni]es substantially less than the normal mile-life of an automobile. 
At the expiration of such lease the automobiles are sold, either at 
who]esa]e or retail prices, thereby availing the taxpayer of what 
would normally be considered to be the dealer's profits. In the usual 
case, the gains from such sales constitute a substantial portion of the 
taxpayer's income. 

Section 117(j) of the Code provides in part that, for the purposes 
of that section, the term "property used in the trade or business" 
means property used in the trade or business, of a character which 
is subject to the allowance for depreciation provided in section 98(]), 
he]d for more than 6 months, which is not property of a kind which 
would properly be includible in the inventory of the taxpayer if on 
hand at the close of the taxable year, or property held by the tax- 
payer primarily for sale to customers in the ordinary course of his 
trade or business. 

A situation similar to that under consideration here is present in 
the case of dealers who take cars from their stock for use as "demon- 
strators" and later sell them at retail. In I. T. 4069, C. B. 1951 — 2, 61, 
it is held that "demonstrators" are property held for sale to customers 
in the ordinary course of business, and any gain on the sale thereof 
may not be treated as capital gain under section 117(j) of the Code. 
That ruling was based upon the decision in the case of W. R stephens 
Co. v. Commissioner, Tax Court memorandum opinion dated August 
8, 1951, afffrmed 199 Fed. (2d) 665. To the same effect is Eollingwood 
Corporation et al. v. Commissioner, 190 Fed. (od) 263. 

It is the opinion of this Bureau that the custom of buying cars at 
who]esa]e prices, or at feet discounts, and leasing them for substan- 
tia]]y less than their normal useful life and selling them on the 
who]esale or retail market. constitutes dealing in automobiles. A 
taxpayer who customarily engages in such opera~tions is in the business 
of dea]ing in automobiles as we]] as in the business of leasing them. 
linc]er such circumstances, the automobiles constitute "property held 
by the taxpayer primarily for sale to customers in the ordinary course 
of his trac]e or business" within the meaning of section 117(j) of 
the Code, and any gain from the sale of such automobiles may n(}t be 
tr eated as a capital gain under section 117(j) of the Code. 

It should be noted, with respect, to depreciation, that the treatment 
of "leased automobiles" diff'ers from that of "demonstrators" in that 
c]epreciation is al]owab]e on leased cars prior to their conversion to 
"property held primarily for sale to customers in the ordinary course 
of business, " whereas no depreciation is allowable on "demonstrators. " 
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SKCTIoN 20. 117 — 7: Gains and losses from in- 
voluntary conversions and from the sale or 
exchange of certain property used in the 
tra, de or business. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5080, page 65. ) 

SEUTIoN 20. 117 — 11: Collapsible corporations. T. D. 5000 

TITLE 26 — INTEIINAL REvEiVUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOSIE TAX; TAXABLE YEARS BEGINNING A3TLrR DECL«MBER 31, 1941 

Re ulations 111 amended to conform to section 212 of the Revenue 
Act of 1950 and to section 326 of the Revenue Act of 1051. 

TREASUIIY DEPARTMENT& 
OPrrcr. or CoxlbIISSIONER or INTERNAL REVENUE) 

Washington 85, D. O. 
To Ojgcers and Employees o j the Internal Revenue 8ervice and Others 

Concerned: 
On October 0, 19M, notice of proposed rulemaking, regarding sec- 

tion 212 of the Revenue Act of 1050, approved September 23, 1950, and 
section 326 of the Revenue Act of 1951, approved October 20, 1951, 
rras published in the Federal Register (17 F. R. 0014). After con- 
sideration of all such relevant matter as was presented by interested 
persons regarding the rules proposed, the amendments set forth below 
are herebv adopted. Such amendments are necessary in order to con- 
forrn Regulations 111 [26 CFR, part 20] to section 212 of the Revenue 
Act of 1050 and to section 326 of the Revenue Act of 1951. 

PARAGR&pH 1. There is inserted immediately after section 29. 117-10, 
as added by Treasury Decision 5881 [C. B. 1052 — 1, 56], approved 
February 11, 1952 [26 CFR 29. 117 — 10], the following: 

SEC. 212. TREATAIENT OF GAIN TO SHAREHOLDERS OF COI 
LAI'SIBLE CORPORATIONS (REVENUE ACT OF 1950, AP- 
PROVED SEPTEAIBER 29, 1950]. 

(a) Cor. z, ~«sr«r E Cosro«ATroNs. — Section 117 (relating to capital 
gains or losses) is hereby amended by adding after subsection (I) 
(added by section 211(a) of this Act) the following new subsection: 

"(m) Cot. r. Assr«a«Co«po«Arross, — 
"(1) T«EArM«x vs oF oars ro sHA«Error. nE«s. — Gain from the sale 

or exchange (whether in liquidation or otherwise) of stock of a col- 
lapsible corporation, to the extent that it would be considered (but 
for the provisions of this subsection) as gain from the sale or ex- 
change of a capital asset held for more than 6 months, shall, except 
as provided in paragraph (6), be considered as gain from the sale 
or exchange of property which is not a capital asset. 

"(2) Dsrrsrrroas. — 
"i A) For the purposes of this subsection, the term 'collapsible 

corporation' means a corporation formed or availed of prin- 
cipally for the manufacture, construction, or production of 
propel'ty, or for the holding of stock in a corporation so fornrcd 
or availed of, with a view to- 

"(i) the sale or ex«hange of stock by its shareholders 
(whether in liquidation or otherwise), or a distribution to 
its shareholders, prior to the realisation by the corporation 
ruanufa«turing, constructing, or producing the property of 
a substantial part of the net income to be derived from such 
property, and 



"(ii) tire realization by such shareholders of gain at- 
tribur able to such pro)&e& r, v. 

"(B) 1&or tire purposes of subparagraph (A), a corporation 
shall be deemed to have manufactured, constructed, or pro- 
duced property, if- 

"(i) it engaged in the manufacture, construction, or pro- 
duction of such property to any extent, 

"(ii) it holds property having a basis determined, in 
whole or in part, by reference to the cost of such property 
in the hanils of a person rvho manufactured, constructed, or 
produced the property, or 

"(iii) it holds property having a basis determined, in 
whole or in part, by reference to the cost of property manu- 
factured, constructed, or produced by the corporation. 

"(8) LrzrrrATroxs ON AP&'&IcATION oF sr&BSEOTION. — In the case 
of g", rin realized by a sharehoMer upon his stock in a collapsible 
corporation— 

"(A) this subsection shall uot apply unless, at any time after 
the commeniernent of the manufacture, construction, or pro- 
duction of the proper'ty, such shareholder (i) owned (or was 
considered as owning) more than 10 per centum in value of the 
outstanding stock of the corporation, or (ii) owned stock which 
was considered as owned at such time by another shareholder 
who then or&neil (or was considered as owning) more than 10 
per centum in value of the outstanding stock of the corporation; 

"(R) ttris subsection shall not apply to the gain recognized 
during a taxable year unless more than 70 per centum of such 
gain is attributable to the property so manufactured, con- 
structed, or produced; and 

"(C) this subsection shall not apply to gain realized after the 
expiration of three years followin the completion of such 
manufacture, construction, or production. 

For purposes of subparagraph (A), the ownership of stock shall be 
determined in accord;ince with the rules prescribed by para raphs 
(1), (2), (8), (5), and (6) of section 506(a), except that, in addition 
to the persons prescribed by paragraph (2) of that section, the 
f:rmily of an individual shall include the spouses of that individual's 
brothers and sisters (vvhether by tbe whole or half blood) and the 
spouses of that individual's lineal descendants. " 

(b) I&:&FKcTIvE DATE. — The amendment &Bade by this section shall be 
applicable to taxable years ending after December 81, 1040, but shall 
apply only with respect to gain realized after such date. The deterruina- 
tion of the tax treatment of gains realized prior to Jar&nary 1, 1050, shall 
be made as if this section had not been enacted and without inferences 
drawn fronr tbe fact that the amendment made by this section is not 
expressly made applicable to gains realized prior to such date and with- 
out inferences drawn from the limitations contained in section 117(m), 
aiMed to the Internal Revenue Code by this section, 

SEC. 626. COLLAPSIRI. E CORPORATIONS [REVENUE ACT OF 
10, &1, APl'ROVL'D OCTOBER 20, 1051]. 

(a) DFFINITloNS YVITH REsPEcT To CoLIAPSIBTK CoRPoRATI0Ns. — Sec- 
tion 117(m) (2) (relating to definitions with respect to collapsible cor- 
poratii&ns) is hereby amended to read as fol)ovvs: 

"(2) DEF1Nrrror s. — 
"(A ) Fi&r the purposes of this subsection, the term 'collapsible 

cr&rporation' means a corporation formed or availed of princi- 
pally for the manufacture, construction, or production of prop- 
erty, for the purchase of property which (in the hands of the 
corporation) is property described in subsection (a) (1) (A), 
or for the holdin of stock in a corporation so fornred or availed 
of, with a view to- 

"(i) the sale or exchange of stock by its shareholders 
(whether in liquidation or otherwise), or a distribution to 
its shareholili rs, prior to the realization by the corporation 
munul'acturing, constructing, producing, or purchasing the 



property of a substantial part of the net income to be de- 
rived from such property, and 

"(ii) the realization by such shareholclers of gain attribu- 
table to such property. 

"(B) For the purposes of subparagraph (A), a corporation 
shall be deemed to hare manufactured, constructed, produced, 
or purch Ised propertv, if- 

"(i) it engaged in the nIanufactnre, construction, or 
production of sIIch property to any extent, 

"(ii) it holds property having a basis determined, in 
whole or in part, by reference to the cost of such property 
in the hands of a person who manufactured, constructed, 
produced, or purchased the property, or 

"(iii) it holds property having a basis determined, in 
whole or in part, by reference to the cost of property 
nIanufacturecl, constructed, produced, or purchased by the 
corporation. " 

(b) I. IRIITATIoxs ON APPLIcATIoN oF SEcTIoN 117(m). — Subparagrapbs 
(A), (B), and (C) of section 117(m) (8) (relating to the limitations on 
the application of section 117(m) ) are hereby amended to read as 
follows: 

"(A) this subsection shall not apply unless, at any time after 
the commencement of the manufacture, construction, or pro- 
duction of the property, or at the time of the purchase of the 
property described in subsection (a) (1) (A) or at any time 
thereafter, such shareholder (i) owned (or was considered as 
ownin ) more than 10 per centum in value of the outstanding 
stock of the corporation, or (ii) owned stock which was con- 
sidered as o~ned at such time by another shareholder who 
then owned (or was considered as owning) more than 10 per 
centum in value of the outstanding stock of the corporation; 

"(B) this subsection shall not apply to the gain recognized 
during a taxable year unless more than 70 per centum of such 
gain is attributable to the property so manufactured, con- 
structed, produced, or purchased; and 

"(C) this subsection shall not apply to gain realized after 
the expiration of three years followin ~ the completion of such 
manufacture, construction, production, or purchase. " 

(c) EFFEcTIVE DsTE. — The amendments made by this section shall be 
applicable to taxable years ending after August 81, 1951, but shall be 
applicable only Ivith respect to gains realized after such date. The 
determination of the tax treatment of gains realized prior to Septembe'r 
1, 1951, shall be made as i this section had not been enacted and without 
inferences drawn from the fact that the amendments to section 117(m) 
made by this section are not expressly made applicable to gains realized 
prior to September 1, 1951, and without inferences drawn from the 
limitations contained in section 1)7(m), as amended by this section. 

SEC. 29. 117 — 11. COLL' PsIRLE CoRPoRRTIoNs. — (a) In general; — With respect to 
tazable years ending after December 81, 1949, but only with respect to gain 
realized after such date, and subject to the limitations contained in (c) hereof, 
the entire gain from (1) the actual sale or exchange of stock of a collapsible cor- 
poration, (2) amounts distributed in complete or partial liquidation of a col- 
lapsible corporation which are treated, under section 115(c), as payment in ex- 
change for stock, and (8) a distribution made by a collapsible corporation which, 
under section 115(d), is treated, to the extent it exceeds the basis of the stock, 
in the same manner as a gain from the sale or exchange of property, shall be 
considered as gain from the sale or exchange of property which is not a capital 
asset. 

(5) Determination of collapsible corporation. — With respect to taxable years 
ending after December 81, 1949, but only with respect to gain realized after such 
date, a collapsible corporation is deQned by section 117(m) (2) (A) to be a cor- 
poration formed or availed of principally for the manufacture, construction, or 
production of property, or for the holding of stock in a corporation so formed or 
availed of, with a view to (1) the sale or exchange of stock by its shareholders 
(whether in liquidation or otherwise), or a distribution to ii. s shareholders, prior 
to the realization by the corporation manufacturing, constructing, or producing 
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the property of a substantial part of the net income to be derived from such 

property, and (2) the realization by such shareholders of gain attributable to 

such property. With respect to taxable years ending after August 81, 19o1, h&( 

only with respect to gain realized after such date, the definition of a collapsihk 
corporation under section 117(m) (2) (A) is expanded to include a corporatioh 
formed or availed of principally for the purchase of property which (in thq 

hands of the corporation) is property described in section 117(a) (1) (A), or fop 

the holding of stock in a corporation so formed or availed of, with a view to 

(1) the sale or exchange of stock by its shareholders (whether in liquidatioh 
or otherwise), or a distribution to its shareholders, prior to the realization h7 

the corporation purchasing the property of a substantial part of the net incomt, 

to be derived from such property, and (2) the realization by such shareholder~ 
of gain attributable to such property. 

See (d) of this section for a description of the facts which will ordinarily hg 

considered sufficient to establish whether or not a corporation is a collapsihlt, 
corporation under the rules of this section. See (e) of this section for en 
amples of the application of section 117(m). 

Under section 117(m) (2) (A), the corporation must be formed or availed af 
with a view to the action therein described, that is, the sale or exchange of ifi 
stock by its shareholders, or a distribution to them, prior to the realization hI 
the corporation manufacturing, constructing, producing, or purchasing the prop. 
erty of a substantial part of the net incolne to be derived from such property, 
and the realization by the shareholders of gain attributable to such property, 
This requirement is satisfied in ahy ease in which such action was contemplatsd 
by those persons in a position to determine the policies of the corporation, 
whether by reason of their owning a majority of the voting stock of the corpora. 
tion or otherwise. The requirement is satisfied whether such action was con. 
telnplated unconditionally, conditionally, or as a recognized possibility. If ths 
corporation was so formed or availed of, it is immaterial that a particular share. 
holder was not a shareholder at the time of the manufacture, construction, 
production, or purchase of the property, or if a shareholder at such time, did 

not share in such view, and any gain of such shareholder on his stock in ths 
corpora(. iou shall be treated in the salne manner as gain of a shareholder who 

did share in such view. See, however, the limitation contained in (o) (2) hereof. 
The existence of a bona fide business reason for doing business in the corporats 
form does not, by itself, negate the fact that the corporation may also have bren 
formed or availed of with a view to the action described in section 117(m) 
(2) (A). 

A corporation is formed or availed of with a view to the action described ia 
section 117(m) (2) (A) if the requisite view existed at any time during th) 
manufacture, production, construction, or purchase referred to in that sectioa 
Thus, if the sale, exchange, or distribution is attributable solely to circumstances 
which arose after the manufacture, construction, production, or purchase (other 
than circumstances which reasonably coul(1 be auticipated at the time of such 

manufacture, construction, production, or purchase), the corporation shall, ijl 

the absence of compelling facts to the contrary, be considered not to have heea 

so formed or availed of. However, if the sale, exchange, or distribution is &t 

tributable to circumstances present at the time of the manufacture, construcfiah 
production, or purchase, the corporation shall, in the absence of comps)ha& 
facts to the contrary, be considered to have been so formed or availed of. 

The property referred to in section 117(m) (2) (A) is that property or the 

aggregate of those properties with respect to which the requisite view exist« 
In order to ascertain the property or properties as to which the requisite»« 
existed, reference shall be made to each property as to which, at the time of thi' 

sale, exchange, or distribution referred to in section 117(m) (2) (A), there h 

not been a realization by the corporation manufacturing, constructing, prodsc. 
ing, or purchasing the property of a substantial part of the net income to h~ 

derived from such property. However, where any such property is a umt of @' 

integrated project involving several properties similar in l-ind, the determinafi"' 
whether the requisite view existed shall be made only if a substantial part 'd 

the net income to be derived from the project has not been realized at the tbD' 

of the sale, exchange, or distribution, and in such case the determination s»' 
be made by reference to the aggregate of the properties constituting the siagk 

project. 
A corporation shall be deemed to have manufactured, constructed, produc« 

Or purchased property if it (1) engaged in the manufacture, construction, 0~ 

production of property to any extent, or (2) holds property having a basis deter' 
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mined, in whole or in part, by reference to the cost of such prnperty in the hands 
of a person who manufactured, constructed, produced, or purchased the property, 
or (8) holds property having a basis determined, in whole or in part, by refer- 
ence to the cost of property manufactured, constructed, produced, or purchased 
by the corporation. Thus, under (1), for example, a corporation need not have 
originated nor have completed the manufacture, construction, or production of 
the property. Ilnder (2), for example, if an individual were to transfer property 
constructed by him to a corporatiou in exchange for all of the capital stock of 
such corporation, and such transfer qualifies under section 112(h) (5), then the 
corporation v ould be deemed to have constructed the property, since the basis 
of the property in the hands of the corporation would, under section 118(a) (8), 
be determined by reference to the basis of the property in the hands of the 
individual. Under (8), for example, if a corporation were to exchange property 
constructed by it for property of like kind constructed by another person, and 
such exchan, e qualifies under section 112(b) (1), then the coloration would be 
deemed to have constructed the property received by it in the exchange, since 
the basis of the property received by it in the exchange would, nnder section 
118(a) (6), be determined by reference to the basis of the property constructed 
by the corporation. 

Iu determining whether a corporation is a collapsible corporation by reason 
of the purchase of property, it is immaterial whether the property is purchased 
from the shareholders of the corporation or from persons other than such share- 
holders. The pronerty, however, must be property which, in the hands of the 
corporation, is property nf a kind described in section 117(a) (1) (A). Section 
117(a) (1) (A) describes the following property: 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 to customers in the ordinary course of its 
trade or business. The determination whether property is of a kind described 
in section 117(a) (1) (A) shall be made without regard to the fact that the 
corporation is formed or availed of with a view to the action described in section 
117(m) (2) (A ). 

Section 117 (m) is applicable whether the shareholder is an individual, a trust, 
an estate. a partnership, a company, or a corporation. 

(c) Limitations on application of section. — (1) GeneraL — This section shall 
apply only to the extent that the recognized ga1n of a shareholder upon his stock 
in a collapsible corporation would be considered, but for the provisions of this 
section, as gain from the sale or exchange of a capital asset held for more than 
6 months. Thus, if a taxpayer sells at a gain stock of a collapsible corporation 
which he has held for 6 months or less, this section would not, in any event, 
apply to snab gain. Also, if it is determined, under provisions of law other than 
section 117(m), that a sale or exchange at a gain of stock of a collapsible cor- 
poration which has been held for more than 6 months results in ordinary income 
rather than ion -term capital gain, then this section (including the limitations 
contained herein) has no application whatsoever to such gain. 

(2) Stock oirnership rules. — This section shall apply in the case of gain 
realized by a shareholder upon his stock in a collapsible corporation only if the 
shareholder, at any time after the actual commencement of the manufacture, 
construction, or production of the property, or at the time of the purchase of 
the property described in section 117(a) (1) (A) or at any time thereafter, (i) 
owned, or was considered as owning, more than 10 percent in value of the 
outstanding stock of the corporation, or (ii) owned s'ick which was considered 
as owned at such time by another shareholder who then owned, or was con- 
sidered as owniug, more than 10 percent in value of the outstanding stock of 
the corporation. 

The ownership of stock shall be determined in accordance with the rules pre- 
scribed by section 608(a) (1), (2), (8), (5), and (6), except that, in addition 
to the persons prescribed by section 608(a) (2), the family of an individual 
shall include the spouses of that individual's brothers and sisters, whether such 
brothers and sisters are by the whole or the half blood, and the spouses of that 
individual's lineal descendants. 

For the purpose of this limitation, treasury stock shall not be considered as 
outstanding stock. 

It is possible, under this limitation, that a shareholder in a collapsible 
corporation may have gain upon his stock in that corporation treated differently 
from the gain of another shareholder in the same collapsible corporation. 



(3) ScJJeJJty-percerJt rule. — This section shall apply to the gain recognized 
during a taxable year upon the stock in a collapsible corporation only if more 
than 70 percent of such gain is attributable to the property referred to JQ 
section 117(m) (2) (A). If more than 70 percent of such gain is so attributable, 
then all of such gain is subject to this section, and, if 70 percent or less of 
such gain is so attributable, then none of such gain is subject to this sect)oh, 

For the purpose of this limitation, the gain attributab'le to the property 
referred to in section 117(m) (2) (A) is the excess of the recognized gain of the 
shareholder during the taxable year upon his stock in the collapsible corporation 
over the recognized gain which the shareholder would have if the property had 
not been manufactured, constructed, produced, or purchased. In the case of 
gain on a distribution in partial liquidation or a distribution described in sectioJJ 
115(d), the gain attributable to the property shall not be less than an amouJJt 
which bears the same ratio to the gain on such distribution as the gain which 
would be attributyble to the property if there had been a complete liquidation at 
the time of such distribution bears to the total gain which would have resulteJ) 
from such complete liquidation. 

Gain mav be attributable to the property referred to in section 117(m) (2) (A) 
even though such gain is represented by an appreciation in the value of property 
other than that manufactured, constructed, produced, or purchased. Where, for 
example, a corporation owns a tract of land and the development of one-half 
of the tract increases the value of the other half, the gain attributable to the 
developed half of the tract includes the increase in the value of the other half. 

(4) Three-year rule. — This section shall not apply to that portion of the gaia 
of a shareholder that is realized more than 3 years after the actual completioJJ 
of the manufacture, construction, production, or purchase of the property to 
which such portion is attributable. 

(d) Appticatiort of section. — (1) Whether or not a corporation is a collapsible 
corporation shall be determined under the rules of (b) of this section on the basis 
of all the facts and circumstances in each particular case. The following para. 
graphs set forth those facts which will ordinarily be considered sufficient to 
establish that a corporation is or is not a collapsible corporation. The facts 
set forth in the following paragraphs are not exclusive of other facts which may 
be controlling in any particular case. For example, if the facts in paragraph (2), 
but not the facts in paragraph (3), are present, the corporation may nevertheless 
not be a collapsible corporation if there are other facts which clearly establish 
that the rules of (b) of this section are not satisfied. Similarly, if the facts in 
paragraph (3) are present, the corporation may nevertheless be a collapsible 
corporation if there are other facts which clearly establish that the corporation 
was formed or availed of in the manner described in (b) of this section, or if 
the facts in paragraph (3) are not significant by reason of other facts, such 
as the fact that the corporation is subject to the control of persons other than 
those who were in control immediately prior to the manufacture, construction, 
production, or purchase of the property. 

See (c) of this section for provisions which make section 117(m) inapplicabl& 
to certain shareholders of collapsible corporations. 

(2) The following facts will ordinarily be considered sufficient (excePt JJt 
otherwise provided in paragraph (1), above, and paragraph (3), below) to 
establish that a corporation is a collapsible corporation: 

(i) A shareholder of the corporation sells or exchanges his stock, « 
receives a liquidating distribution, or a distribution described in sectioJJ 
115(d), 

(ii) Upon such sale, exchange, or distribution, such shareholder realizet 
gain attributable to the property described below, and 

(iii) At the time of the manufacture, construction, production, or p«' 
chase of the property described below, such activity was substantial in re' 
lation to the other activities of the corporation which manufactured, «s 
structed, produced, or purchased such property. 

The property referred to above is that property or the aggregate of those prop« 
ties which meet the following two requirements: 

(iv) The property is manufactured, constructed, or produced by the «~' 
poration or by another corporation stock of which is held by the corporatiosi 
or is property purchased by the corporation or by such other corporatiJJJJ 
which (in the hands of the corporation holding such property) is propertt 
described in section 117(a) (1) (A) (relating to stock in trade, inventorie&J 
and property held primarily for sale to customers), and 

(v) At the time of the sale, exchange, or distribution described fn (i) 
above, the corporation which manufactured, constructed, produced, or p«' 
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chased such property has not realized a substantial part of the net income to 
be derived from such property. 

In the case of property which is a unit of an integrated project involving several 
properties similar in l-ind, the rules of this paragraph shall be applied to the 
aggregate of the properties constituting the single project rather than separately 
to such unit. Under the rules of this para xaph, a corporation shall be con- 
sidered a collapsible corporation by reason of holding stock in other corporations 
which manufactured, constructed, produced, or purchased the property only if 
the activity of the corporation in holding stock in such other corporations is 
substantial in relation to the other activities of the corporation. 

(8) The absence of any of the facts set forth in paragraph (2) or the presen«e 
of the following facts sill ordinarily be considered siif6«ient (except as oth«r- 
wise provided in paragraph (1), above) to establish that a corporation is not a 
collapsible corporation: 

(i) In the case of a corporation subject to the rules of paragraph (2) only 
by reason of the roanufacture, construction, production, or purchase (either 
by the corporation or by another corporation the stock of whi«h is held 
by the corporation) of property v hich is property described in section 
117(a) (1) (A), the amount (both in quantity and value) of such property 
is not in exces- of the amount which is norrnal— 

(A) For the purpose of the business activities of the corporation 
which manufactured, constructed, produced, or purchased the property 
if such corporation has a substantial prior business history involving 
the use of such property and continues in business, or 

(B) For the purpose of an orderly liquidation of the business if the 
corporation which manufactured, constructed, produced, or purchased 
such property has a substantial prior business history involving the use 
of su«h property and is in the process of liquidation. 

(ii) In the case of a corporation subject to the rules of paragraph (2) 
with respect to the manufacture, construction, or production (either by the 
corporation or by another corporation the stock of which is held by the 
corporation) of property, the amount of the unrealized net income from such 
property is not substantial in relation to the amount of the net income 
realized (after the completion of a material part of such manufacture, 
construction, or production, and prior to the sale, exchange, or distribution 
referred to in paragraph (2) (i) ) from such property and from other prop- 
erty manufactured, constructed, or produced by the corporation. 

(e) Examples. The following examples will illustrate the application of this 
section: 

Ezample (I). On January 2, 1951, A formed the W Corporation and con- 
tributed $50, 000 cash in exchange for all of the stock thereof. The W Corpora- 
tion borrowed $900, 000 from a bank, the loan being insured by the Federal Hous- 
ing Authority, and used $800, 000 of such sum in the construction of an apartment 
house on land which it purchased for $50, 000. The apartment house was com- 
pleted on December gl, 1051. On December 81, 1951, the corporation, having 
determined that the fair market value of the apartment house, separate and 
apart from the land, was $900, 000, made a distribution (permitted umler the 
applicable state law) to A of $100, 000. At this time, the fair marl-et value of 
the land was $50, 000. As of December 81, 1951, the corporation has not realized 
any earnings and profits. In 1952, the corporation began the operation of the 
apartment house and received rentals therefrom. The corporation has since 
continued to own and operate the building. The corporation reported on the 
basis of the calendar year and cash receipts and disbursements. 

Since A re«eived a distribution and realized a gain attributable to the building 
constructed by the corporation, since, at the time of such distribution, the cor- 
poration has not realized a substantial part of the net income to be derived 
from such building, and si ace the construction of the building was a substantial 
activity of the corporation, the W Corporation is considered a collapsible cor- 
poration under (d) (2) of this section. The provisions of section 117 (m) (8) do 
not prohibit the application of section 117(m) (1) to A. Therefore, the distri- 
bution, if and to the extent that it may be considered long-term capital gain 
rather than ordinary income without regard to section 117(m), will be con- 
sidered ordinary in& ome under section 117(m) (1). 

In the event of the existence of additional facts and circumstances in the 
above case, the corporation, notwithstanding the above facts, might not, 
considered a collapsible corporation. See ( 5 ) and ( d ) (1) of this section. 

Ezgmple (8). On January 2, 19o0, B formed the X Corporation and became 
the sole shareholder thereof. This corporation completed the construction of an 
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office building in 1950. Immediately after the completion of the building, the 
corporation sold this building at a gain of $50, 000, included this entire gain in its 
return for 1950, and distributed this entire gain (less taxes) to B. The cor- 
poration completed the construction of a second offi building in June 1951. In 
August 1951, B sold the entire stock of the X Corporation at a gain of $12, 000, 
which gain is attributable to the second building. In view of the fact that B sold 
stock of the X Corporation anti realized a gain attributable to the second office 
building, that, at the time of such sale, the corporation had not realized a sub- 
stantial part of the net income to be derived from such building, and that the 
construction of such buiiding during the time of such construction was a sub- 
stantial activity of the corporation, the X Corporation is considered a collap- 
sible corporation under (d) (2) of this section. Since the provisions of section 
117 (m) (8) do not prohibit the application of section 117(m) (1) to B, the gain 
of $12, 000 to B is, accordingly, considered ordinary income. 

L&'sample (S). The facts in this example are the same as in example (2), 
except that the following facts are shown: B was the president of the X Cor- 
poration and active in the conduct of its business. The second building was 
constructed as the first step in a project of the X Corporation for the develop- 
ment for rental purposes of a large suburban center involving the construction 
of several buildings by the corporation. The sale of the stock by B was caused 
by his retiring from all business activity as a result of illness arising after the 
second building v as constructed. Under these additional facts, the corporation 
is not considered a collapsible corporation. See (5) and (d) (1) of this section. 

Example (lj). On January 2, 1947, C formed the Y Corporation and became 
the sole shareholder thereof. The Y Corporation has been engaged solely in 
the business of producing motion pictures and licensing their exhibition. On 
January 2, 1952, C sold all of the stock of the Y Corporation at a gain. The 
Y Corporation has produced one motion picture each year since its organiza- 
tion and prior to Japuary 2, 1952, it has realized a substantial part of the net 
income to be derived from each of its motion pictures except the last one made 
in 1951. This last motion picture was completed September 1, 1951. As of 
January 2, 19o2, no license had been made for its exhibition. The fair market 
value on January &, 1952, of this last motion picture exceeds the cost of its 
production by $50, 000. A materia. l part of the production of this last picture was 
completed on January 1, 1951, and between that date and January 2, 1952, the 
corporation had realized net income of $500, 000 from other motion pictures pro- 
duced by it. The corporation has consistently distributed to its shareholder its 
net income when received (after adjustment for taxes). 

Although the corporation is within (d) (2) of this section with respect to the 
production of property, the amount of the unrealized net income from such 
property ($50, 000) is not substantial in relation to the amount of the net 
income realized, after the completion of a material part of the production of 
such property and prior to sale of the stock, from such property and other 
property produced by the corporation ($500, 000). Accordingly, the Y Corpora- 
tion is within (d) (8) (ii) of this section, and is not considered a collapsible 
corporation. 

Ezample (5). The facts are the same as in example (4) except that C sold 
all of his stock to D on February 1, 1951. On Januarv 2, 1952, D sold all of the 
Y Corporation stock at a gain, the gain being attributable to the picture com- 
pleted September 1, 1951, and not released by the corporation for exhibition. In 
view of the change of control of the corporation, the provisions of (d) (8) (ii) 
are not significant at the time of the sale by D, and the Y Corporation would be 
considered a collapsible corporation on January 2, 1952. See (b) and (d) (1) 
of this section. 

(This Treasury Decision is issued under authority contained in 
sections 62 and 6791 of the Internal Revenue Code (N Stat. M, 467; 
26 U. S. C. 62) 6791) . ) 

JUSTIN F. WINKLE, 
Acting Commissioner of Interna/ Revenue. 

Approved March 26, 19M. 
M. B. Foi. soM, 

Acting Secretary of the Treasury. 
(Filed with the Division of the Federal Register April 1, 1958, 8: 51 a. m. ) 
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INCOME TAX; TAXABLE YLCAICS BLi'GINNINGi AFTLi'IC DLCCLDAMBLi'IC 01 1041 

Regulations 111 ainended to conform to scciion 327 of tlie Revenue 
Act of 1051, 

TREASURY DEPARTMENTi 
OrrIcz or COMRIISSIONER OF INTERNAL REVEiVUEi 

lfiashington 8G, D. C. 
To Offccers and Employees of the Internal Ii', evenue Service and Others 

Concerned: 
On October 22, 195, there Ivns published in the Federal Register 

(17 F. R. 9588) a notice of proposed rulemaking to conform Regula- 
tions 111 [26 Cl' R, part 29J to section 827 of the Revenue Act of 195, 
relating to capital gains nnd ordinnry losses of denlers in securities, 
approved October 20, 1951. Fo objections to the rules proposed hav- 
ing been received, the amendments set forth below are hereby adopted: 

PARAGRApH 1. There is inserted immediately preceding section 
29. 117 — 1 [26 CI'R 29. 11? — 1J the following: 

SEC. 327. DEAI, ERS IN SFCI RITIES — CAI ITAL GAINS AND OR- 
DINARY I. ()USES [ICL'VENLE ACT OI' 10ol, APPROVED 
OCTOBER 20, 1051]. 

Effective Ic ith respect to sales or exchanges made after the expiration 
of the thirtieth day after the d ite of the enactiuent of this act, section 
117 is hereby amended by adding at the end thereof the folloiving neiv 
subsection: 

"(n) DEAIERS IN SECBRITIEs. — 
"(1) CAPITAz uAINs. — Gain by a dealer in securities from the sale 

' or exchange of any security shall in no event be considered as gain 
from the sale or exchange of a capital asset unless— 

"(A) the security was, prior to the expiration of the thirtieth 
day after the date of its acquisition or after the date of the en- 
actment of the Revenue Act of 1051 (whichever is the later), 
clearly identified in the dealer's records as a security held for 
investment; and 

"(B) the security was not, at any time after the expiration of 
such thirtieth day, held by such dealer primarily for sale to 
customers in the ordinary course of his trade or business. 

"(2) ORDINARY zossEs. — Loss by a dealer in securities from the 
sale or exchange of any security shall, except as otherwise provided 
in subsection (i) (relating to bond, etc. , losses of banks), in no event 
be considered as loss from the sale or exchange of property which is 
not a capital asset if at any time after the thirtieth day following the 
date of the enactment of the Revenue Act of 1051 the security was 
clearly identified in the dealer's records as a security held for 
investment. 

"(3) DEELNITIoN or sEcuRITY. — For the purposes of this subsec- 
tion the term 'security' means any share of stock in any corporation, 
certificate of stock or interest in any corporation, note, bond, deben- 
ture, or evidence of indebtedness, or any eviclence of an interest iu 
or right to subscribe to or purchase any of the foregoing. " 

PAR. 2. Section 29. 117 — 1, as nmended by Treasury Decision 5951 
[('. B. 1952 — 2, 81], approved December 2, 1952 [26 CFR 29. 117 — 1], is 
further amended by adding at the end of the next to the last para- 
graph, which commences Ivith the words "See section 28 (g) and 
(]I) ", the following new sentence: 
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See also section 117(n) and section 29. 117-12 for the determination of whether 
or not gains from the sale or exchange of securities by a dealer in securities 
shall be treated as capital gains, or whether losses from such sales or exchanges 
shall be treated as ordinary losses. 

PAn. 8. There is inserted immediately after section 29. 117 — 11, as 
added by Treasury Decision 5999 I page 187, this Bulletin], approved 
March 26, 1958 I26 CFR 29. 117-11], the following new section: 

Sac. 29. 117-12. Dz~zzas r&v SscuarrrEs. — (a) Capital gain. — KfXective with re- 
spect to sales or exchanges made on or after November 20, 1951, ga. in by a dealer 
in securities from the sale or exchange of a security shall in no event be considered 
to be gain from the sale or exchange of a capital asset unless— 

(1) the security is, prior to the expiration of the 80th day after the date 
of its acquisition or of the 80th day after October 20, 1951, whichever is later, 
clearly identified in the dealer's records as a security held for investment; 
and 

(2) the security is not, at any time after the expiration of such 80th day, 
held by the dealer primarily for sale to customers in the ordinary course of 
his trade or business. 

This provision is applicable only in the ease where gain from the sale or 
exchange of a security would, but for such provision, be considered capital gain. 
Thus, if the sale of a security by a dealer would, but for section 117(n) (1), be 
considered to constitute the sale of a security held for investment, gain from such 
sale will in no event be considered to be capital gain unless the security has been 
properly identified within the 80-day period in the dealer's records as being held 
for investment and such security is not at any time after the expiration of the 
80-day period held by the dealer primarily for sale to customers in the ordinary 
course of his trade or business. However, the mere fact that a security which 
is actually held by a dealer for sale to customers in the ordinary course of his 
trade or business is identified as a security held for investment will not in and 
of itself cause the gain from the sale of the security to be treated as capital gain 
whether the security is sold within the 80-day period or after such period. 

(I&) Ordinary loss. — Effective with respect to sales or exchanges made on or 
after November 20, 1951, loss by a dealer in securities from the sale or exchange 
of a security shall in no event be considered to be loss from the sale or exchange 
of property which is not a capital asset if at any time after November 19, 1951, 
the security has been clearly identified in the dealer's records as a security held 
for investment. Once a security has been identified after November 19, 1951, 
as being held for investment, a loss on the subsequent disposition of such security 
shall in no event be considered an ordinary loss but shall be considered as one 
arising from the sale or exchange of a capital asset. 

Nothing in this paragraph shaH be taken to restrict or prohibit the application 
of section 117 (i), without regard to the manner in which the securities described 
therein have been identified in the records, to the net capital losses of a bank from 
sales or exchanges of bonds and certain other securities. 

(c) Generab — For the purpose of this section the term "security" means any 
share of stock in any corporation, any certificate of stock or interest in any 
corporation, any note, bond, debenture, or other evidence of indebtedness, or any 
evidence of an interest in, or right to subscribe to or purchase, any of the 
foregoing. 

A security is clearly identified in the dealer's records as a security held for 
investment when there is an accounting separation of such security from other 
securities. Accounting separation will be satisfied by (1) making appropriate 
entries in the dealer's books of account to distinguish the security from inventories 
and to carry it as an investment and (2) indicating with such entries, to the 
extent feasible, the individual serial number of, or other characteristic symbol 
imprinted upon, the individual security. 

In computing the 80-dav period within which the security must be clearly 
identified, and after which such security may not be beld primarily for sale 
to customers in the ordinary course of the trade or business, the first day of 
such period is the dav following the date of acquisition. Thus, in the case 
of a security acquired on March 18, 1952, the 80-day period expires at midnight 
on Apri117, 1952. 

For a definition of a dealer in securities, see section 29. 22(c)-5. 
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'(This Treasury Decision is issued under the authority contained 
in sections 62 and 8701 (58 St'rt. 82, 467; 26 U. S. C. 62, 8701) of the 
Internal Revenue Code. ) 

T. COLEMAN ANnkrws, 
Conrmissioner of Internal Pievenue. 

Approved May 25, 1958. 
M. 13. I»'Ol. sol»I, 

~1ctir»9 becretary of the Treasury. 

(Filed with the Division of tire I& edcral Register i!&Iay 28, 1053, 8: 50 a. m, ) 

SECTIOX 122. — Xi'ET OPER. »ITIXG LOSS DL&'DUCTION 

SEcTIGN 20. 1'2-l: Net olrerating loss rlecluction. 
(Also Sections 2!). 122 — 2, 20. 122 — 8, 29. 122-4. ) 

T. D. 5068 

TITI. E 26 — IN'I'ERNAI. I»EVENUE. — CHAI'TEI» I, sUBCHAPTER A, PART 26. — 
INCOIIE TAX; 'I'AXAI»I. Li 

TEA�»»S 

IIL&'GINNING Ali'TER 1»ECL&'AIRER 61 1&641 

RP, ulntions 111 amer:dr d io conform to section 215 of the Revenue 
Act of 1»bio, sc«tiou 301(e) ot tire Excess I'rofits Tax Act of 1050, and 
sections 330 arrd 341 of the I(eve»rue Act of 1051. 

Tl»EASIIRY DFP KRTMENT» 

OFFICE OF COMAIISSIONER OI' INTERNAL REVENUE 

IVashin!Iton 85, D. C". 

To Offr'cere and I. "rnplogees of the Internal S~evenue Servr'ce and 
Others Concerned: 
On October 1H, 10;&', a notice of proposed rule making was published 

in the Eederal Register (17 I»'. R. 9249) to conform Regulations 111 
[26 CFR, part 29 ) to section 215 of the Revenue Act of 1950» approved 
September 28, 10, &0, section 804(e) of tire Excess Profits Taz Act of 
1950, approved, January 8, 1051, and sections 880 and 844 of the 
Revenue Act of 1951, approved October 20, 1951. No objections to the 
rules propose»l having been received within the 80 days following such 
publication, the arnerrrlnrents sei, forth belovr are hereby adopted: 

PARAGRAI'H 1. Tlrere is inserted immediately preceding section 
29. 122 — 1 [26 CI» R 29. 12 ' — 1 J the following: 

SEC. 215. NET OI'ERXTINO I. OSS DEDUCTIOXS [REVENUE ACT 
Ol 1050, Ai'I'I, '()VED Si:VTLAlI)EII 23, 1050l. 

(a) ArrowAN». a or FrvF. -YEAR CARRT-Ovrr». — Se«lion 122(b) (relating 
to the am»&lint of carry-backs and carry-overs) is hereby amended to read 
as follows: 

"(b) AAIOUNT OF CARRY-BACK ANn CARRT-Ovsa. — 
"(I ) NET OPRRAT»NG I. uss CARRY-BAcK. — 
"(A) I. oss for Tax rble Year Beginniug Before 10»i0. — If for 

any taxable year b:ginning after December 31, 1041, and before 
J;mr»:rry 1, 1050, the taxpayer has a net operating loss, such net 
operating loss shall be a n«t operating loss carry-back for each 
of tire two pre«eding taxable years, «xcept that the carry-back 
in the case of the first preceding taxable year shall be the excess, 
rf any, of the amount of such net operating loss over the net 
Income for the second preceding taxable year computed— 



() 29. 122-1. ] 198 

"(i) with the exceptions, additions, and limitations pro- 
vided in subsection (d) (1), (2), (4), and (6), and 

"(ii) by deterinining the net operating loss deduction for 
such second preceding taxable year without regard to such 
net operating loss and without regard to any reduction 
specified in subsection (c). 

"(B) Loss for Taxable Year Beginning After 1949. — If for any 
taxable year beginning after Deceinber 81, 1940, the taxpayer 
has a net operating loss, such net operating loss shall be a net 
operating loss carry-back for the preceding taxable year. 

"(2) b)ET OPERATING LOSS CARRY-OVER. — 
"(A) Loss for Taxable Year Beginning Before 1050. — If for 

any taxable year beginning liefore January 1, 1050, the taxpayer 
has a net operatirig loss, such net operating loss shall be a net 
operating loss carry-over for each of the two succeeding taxable 
years, except that the carry-over in the case of the second suc- 
ceeding taxable year shall be the excess, if any, of the amount 
of such net operating loss over the net income fur the irrtervening 
taxable year computed- 

"(i) with the exceptions, addifions, and limitations pro- 
vided in subsection (d) (1), (2), (4), and (6), and 

"(ii) by determinin the net operating loss deduction for 
such intervening taxable year without regard to such net 
operating loss. without regard to any net operatin loss 
carry-back, and witliout regard to any reduction specified in 
subsection (c). 

For the purposes of the precedin sentence, the net operating 
loss for any taxable year beginning after De&ember 81, 1041, 
shall be reduced by the sum of the net income for each of the 
two preceding taxable years computed- 

"(iii) with the exceptions, additions, and limitations pro- 
vided in subsection (d) (1), (2), (4), and (6), and 

"(iv) by determining the net operating loss deduction 
without regard to such net operating loss or to the net oper- 
ating loss for the succeeding taxable year, and without 
regard to any redu«tiou specified in subsection (c) . "(B) Loss for Taxable Year Beginning After 1049. — If for 

any taxable year beginniug after December 31, 1949, the taxpayer 
has a net operating loss, such net operating loss shall be a net 
operating loss carry-over for each of the five succeeding taxable 
vears, except that the carry-over in the case of each such succeed- 
ing taxable year (other than the first succeedin taxable year) 
shall be the excess, if any, of the amount of such net operating 
loss over the sum of the net income for each of the intervening 
years computed- 

"(i) ivith the exceptions, additions, and limitatious pro- 
vided in subsection (d) (1), (2), (4), and (6), and "(ii) by determining the net operating loss deduction for 

. each intervening taxable year, without r«ard to such net 
operating loss or to the net operatin loss for any succeeding 
taxable year and ivithout regard to any reduction specified 
in subsection (c). 

For the purpose of the preceding seutence, the net operating 
loss for any taxable year beginning after December 81, 1940, 
shall be reduced by the amount, if any, of the net income for the 
preceding taxable year computed- 

"(i) with the exceptions, additions, and limitations pro- 
vided in subsection (d) (1), (2), (4), and (6), and "f ii) by determiriing the net operating loss deduction for 
such preceding taxable year without regard to such net 
operating loss and without regard to any reduction speci- 
fied in subsection (c). " 

(b) ErFEcTIvE DATE GF SUBsEcTIoN (a). — The amendment made by 
subsection (a) shall be applicable in computing the net operating losS 
deduction for taxable years beginning after December 81, 1047. 
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SEC. 804. TECIII ICAL AI!IENn1)ENTS [EXCESS I ROI ITS TAX 
ACT OI" 10:&0, Al'I'l&OVLcD JANUAlt Y. 8, I'JJI]. 

4I III 

(e) Section 1"'(d) (0&) of such i internal Revenue] Code (relatin 
to the computation of the nct operatin loss &leduction) sli;&11 not iipply 
vvith respect to any iaxiil&le 1e;ir ending i&fier Jilne HO, 1000. 

(g) The amendnien!s nm&l& by this section shall bc applicable &vith 
respect to taxal&ie years endin aft& r June 80, 10, &0. 

SEC. 880, NI4T OI'I'RATI'5&1 IJ)SS CAI'RY-OVLcR [RI"Vl:XULc ACT 
Oi' 1001, Al'I'I'&&Yi:D OCT(il!1;11 20, 1!), 1]. 

(a) I. oss FQR Txxx&&LE YEAn B&«;»v»&&o BK»oas 1048. — So mnch of snb- 
paragrnph (A) of se&'tion 1"'(li) (2) (relating to tlie»niou&it of ci iy- 
overs) as precedes "the taxp iyer" is hereby aniended to read as folio&vs; 

"(A) Loss for Taxable Year Beginning B& fore 1048. — Except 
as provi&ied in sul&paragraph (D), if for any t ixable ye ir 
b, giiining before January 1, 1048, ". 

(b) A&. zo&vAxcF or TnarE-Yr&Aa I. oss CAa&&v-Ovz&& I'aox& T»x»n&E 
Ysxzs 1048 — 1!)40. — Secti&&n 122(b & (2) (relating to the a&nount of carry- 
over) is hereliy aiuei&ded by addi&ig after subparagraph (B) tl&e fol- 
io&ving neiv subpar;&g& aphs: 

'(C) I. oss for Taxable Year Beginnin» After December 81, 
1047, and B&'fore January 1, 100&0. — If for aiiy taxal&le year 
begining after December 81, 1047, and before Jannary 1, 1000, 
the taxpayer has a net op. rating loss, s&&&h net operating loss 
shall he a net opeiating loss car&y-over for each of the three 
succeeding taxable years, except tliat the carry-over in the case 
of each su& 0 succeeding tiixabie year (oth&. r tlian the first suc- 
ceeding taxable ye;ir) shall be the excess, if any, of the;imonnt 
of snch net operating loss over the sum of the net income for 
each of the iiitei v&iiing years computed- 

"(i) vvith the excel&tions, additions, and limitations 
provided in subsectiou (d) (1), (2), (4), and ((1), and 

"(ii) hy de&crinining the net operating loss deduction 
for each intervening taxable year vvi&h&iut regard to such net 
operating loss or to the net operating loss for any suc- 
ceeding t:&xaMe vear and &vithout regard to any reduction 
speci fied in subsection (c) . 

For the pnrpose of the pre& eding sentence, ti&e net operating 
loss for anv taxable year heginnin ~ after Dece&nher 81, 1047, 
and before J:ini ary 1, 10;&0, shall he redo& ed hy the sum of the 
net income for each of the t&vo preceding taxable years 
coml&uted- 

"(iii) vvith the exceptions, additions, and limitations 
provided in suhsection (d) (1), (2), (4), and ((1), and 

'(iv) by determining the net operating loss deducti&m 
vvithout re ard to such net olierating loss or to the net 
operatin loss for the succeedin„ taxable year, and &vith- 
out regard to any reduction specified in subsection (c). 

"(D) Loss for Taxiible Year B& ginning After December 81, 
1040, and Before, 1 inuary 1, 1948, in the C;isc of a Corporation 
Yyhich Commenced Business After Decem)&er 81, 1945. — if 
for any tax!ble Year beginning after Decen&ber 81, 104(i, and 
before January 1, 1048, a c&irp&iration &vhich commenced busi- 
ness after December 81, 1040, has a net operatin loss, such 
net operating loss shall he a net operating loss carry-over for 
each of the thiee succeeding taxable years, except that the 
carry-ovcr in the case of each such succeeding taxable year 
(other than the f&rst succeeding taxable year) shall lie the 
excess, if any, of tlie aniount of such net operating loss over 
the sum of the net income for each of the interveniug years 
con&putcd— 
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"(i) with the exceptions, additions, and limitations 
provided in subsection (d) (1), (2), (4), and (6), and 

"(ii) by determining the net operating loss deduction 
for each intervening taxable year without-regard to such net 
operating loss or to the net operating loss for any suc- 
ceeding taxable year and without regard to any reduction 
specified in subsection (c). 

For the purpose of the preceding sentence, the net operating 
loss for any taxable year beginning after December 31, 1946, 
shall be reduced by the sum of the net income for each of 
the two preceding taxable years computed- 

"(iii) with the exceptions, additions, and limitations 
provided in subsection (d) (1), (2), (4), and (6), and 

"(iv) by determining the net operating loss deduction 
without regard to such net operating loss or to the net 
operating loss for the succeeding taxable year, and with- 
out regard to any reduction specified in subsection (c). " 

(c) EFFEcTIvE DATE. — The amendments made by this section shall be 
applicable in computing the net operating loss deduction for taxable 
years beginning after December 81, 1948. 

SEC, 844. NONBUSINESS CASUALTY LOSSES [REVENUE ACT OF 
1961, APPROVED OCTOBER 20, 1961]. 
(a) REMovAL oF LIMITATICN. — Section 122(d) (5) (relating to net 

operating loss deduction) is hereby amended by inserting at the end 
thereof the following new sentence: "This paragraph shall not apply 
with respect to deductions allowable for losses sustained after Decem- 
ber 81, 1950, in respect of property, if the losses arise from fire, storm, 
shipwreck, or other casualty, or from theft. " 

(b) EFFEGTIvE DATE. — The amendment made by this section shall be 
applicable in computing the net operating loss deduction for taxable 
years ending after December 81, 1948. 

PAR. 2. Section 29. 122 — 1(a) [26 ('FR 29. 122 — 1(a)] is amended as 
follows: 

(A) By striking the second and third sentences of the second para- 
graph and inserting in lieu thereof the following new sentence: 
See section 29. 122-4 for the taxable years from which a net operating loss may 
be carried over or carried back to the current taxable year. 

(B) By striking the last two sentences of the second paragraph 
thereof, which read as follows: 
Therefore, the net operating loss carry-overs to a taxable year beginning on or 
after January 1, 1942, are the net operating loss for the first preceding taxable 
year and so much of the net operating loss for the second preceding taxable 
year as has not beeu absorbed by the net income (computed under section 122), 
if any, for the first preceding taxable year, and the net operating loss carry- 
backs to such a taxable year are the net operating loss for the second succeeding 
taxable vear and so much of the net operating loss for the first succeeding tax- 
able year as has not been absorbed by the net income (coruputed under section 
122), if any, for the first preceding taxable year. If either of the taxable years 
preceding the taxable year for which the deduction is allowed began on or after 
January 1, 1942, the net operating loss for such preceding taxable year is first 
reduced to the exteut it has been absorbed by the net income (computed under 
section 122), if auy, for the taxable years to which such loss has been carried 
back. 

((') By striking the third para~maph and inserting in lieu thereof 
the following new paragraph: 

A fractional part of a year which is a taxable year under section 48(a) is a 
preceding or a succeeding taxable year for the purpose of determining under 
section 122 the first, second, etc. , preceding or succeeding taxable year. 
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PAR. 3. Section 20. 122-1(b) [26 C1& R 20. 122 — 1(b)] is amended by 
striking the second sentence and i»serti»g in lieu thereof the following 
new sentence: 
The first step is tlie computation of the net operating loss, if any, for any pre- 
ceding or slicceedin tazal&le year from wlii«h a net operating loss may be carried 
forward or carried bacl- to the current taxable year. 

PAR. 4. Section 20. 122 — 2 [26 CFR 20. 122 — 2 j is amended by inserting 
at the end of paragraph (5) thereof, xvhich par;!graph begins "(5) Ii'or 
taxable years begin»i»g after Decelnber 81& 1N1"& the foilowing liew 
sentence: 
This deduction is nnt allowed for any tazable year ending after, Tune SO, 10;&0; 
for ezai. ]pie, tile d«duction is not atlovved for any taxable year eliding after June 
S0, 10;&0, in the case of a taxpayer xvhi&h uiak«s its return on the basis of cash 
receipts and disburseiueuts arid whi«h pays such excess profits tax during such 
taxable year. 

PAR. 5. Section 20. 1' 2-8(a) [26 CI& R 20. 122-8(a) ] is amended by 
adding at the e»d of para&&raph (7) thereof the following new 
sentence: 

For the purpose of computing the net operating loss deduction for any taxable 
year ending after December 81, I!&48, any de&iuction allowable for a loss sustain&id 
after Dece]ulier 81, 1950, in respect of property, if the loss arises from fire, storm, 
ship]vreck, or other casually, or from theft, shall uot be considered to be nn 
ordinary nnuliusin«. s deduction but shall be treated as a deduction attributable 
to the operatiou of a tr" de or business regularly carried on by the tazpayer. 

PAR. 6. Section 20. 122 — 4(a) [26 t T&R 20. 122-4(a) ] is amended to 
read as follows: 

(a) ?u &7«»e& a/. — The a" regnte of any net operatin loss carry-overs and anv 
net operatin" loss carry-backs to a taxai&le year shall be the basis of the net 
operating loss dediictinu. In ordei' to compute such dedu«ti&&n the taxpayer 
must first determine the part of any net operating losses for any preceding or 
succeeding tazalde years wliich are carry-overs or curry-bacl's to the current 
taxable vear. 

The number nf tazable years to which a nct operating loss may be carried back 
and carried o] er are as follows (subject to the two exceptious sct forth below): 

Pet operating loss foe a taxable year beginning: 

A &ter and Before 

May bc car- 
ried back to 
the follow mg 

preceding 
taxable yeses 

May bc car- 
ried over to 

the following 
succeeding 

taxable years 

Dec. 31 ]93B Jan. 1 ]9&2 
Dec. 31, 19&1 Jan, 1, ] 94S 
D c. 31, 19&7 Jan. 1, ]950- 
Dec. 31, ]949 

None 
2 
2 
1 

The first exception referred to above is that a net operating loss may nnt he 
carried balk to any taxable lear beginning piior to January 1, 1041. The 
second exception referred to ai&ove is that in tile case of a corporation which 
coinmenced business after Deceniber 81, 104; the net oi&crating loss for ariy 
taxable year beginning after December Sl, 1040, and before Jaiiuary 1, 104S, 
may be carried over to the three succeediiig taxable years in lieu of the two 
succeeding taxable years shown above. 'I'he date the corporation cumin«nc«d 
business shall be determined for the purpose of this ez«epl ion uiider the 
rules provid«d in the regulations promulgated nnd&r section 44'], r& nil ing to 
the comput;itinn nf the average base period net in«ume in the elise of ne]v 
corporations. See section 40. 445-1 of Ftegulatious 100. 
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The amount which is carried back or carried over to any taxable vear is 
the net operating loss to the extent it was not absorbed in the computatMn 
of the net income for other taxable years, preceding such taxable Vear to which 

it was carried back or carried over. For the purpose of determining the net 
income for a taxable year which so absorbs the net operating loss that is carried 
back or carried over the various net operating loss carrv-overs and carry-backs 
to such taxable year are considered to be applied in reduction of the net 
inco&ne for such taxable year in the order of the taxable years from which 
such losses are carried over or carried back, beginning with the loss for the 
e;&rliest taxable year. 

PAR. 7. Section 29. 122-4(b) [26 CFR 29. 122-4(b) ] is amended to 
read as follows: 

(~) portion of wet operating loss &eh(eh is a carry-ower or a carry-baclc to 
the current taaaNe year. — A net operating loss must first be carried to the 
earliest of the several taxable years to which such loss is allowable as a carry- 
back or a carry-over, and is then to be carried to the next earliest of. such 
several taxable years, etc. See (a) of this section for the taxable years to 
which a net operating loss incurred in any particular taxable year may be 
carried back or carried over. The entire net operating loss may be carried to 
such earliest year. The portion of the loss which may be carried to any 
taxable year subsequent to such earliest year is the excess of such net operating 
loss over the aggregate of the net income, if any (computed as provided in 
(c) of this section), for those of such several taxable years which precede the 
taxable year to which such net operating loss is allowable as a carry-back or 
a carry-over. 

Ezar&s pie. A taxpayer on the calendar year basis has net operating losses for 
1940 and 1948. The entire net operating loss for 1940 may be carried over 
to 19-il, and the amount of the carry-over to 1942 is the excess of that loss 
over the net income (computed as provided in (c) of this section) for 1941. 
Similarly, the entire net operatiug loss for 1948 may be carried back to 1946, 
the amount of the carry-back to 1947 is the excess of tpat loss over the net 
income (computed as provided in (c) of this section) for 1940, and the amount 
of the carry-over to 1949, 1950, and 1951, is the excess of that loss over the 
aggregate of the net income (computed as provided in (c) of this section) 
for 1()40 and 1947, for 1940, 1947, and 1949, and for 1940, 1047, 1949, and 
1950, respectively. 

PAR. 8. Section 29. 122 — 4(c), as amended by Treasury Decision 5600 
[C. B. 1948 — 1, 5], approved February 2, 1948 [26 CFR 29. 122 — 4(c) ], 
is further amended by striking the second, third, and fourth para- 
graphs and inserting in lieu thereof the following new paragraphs: 

(1) The net operating loss deduction for such taxable year is computed (i) 
by taking into account only such net operating losses otherwise allowable as 
carry-overs or carry-backs to such taxable year as were sustained in taxable 
years preceding the taxable year in which the taxpayer sustained the net 
operating loss from which the net income is to be deducted, and (ii) if the 
taxable year to which the net operating loss is to be carried begins after 
December 81, 1947, by disregarding the adjustment provided in section 122(c) 
and section 29. 122 — 5 (relating to the conversion of the aggregate of the net 
operating loss carrv-overs and carry-backs to the taxable year into the net 
opera tin, loss deduction ) . 

Example. The taxpayer files its income tax returns on the basis of the 
calendar year. In computing the net operating loss deduction for 1945, the 
taxpayer has a carry-over from 1948 of $9, 000, a carry-over from 1944 of 
$0, 000, a carry-back from 1940 of $18, 000, and a carry-back from 1947 of $14, 000, 
or an aggregate of $47, 000 in carry-overs and carry-backs which is the basis 
for the deduction. The adjustment under section 122(c) for the purpose of 
computing the net operating loss deduction for 1945 is $2, 500. In computing the 
net income for 1045 which is dedncted from the net operating loss for 1940 
or 1047, as the case may be, for the purpose of determining the amount of 
such loss which may be carried bn&k or carried over, the net operating loss 
dednciion for 1045 is computed as folio&vs: 
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For the purpose oj determining the 
carry-o:er or carrybacht The net income tor )trig is corn) uted mith the tello)ting net operat ng 

toss deduction 

1946 1947 --------- $12, 500, that is, the aggregate of the $9, 000 carry-over 
from 1943 and the $6, 000 carry-over from 1944, 
less the $2, 500 adjustment required by section 
122 (c) . 

1946 1948 ----- - $15, 000, that is, the aggrregate of the $9, 000 carry over 
from 1943 and the $6, 000 carry-over from 1944. 
The adjustment required by section 122(c) is dis- 
regarded since the taxable year, 1948, to which the 
net, operating loss is to be carried begins after 
December 31, 1947. 

1947 1946 — — — -- $30, 500, that is, the $9, 000 carry-over from 1943, the 
$6, 000 carry-over from 1944, and the $18, 000 carry- 
back from 1946, less the $'2, 500 adjustmcnt required 
by section 122(c), 

1947 1948 or 1949 $33, 000, that is, the aggregate of the $9, 000 carry-over 
from 1943, the $6 000 carry-over from 1944, and the 
$18, 000 carry-back from 1946. The adjustmcrrt 
required by section 122(d) is disregarded. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Euterual Eleveuue Code (53 Stat. oo2; 26 U. S. C. 62). ) 

JOHN S. 4RAHAM) 
Acting Comm~'ssioner of Interna/ Revenue. 

Approved December 16, 1952. 
THOMAS J. LYNCH) 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Re"ister December 19, lt952, 8:57 a. m. ) 

SEOTIoN 29. 122-2: Computatiou of net operating 
loss in case of corporation. 

INTERNAL REVENUE CODE 

Hegrtlations 111 amended. (See T. D. 5063, page 197. ) 

SEOTIoN 20. 122-8: Computation of net operating 
loss in case of a taxpayer other than a cor- 
poration. 

INTERNAL RL'VENUE CODE 

Regulations 111 amencled. (See T. D. 5966) page 197. ) 

SEUTIoN 29. 122-4. ' Computation of net operating 
loss carry-overs and net, operating loss carry- 
backs. 

INTERNAL REVENUE CODE 

Regulations 111 ameuded. (See T. D. 506, "&) page 197. ) 



fj 29. 127(c)-l. l 204 

SECTION 127(c). — WAR LOSSES: RECOVERIES 

SEcTloN 29. 127(c)-1: Recoveries in respect of 
war losses. 

(Also Section 112(a), Section 29. 112(a) — 1. ) 
INTERNAL REvENCE CODE 

Rev. Rul. 54 

Recovery of war losses sustained by holders of certain Japanese 
prewar dollar bonds, for the purposes of section 127(c) of the In- 
ternal Revenue Code, occurred on November 11, 1950, the date the 
Securities and Exchange Commission removed the restrictions 
against trading in such bonds. 

Presentment of such bonds to the Japanese Government for the 
purpose of overprinting an extended maturity date thereon does not 
constitute an exchange of property which results in gain or loss rec- 
ognizable under section 112 of the Code. 

Advice is requested relative to the date on which war losses sustained 
by holders of certain prewar dollar bonds of' the Japanese Govern- 
ment and of Japanese public and private corporate bodies are con- 
sidered to be recovered for the purposes of section 127(c) of the 
Internal Revenue Code. Advice is also requested whether present- 
ment of such bonds for the purpose of overprinting the extended 
maturity date thereon, pursuant to the terms of an oBer of settlement 
by the government of Japan, constitutes an exchange of property 
which results in gain or loss recognizable under section 112 of the 
Code. 

The bonds here under consideration are as follows: 
Imperial Japanese Government External Loan of 1924 Thirty Year Sinking 
Fund 6~/s Percent Gold Bond. 
InIperial Japanese Government External Loan of 1980 Thirty-five Year 
Sinking Fund 5~/z Percent Gold Bond. 
Citv of Yokohama External Loan of 1926 Sinking Fund 6 Percent Gold Bond. 
City of Tokyo External Loan of 1927 Sinking Fund 5~/2 Percent Gold Bond. 
The Oriental Development Company, Limited (Toyo Takushoku Kabushiki 
Kaisha) External Loan Thirty Year 6 Percent Gold Debenture Bond. 
The Oriental Development Companv, Limited (Toyo Takushoku Kabushiki 
Kaisha) External Loan Thirty Year 5~/s Percent Gold Debenture Bond. 
Taiwan Electric Power Company, Limited (Taiwan Denryoku Kabushiki 
Kaisha) Forty Year Sinking Fund 5' Percent Gold Bonds. 
Great Consolidated Electric Power Company, I. imited (Daido Denryoku 
Kabushiki Kaisha) First Mortgage 7 Percent Sinking Fund Gold Bond, 
Series A. 

Toho Electric Power Company, I, imited (Toho Denryoku Kabushiki Kaisha) 
First Mortgage (Kansai Division) Sinking Fund 7 Percent Gold Bond, 
Series A. 

Ujigswa Electric Power Company, Limited (Ujigawa Denki Kabusbiki 
Kaisha) First Mortgage 7 Percent Siuking Fund Gold Bond. 
Great Consolidated Electric Power Company, Limited (Daido Denryoku 
Kabushiki Kaisha) Ffrst and General Mortgage 6~/z Percent Sinking Fund 
Gold Bond. 
Shinyetsu Electric Power Company, Limited (Shinyetsu Denryoku Kabushiki 
Kaisha) First Mortgage 6I/s Percent Sinking Fund Bond. 
Nippon Electric Power Company, Limited (Nippon Denryoku Kabushiki 
Kaisha) First Mortgage 6~/s Percent Gold Bond. 
Tolryo Electric Light Company, Limited (Tokyo Dento Kabushil'i Kaisha) 
First Mortgage Gold Bonds, 6 Percent Dollar Series. 
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Service on the above bond issues was suspended on December 8, 
1941. On Deceinber 11, 1941, the Securities and Exchange Commis- 
sion advised stock and bond exchanges and security dealers throughout 
the United States to cease handling~all transactions in Japanese bonds. 
The restrictions were removed by the Securities and Exchange Com- 
mission pursuant to Release No. 4518 dated Xovember 11, 1950. There 
was no market for the bonds in the United States during the period 
the restrictions ivere in eQect, and there were no quota~tions on the 
bonds during such period. 

The liabilities for the Japanese Government and municipal bonds are 
the direct and sole obligation of the Government, and the obligations 
of the public and private corporate bodies were assumed by the 
Japanese Government in 1948 pursuant to Japanese Law No. 60 of 1943, 
relating to the treatment of foreign currency bonds. The Japanese 
Government resumed service on December 22, 1952, on those bonds the 
holders of which accept the ofi'er of settlement. . 

Under the terms of the ofFer of settlement the maturity date of the 
bonds shall be extended for the exact period of 10 years. However, 
the Japanese Government reserves the right to redeem, at any time 
prior to the new maturity dates, all or part of any of the bonds in 
accordance with the provisions in the original contract of, and/or 
indenture for, the respective bonds. Bonds, the holders of which 
accept the ofFer of settlement, will be overprinted with appropriate 
legends showing the extension of the maturity dates tliereof and the 
acceptance of the ofFer. The sinking fund operations shall be resumed 
in the way stipulated in the original contracts and/or indentures as 
from the year 1956 with certain adjustments to give efFect to the re- 
duced amount of outstanding bonds which has been produced by 
mandatory conversion of dollar bonds into yen obligations. 

For the extended periods after original maturity dates, the bonds 
shall bear interest at the same rate and with the same seiniannual pay- 
ment dates of each exter, ded year as specified in the original contracts 
and/or indentures. The Japanese Government will endeavor to ar- 
range that, about 1 moth prior to the first semiannual interest pay- 
inent date in the first such extended year, or as soon as possible in the 
case of bonds already matured, neiv coupon sheets corresponding to 
such extended periods shall be attached to the respective bonds. In 
cases where new coupon sheets are not ready by the date of actual 
payment, scrip or other certificates may be delivered so as to serve the 
purpose of the interest payment. 

In the case of the Great Consolidated Electric Power Company, 
Liinited, First Mortgage 7'percent Sinking Fund Gold Bond, Series 
A, and Ujigawa Electric Power Company, Limited, First Mortgage 7 
percent Sinking Fund Gold Bond, new printed coupon sheets covering 
the period from and including 1948 to the extended maturity date of 
such bonds will be prepared and the engraved coupons already at- 
tached to the bonds maturing in or after 1948 will be detached and 
canceled. In the case of the Great Consolidatecl Electric Power Com- 
pany, Limited, First and General Mortgage 6&/s percent Sinking Fund 
Gold Bond, the coupon due January 1, 19M, will be in printed form. 

The coupons bearing payment dates prior to December 22, 1942, 
shall be payable on December 22, 1952. The payment dates of the 
coupons bearing payment dates on or after December 22, 1942, and 

g63aw' — 53 — 14 



$ 29. 127(c) — 1. ] 206 

prior to September 26, 10M, shall be extended in each case for the 
exact period of 10 years, and payment shall be made on the new dates. 
Coupons overprinted with new payment dates shall be detached from 
the bonds so that such bonds may be transferred or delivered separate 
and apart from such coupons, scrip, or other certificates so overprinted. 
with new payment dates. Such coupons, scrip, or other certificates, 
so overprinted with new payment dates, shall continue to be payable 
on the new payment dates overprinted thereon, notwithstanding the 
prior maturity or redemption of the bonds to which they originally 
a. ppertained, and the accrued interest represented thereby will not be 
cleemed to be "accrued interest" for the purpose of determining the 
reclemption price of bonds or the maximum price at which bonds may 
be purchased with moneys in a sinking fund therefor. 

The terms and conditions under the original contracts and/or inden- 
tures for the bonds concerned shall be maintained except those articles, 
clauses, and phrases which are specifically replaced or eliminated by 
the terms of the OA'er, or are inconsistent with the amendments set 
forth therein. The offer of settlement does not afFect the existing 
rights of holders of bonds or coupons who do not accept the ofFer. 
However, no payment on the bonds or coupons concerned will be made 
except with respect to bonds or coupons the holders of which accept 
the ofFer in the prescribed manner. 

It is held that recovery of war losses sustained by holders of the 
foregoing Japanese bonds, for the purposes of section 127(c) of the 
Internal Revenue Code, occurred on November 11, 1050, the date the 
Securities and Exchange Commission removed the restrictions against 
trading in such bonds. It is further held that acceptance of the ofi'er 
of settlement and presentment of the bonds to the Japanese Govern- 
ment for the purpose of overprinting the extended maturity date 
thereon, pursuant to the ofFer of settlement, does not constitute an 
exchang~e of property which results in gain or loss recognizable under 
section 11, 2 of the Code. 

SEOTIoN 20. 127(c) — 1: Recoveries in respedF of 
war losses. 

(Also Section 29. 127(d)-1, 29. 127(f)-1; Section 
131, Section 29. 181 — 1; Section 275, Section 
20. 275 — 1; Section N2, Section 29. M2 — 7. ) 

T. D. 5068 

TITI. E 26 — INTERNAL REVENULi' — CHAPTER I, SUBCHAPTLi'R A, PART 29, — 
INCOSIE TAX; TAXABLE YEAIIS BEGINNING AFTER DECEMBER Sl, 1941 

Regulations 111 amended to conform to section 341 of the Revenue 
Act of 1951, relating to war losses. 

TREASURV DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE 

Was4ncIton 85, D. C. 
To Officers and L'mp/oyees of the Internal Revenue Sei vice and Others 

Concerned: 
On November 22, 1952, notice of proposed rule making with respect 

to amendments to conform Regulattons 111 to section 841 of the Reve- 
nue Act of 1951 (P. L. 183, 8~2d Cong. , 1st sess. ), approved October 
20, 1951, relating to war losses, was published in the Federal Register 
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(17 F. R. 10649). After consideration of such relevant suggestions 
as were presented by interested persons regarding the proposals, the 
amendments to Regulations 111 [26 CFR, part 29J set forth below are 
hereby adopted: 

PARAoRArn 1. There is inserted immediately preceding section 
29. 127(c) — 1 |26 CFR 29. 127(c) — 1] the following: 

SEC. 84L WAR LOSSES [REVENUE ACT OF 1951, APPROVED 
OCTOBER 20 1951] 

(a) TAx UPoN WAR Loss REcovERv. — Section 127(c) (relating to 
recoveries included in gross income) is hereby amended to read as 
follows: 

"(c) REcovERIEs. — 
"(1) GENERAI. RIILE. — Upon the recovery in the taxable year of 

any money or property in respect of property considered under sub- 
section (a) as destroyed or seized in any prior taxable year, the 
amount of such recovery shall be included in gross income to the 
extent provided in paragraph (2), unless the provisions of para- 
graph (8) are applicable to the taxable year pursuant to an election 
macle by the taxpayer under the provisions of paragraph (5). 

"(2) INCLURION IN GRoss INcoME. — 
"(A) Atuount of Recovery. — The amount of the recovery of 

any money or propertv in respect of property considered under 
subsection (a) as destroyed or seized in any prior taxable year 
shall be an amount equal to the aggregate of such money and 
the fair market value of such property, determined as of the 
date of the recovery. 

"(B) Amount of Gain Includible. — To the extent that the 
amount of the recovery plus the aggregate of the amounts of 
previous such recoveries do not exceed that part of the a gre- 
gate of the allowable deductions in prior taxable vears on 
account of the destruction or seizure of property described in 
subsection (a) which did not result in a reduction of any tax 
of the taxpayer under this chapter or chapter 2, such amount 
shall not be includible in gross income and shall not be deemed 
gain upon the involuntary conversion of property as a result 
of its destruction or seizure. To the extent that such amount 
plus the aggregate of the amounts of previous such recoveries 
exceed that part of the aggregate of such deductions, which did 
not result in a reduction of any tax of the taxpayer under this 
chapter or chapter 2 and do not exceed that part of the aggre- 
gate of such deductions which did result in a reduction of any 
tax of the taxpayer under this chapter or chapter 2, such 
amount shall be included in gross income but shall not be 
deemed a gain upon the involuntary conversion of property as a 
result of its destruction or seizure. To the extent that such 
amount plus the aggregate of the amounts of previous such 
recoveries exceed the aggregate of the allowable deductions 
in prior taxable years un account of the destruction or seizure 
of property described in subsection (a), such amount shall be 
considered a gain upon the involuntary conversion of property 
as a result of its destruction or seizure and shall be recognized 
or not recognized as provided in section 112(f). If for any 
previous taxable year the taxpayer chooses under subsection 
(b) to treat any obligations and liabilities as discharged or 
satisfied out of the property or interest described in subsection 
(a), and if such obligations and liabilities were not so dis- 
charged or satisfied, the amount of such obligations and lia- 
bilities treated as discharged or satisiied under subsection (b) 
shall be considered for the purposes of this section as a deduc- 
tion by reason of this section which did not result in a reduction 
of any tax of the taxpayer under this chapter or chapter 2. 
For the purposes of this paragraph an allovvable deduction for 
anv taxable year on account of the destruction or seizure of 



$ 29. 127(c)-1. ] 208 

prop, riy described in subsection (a) shall, to the extent not 
allowed in computin ~ the tax of the taxpayer for such taxable 
year, be considered an allowable deduction which did not re- 
sult in a reduction of any tax for the taxpayer under this 
chapter or chapi. er 2. 

"(8) Tax ADJUsTMKNT Mgxsi!RED nx PR1os BEÃzrITs. — If the pro- 
visions of this parag! aph are applicable to the taxable year pursuant 
to an election made by the taxpayer under the provis(ons of para- 
gl'allh (5)— 

"(A) Amount of Recovery. — The amount of the recovery in 
the taxable year of any n!oney or property in respect of property 
considered under subsection (a) as destrcyed or seized in any 
prior taxable year shall be an amount equal to the aggregate 
of such money and the fair ma. ket value of such property, 
determined as of the date of the recovery. For the purpose of 
this paragraph, in the case of the recovery o the same property 
or interest considered under subsection (a) as dest. . oyed or 
seized, the fair market value cf such property or interest shall, 
at the option of the taxpayer, be considered an amount equal 
to the adjusted basis (for determining loss) of such property or 
interest in the hands of the taxpayer on the date such property 
or interest was considered under subsection (a) as destroyed 
or seized. The aruount of the recovery d termined under this 
subparagraph shall be reduced for the purposes of subpara- 
graphs (B) aud (C) by the amount of the obligations or liabili- 
ties with respect to the property considered order subsection 
(a) as destroyed or seized in respect of which the recovery 
was received, if the taxpayer for any previous taxable year 
chose under subsection (b) (2) to treat such obligations or lia- 
bilities as discharged or satisfied out of such property, and such 
obli . ations or liabilities w re not so discharged or sati fied prior 
to the date of the recovery. 

"(B) Aljust~ent for Prior Tax Beneilts. — That part of the 
amount of the recovery, in respect of any property considered 
under subsection (a) as destroyed or seized, which is not in 
excess of the allowable deductions in prior taxable years on 
account of such destruction or se'izure of the property (the 
amount of such allowable deductions being first reduced by the 
ag&"regate amount of any prior recoveries in respect of the 
same property) shall be excluded from gross income for the 
taxable year of the recovery for the purpose of computing the 
tax under this chapter and chapter 2; but there shall be added 
to, and assessed and collected as a part of, the tax under this 
chapter for the taxable year of the recovery the total increase 
in the iax under this chapter and chapter 2 for all taxable 
years which would result by decreasing, in an amount equal to 
such part of the recovery so excluded, such deductions allowable 
in the prior taxable years with respect to the destruction or s. izure of the property. Such increase in the tax for each such 
year so resulting shall be computed in accordance v! ith regula- 
tions prescribed by the Secretary. Such regulations shall give 
effect to previous recoveries of any kind (including recoveries 
describ"-! in section 22(b) (12) ) with respect to any prior year, 
and shall provide for the case where there was no tax for the 
prior year, but shall otherwise treat the tax previously deter- 
mined for any year in accordance v ith the principles set forth 
in section 8801(d). All credits allowable a ainst the tax for 
any year and all carry-overs and carry-backs affected by so 
decreasing the allowable deductions shall be talren into account 
in con!puting the increase in the tax, except that the computa- 
tion of the excess profits credit under chapter 2K for any tax- 
able year shall not be affected. 

"(C) Gain Upon Recovery. — The amount of any recovery 
or part thereof, in respect of property considered under subsec- 
tion (a) as destroyed or seized, which is not excluded from gross 
income under the provisions of subparagraph (B) shall be 
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considered for the taxable year of the recovery as gain on the 
involuntary conversion of property as a result of its destruction 
or seizure and shall be recognized or not recognized as provided 
in section 112(f). 

"(D) Recoveries Treated as Gross Income for Certain Pur- 
poses. — For the purposes of sections 51, 82, and 8801(b) the re- 
covery in the taxable year of any money or property in respect 
of property considered under subsection (a) as destroyed or 
seized in any prior taxable vear shall be deemed to be. an item 
includible in gross income for the taxable year in which the 
recovery is made. 

(4) REsTCRATICN oF vALNE oF INvzsTMENTs REFERABLE To DE- 
sTRovED oa sEIzED PaoPEI'Tv. — 1& or the purpose of this subsection the 
restoration in whole or in part of the value of any interest described 
in subsection (a) (8) by reason of any recovery of. money or property 
in respect of property to which such interest related and which was 
considered under subsection (a) (1) or (2) as destroyed or seized 
shall be deemed a recovery of property in respect of property con- 
sidered under subsection (a) as destroyed or seized. In applying 
paragraph (3) of this subsection such restoration shall be treated 
as the recovery of the same interest considered under subsection 
(a) as destroyed or seized. 

( 3 ) ELEGTIoN Bv TAXPATER FCR APPLIcATICN oF PARAGRAPH 
(3). — If the taxpayer elects to have the provisions of paragraph (8) 
applicable to any taxable year in which he recovered any money or 
property in respect of property considered under subsection (a) 
as destroyed or seized, the provisions of paragraph (8) shall be 
applicable to all taxable years of the taxpayer beginning after 
December 81, 1941, and such election, once made, shall be irrevocable. 
The election shall be made in such manner and at such time as 
the Secretary may by regulations prescribe, except that no election 
under this paragraph may be made after December 81, 1952, unless 
the taxpayer recovers money or property (in respect of property 
considered under subsection (a) as destroyed or seized) during 
a taxable year ending after the date of the enactment of the Reve- 
nue Act of 1951, If pursuant to such election the provisions of 
paragraph (8) are applicable to any taxable year— 

"(A) the period of limitations provided in sections 275 and 
276 on the making of assessments and the beginning of dis- 
traint or a proceeding in court for collection shall not, with 
respect to- 

"(i) the amount to be added to the tax for such taxable 
year under the provisions of paragraph (8), and 

"(ii) any deficiency for such taxable year or for any 
other taxable year, to the extent attributable to the basis 
of the recovered property being determined under the 
provisions of subsection (d) (2). 

expire prior to the expiration of two years folio(ring the date 
of the making of such election, and such amount and such 
deficiency may be assessed at any time prior to the expiration 
of such period notwithstanding any law or rule of law which 
woul&l otherwise prevent such assessment and collection, and 

"(B) in case refund or credit of any overpayment resulting 
from the application of the provisions of paragraph (8) to such 
taxable year is prevented on the date of the making of such 
election, or within one year from such date, by the operation 
of any law or rule of law (other than section 3761, relating 
to compromises), rei'und or credit of such overpayment may, 
nerertheless, be made or allowed if claim therefor is filed within 
one year from such date. 

In the ease of any taxable year ending before the date of the mak- 
ing by the taxpaver of an election under this paragraph, no interest 
shall be paid on any overpayment resulting from the application of 
the provisions of paragraph (8) to such taxable rear, and no interest 
shall be assessed or collected with respect to any amo7mt or any 
deficiency specified in clause (A), for any period prior to the 
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expiration of six monihs follo&ving the date of the making of such 
election by the taxpayer. " 

(d) I&', FFRcT&vx DATRs. — Tlie amendments made by this section shall 
be applicable to taxable ye irs beginning after l)ecember gl, 1941. 

I'AR. 2. Section 29. 127(c) — 1, as amended by Treasury Decision 5454 
[C. B. 1945, 68], approved May 10, 1&A5 [26 CI'8 29. 127(c) — 1]& is 
further amended to read as follows; 

Src. 20. 127(c) — 1. IIEcovKR1Es Ilx RESPFcT «F %'AR I. ossi&s. — (u) Gc&lc&«b— 

(1) l. pon the recovery by the taxpayer in tbe taxable year of any money or 
property in respect of prop&irty considered under section 127(a) is destroyed 
or seized in any pri«r taxable year, the iiiiiouiit of such recovery must be 
included in gross incoine to the extent provided in section 127(c) (2), unless 
pursuant to the taxpayer's election the provisions of section 127(c) (3) ' are 
applicable to such recovery. ivor tiie treatment of &var loss recoveries under 
such provisions, and the ruanner of iiiakirig such election, see para raphs (c) 
and (&f) hereof. 

(2) Irxcept as provided in section 127(c) (3) (A) and in this paragraph, the 
ainount of the recovery in respect of a war loss in a previous taxable year is 
determined in the same manner for tbe purp«se of section 127(c) (2) or (g). 
'I'he amount ot' the recovery ot' aiiy money or property in respect of any w:ir 
l«ss is the aggregate of the amount of such inouey and of the fair niarket value 
&&f su&n property, both &ietern&iued as of the date of (lie recovery. If pursuant 
to the taxpiiyer's election under section 127(c) (&) tlie provisions of section 
1 "7(& ) (2) are appli&able to any taxable year in which be recovers the sauie 
prol&erty or interest coiisidered under, section 127(a) as destroyed or seized in a 
l&revious taxable year, the fair market value of such property or interest sh;ill, 
at the option of tlie taxpayer, be consider d an amount equal to the adjusted 
basis (for determiuing loss) of such property or interest in the hands of the 
taxpaver on the date snch property or interest was considered as destroyed or 
seized. This option is exercisable by the taxpayer with respect to each sepai ate 
property or interest considered under section 127(a) as destroyed or seized in a 
1 revious taxable vear. Also, if the provisions of section 127(c) (:1) are appli- 
cable pursu:int to the taxpayer's election, the amouut of the recovery of any 
money or property in respe&t of property consid& red under section 127(a) as 
destroyed or seized in any prior taxable year shall be reduced for the purpose of 
section l27(c) (g) (Il) and ({") by the amount of the obligations or liabilities 
with respect to such property, if tlie taxpayer for any previous taxable vear 
chose under section 127(b) (2) to treat such obligations or liabilities as dis- 
charged or satisfied out of. sucli property. and such obligations or liabilities 
vvere not so discharged or satisfied prior to the date of the re&. overy. See section 
29. 127(b)-1, The recoveries in respe&t of any war loss include the recovery 
of the property or interest treated as destroyed or seized under section 127 and 
the recovery of any monev or propertv in lieu of such property or interest or on 
acconnt of the destruction or seizure of such property or interest. I'or example, 
there is a recovery upon the return to the taxi&aver after the termination of the 
war of his property which ivas treated as resulting in a war loss because it was 
located in a country at «ar with tlie I'nited States. An aivard by a government 
on account of the seiznre of the taxpayer's property by an eneniv country is 
a recovery under secti& n 127(c). The amouut obtained upon the sale or other 
transfer by the taxpayer of his right to any property treated as resulting iu a 
war loss is also a recovery for the purpose of section 127(c). Similarly, if a 
taxpayer who sustained a war loss under section 127(c) upon the liquidation 
of a corporation has i'eceived the rights to any property of the corporati«n which 
was treated as destroved or seized under section 127 (a) (1) or (2), any recovery 
by the taxpayer with respect to such rights is a recovery by him for the purposes 
of section 127(c). I&'urtherinore, if any interest of the taxpayer in or with 
respect to property was determined to be worthless and was treated as a war 
loss under section 127(a) (:l) (see section 20, 127(a)-4), or if the taxpaver 
retained an interest in a corporation with respect to which he sustained a war 
loss umler section 127(e), and if the interest in the hands of the taxpayer is 
restored in value, in whole or in part. by reason of a recovery with respect to the 
underlying assets treated as destroyed or seized under section 127, then such 
restoration in value is a recovery by the taxpayer for the purposes of section 
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127 (c). In the application of section 127 (c) (8) such restoration shall be treated 
as a recovery of the same interest considered as destroyed or seized. Property 
considered as destroyed or seized under section 127(a) is considered as not 
being in existence from the date of the loss to the date of its recovery. 

(9) Eor the purpose of section 127(c), the recoveries considered are only 
those with respect to war losses sustained in prior taxable years. Similarly, 
the only deductions considered are those allowable for prior taxable years, and 
any allowable deductions for the year of the recovery are ignored for the pur- 
poses of applying such section to the recovery. If property is treated as de- 
stroyed or seized under section 127, and if in the same taxable year there is 
also a recovery with respect to such property, such recovery is not within the 
provisions of section 127(c) but is taken into account under section 127(b) in 
determining the amount of the loss, if any, on the destruction or seizure. See 
section 127(b)-1. An allowable deduction with respect to a war loss is any 
deduction to which the taxpayer is entitled on account of any property or interest 
being treated as destroyed or seized under section 127, regardless of whether or 
not such deduction was claimed by the taxpayer or otherwise allowed in com- 
puting his tax. If a deduction was clairued by a taxpayer in computing his 
tax for any taxable year, and if such deduction was disallowed, such deduction 
will not be considered an allowable deduction for such taxable year since the 
previous determination will not be reconsidered. 

(b) General rule — Incbusion of recovery in, gross income. — (1) A taxpayer 
who has sustained a war loss described in section 127 and who has not elected 
to have the provisions of section 127(c) (8) apply to any taxable year in 
which he recovered any money or property in respect of a war loss in any 
previous taxable year must include in his gross income for each taxable year, 
to the extent provided in section 127(c) (2), the amo'unt of his recoveries of 
money and property for such taxable year in respect of any war loss in a pre- 
vious taxable year. Section 127(c) (2) provides that such recoveries for any 
taxable year are not includible in income until the taxpayer has recovered an 
amount equal to his allowable deductions in prior taxable years on account of 
such war losses which did not result in a reduction of any tax under chapter 1 
of the Internal Revenue Code, that is, of any income tax of the taxpayer, or 
chapter 2, including the excess profits tax imposed by subchapter E thereof. 
War loss recoveries are considered as made first on account of war losses allow- 
able but not actually allowed as a deduction, and second on account of war 
losses allowed as a deduction but which did not result in a reduction of tax 
under chapter 1 or chapter 2. If there were deductions allowed on account 
of war losses for two or more taxable vears which did not result in a reduc- 
tion of any tax under chapter 1 or chapter 2, a recovery on account of such 
losses is considered as made on account of such losses in the orcler of the 
taxable years for which they were allowed, beginning with the latest. See 
section 29. 127(f) — 1 for the determination of the amount of such deductions. 
Recoveries in excess of such amount are treated as ordinary income until such 
excess equals the amount of the taxpayer's allowable deductions in prior tax- 
able years on account of war losses which did result in a reduction of any such 
tax under chapter 1 or chapter 2. Any further recoveries in excess of all the 
taxpayer's allowable deductions in prior taxable years for war losses are treated 
as gain on an involuntary conversion of property as a result of its destruc- 
tion or seizure, and such gain is recognized or not recognized under the provi- 
sions of section 112(f). See section 29. 112(f) — 1. Such gain, if recognized, is 
included in gross income as ordinary income unless section 117(j) applies to 
cause such gain to be treated as gain from the sale or exchange of a capital 
asset held for more than 6 months. See section 29. 117 — 7. 

(2) The deterruination as to whether and to what extent any recoveries 
are to be included in gross income is made upon the basis of the amount of all 
the recoveries for each day upon which there are any such recoveries, as 
follows: 

(i) The amount of the recoveries for any day is not included in gross 
income, and is not considered gain on an involuntary conversion, to the 
extent, if any, that the aggregate of the allowable deductions in prior 
taxable years on account of war losses which did not result in a reduction 
of any tax of the taxpayer under chapter 1 or chapter 2 of the Internal 
Revenue Code, as determined urder section 29. 127(f) — 1, exceeds the amount 
of all previous recoveries in the same and prior taxable years. 
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(ii) 'I'he amount of the recoveries for any clay which is not excluded 
from gross income under (i) is included in gross ir&come as ordinary income, 
and is not: cnnsidered gain on an involunt:&ry conversion, to the extent, 
if any, that the aggregate of all the a)iorvable deductions in prior taxable 
years on account of war l&&sses (both those which resulted in a reduction 
of a tax of the taxpayer and those which did not) exceeds the sum of the 
amount of all previous recoveries in the same and prior taxable years 
and of that portion, if any, of the amount of the recoveries for such day 
vvhich is nnt included in gross in&. ome nnder (i). 

(iii) The amount of the recoveries for any day which is not excluded 
from gross &ncome under (i) and is not in«luded in gr&&ss income as ordinary 
incon&e under (ii) is considered gain on an involuntary conversion of 
p&oper'ty as a r& suit of its destruction or seizure. 'I'he following provisions 
then; & pl &i y tn this ga i n; 

(A) Such gain is recognized or not recognized und&'r the provisions 
of section 112(f), relating to gain upon such conversion of prnperrv. 
For the purpose of ai&plying section 112(f), such gain for any day is 
deemed to be expended in the manner provided in section 112(f) to the 
extent the recovery for such day is so expended. 

(B) If such gain is rec&&gnized it is included in gross income as 
ordinary income or, if the provisions of section 117(j) apply and require 
such treatrueut, as gain on the sale or exchange of a capital asset 
h& id for mnre than 4 nrnnths. I'or the purpose of applying section 
117(j), such recognized ain for any day is deemed to be derived 
from property &&escribe&1 in that se& tion to the extent of' tbe recovery 
for su& h day with respect to such property, except such portion of 
su&h recovery as is atirit&utable to the aonrccoguized gain for such 
du V. 

(C) Section 1 "7(d) prnvi&1es that in d& termining the unad. lusted 
basis of recovered property, &he total gain and tbe recognized gain with 
respect to suclr property nrust be determined. Fnr su«h purp&&se, ihe 
recogniz, d gain deemed to be derived frnm pro&&erties described in 
section 117(j) mav be allocated amon, such properties in tbe proportion 
of the recoveries with respect to such properties, reduced for each 
property by the portion of tbe recovery attributable to the nonrecognized 
g;&in for such dav, and tbe recnveries with respect to properties not 
described in section 117(j) may he sin&ilarly allocated. The total 
gain derived from any recovered property is the sun& of the nnnrecn nized 
gr&in attribut;&hie to the recovery ot such property and of the reco "nized 
gain allo&able to such property. 

(0) The foregoing provisi&ms may be illustrated by the following examples: 
Ez&rr&rr&le (I). The taxpayer susiained war 1&as&a of $3, 000 on account of 

prop& rtics A, 13, C, and I). (&f ibis amonnt, $3, 000 did nnt result in a reduction 
of ar&y incon&e tax of the taxpayer, as determined m&der the provisions of 
section 20. 127(f)-1. In a subsequent t;&sable y&:&r, be received an award of 
!F800 froru the (:overnment or& accour&t of prop& rry A. This is nnt included in 
in& ome since it is less than the amour&t t&y wl&ich his allowable deductions for 
prior taxable y& ars on ace&a&»t of war losses which did r&nt result in any tax 
benefit, $1, 000, exceed $0, the snm of all his previous re& overies. On a later 
date the taxi&ayer recovers prol&erty I', rvbich is r&nrth $1, &00 on the date of 
recovery. This recovery is not included iu gross ir&co&ac ro the extent nf $200, 
the amount by which the allow;&hie dednciions for prior rax:&hie years on account 
of war losses whiclr did nnt result in any t;&x benefit, nf f1, 000, exceed the sum 
of all previo&rs recoveries, or $800. All of the remaining $1, ;300 of the recov- 
ery is included in gross incon&e as ordiuary income, and is not considered gain 
on the involuntary conversion ot property, sin&. e it &s less than the arnonnt by 
which the a'"regate of all the allowable dedu&tinns in prior taxal&le years on 
account of war losses, or $, '3, 000, exceeds, fl, ()00, the snrn of the $800 of previous 
recoveries and of the $200 portion of the r&covery with respect to II which is 
not included in gross income. On a still later date the taxp»yrr sells for $2, 000 
his rights to recover C. Since the ailovvable deduclions for prior taxable years 
on account of war losses rvbich-did not result in any t»x bene(it ($1, 000) do nnt 
exceed the previous recoveries by the taxpayer ($800 ar&d $1, o00, or $2, 800), 
none of the recovery on account of C is excluded from gross income. This 
recovery is included in gross income as ordinary income, and is not considered 
gain on the involuntary conversion of property, to tbe extent of $700, the amount 
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by which the aggregate of all the allowable deductions for prior taxable years 
on account of war losses ($8, 000) exceeds $2, 800, the sum of the $2, 800 of pre- vious. recoveries and of the $0 portion of the recovery on account of C which is not included in gross income. The remaining $1, 800 of' the recovery is consid- 
ered gain on an involuntary conversion of property on account of its destruction 
or seizure, and is not recognized if forthwith expended in the manner provided in section 112(f). Thus, it is not recognized if it is forthwith expended for the acquisition of property relating in service or use to C. On a later date the 
taxpayer recovers D, which has a fair marl&et value of $400 at the time of the recovery. Since the aggregate of all the allowable deductions for prior taxable 
years on account of war losses ($3, 000) does not exceed the previous recoveries 
by the taxpa ver ($800+$1, 500+$2, 500, or $4, 800), all of the recovery with respect to D is considered gain on an involuntary conversion of property as a result of its destruction or seizure. Under the provisions of section 112(f), this gain is not recognized if D is used for the same purposes for which it was used before it was deemed destroyed or seized under section 127. 

Ezaniple (2). The taxpayer on one day recovers $8, 000 for property A and 
$7, 000 for property B, both of which were treated under section 127 as destroyed 
or seized in a prior taxable year, and $8, 000 of such $10, 000 recoveries is con- 
sidered gain on the involuntary conversion of property as a result of its de- 
struction or seizure. The taxpayer torthwith expends $5, 000 in the acquisition 
of property similar in use to B. Therefore, $5, 000 of the $8, 000 gain is not 
recognized under section 112(f), leaving $8, 000 of recognized gain. Property B 
is within the provisions of section 117(j), relating to gains and losses on the 
involuntary conversion of certain described property, but property A is not. 
Therefore, the provisions of section 117(j) apply to $2, 000 of the $8, 000 gain, 
that is, the amount of the recovery with respect to B which is not attributable 
to the nonrecognized gain for such day ($7, 000 minus $5, 000). If the taxpayer 
forthwith expended $8, 000 or more for the acquisition of property similar in use 
to B, none of the gain would be recognized. If the taxpayer forthwith expended 
the $5, 000 to acquire property related in use to A, the $8, 000 recognized gain 
would be considered derived from B to the extent of the recovery with respect 
to B ($7, 000), not reduced by any nonrecognized gain since none of such recovery 
is attributable to such nonrecognized gain, and therefore all of the $8, 000 recog- 
nized gain would be subject to the provisions of section 117(j). 

(e) Electiee method — Taa adjustment measured by prior benefits. — (1) If 
the taxpayer elects pursuant to section 127(c) (5) and in accordance with the 
provisions of these regulations to have the provisions of section 127(c) (8) apply 
to any taxable year in which be recovers any money or property in respe'ct of 
property considered under section 127(a) as destroyed or seized in any previous 
taxable year, the amount of the recovery in respect of such property for any 
taxable year shall not be included in income until the taxpayer has recovered 
an amount equal to his allowable deductions in prior taxable years on account 
of the destruction or seizure of such property, whether or not such allowable 
deductions resulted in a reduction of any tax under chapter 1 or chapter 2 of 
the Internal Revenue Code. However, for the purposes of section 51, relating 
to the requirement of individual returns, section 52, relating to the requirement 
of corporation return. :, and section 8801(b), relating to the mitigation of the 
effect of the statute of limitations, the entire amount of the recovery shall be 
deemed to be an item includible in gross income for the taxable year in which 
the recovery is made. In lieu of including such amount in gross income, there 
shall be added to, and assessed and collected as a part of, the tax imposed under 
chapter 1 for the taxable year of the recovery an adjustment on account of any 
tax bene(its in all prior taxable years resulting directly or indirectly from the 
fact that the loss from the destruction or seizure of such property was an allow- 
able deduction. The amount of such adjustment shall be the total increase in 
the tax under chapter 1 of the Code, that is, any income tax of the taxpayer, 
and under chapter 2 including the excess profits tax imposed by subchapter M 

thereof, for all taxable years which would result by decreasing such allowable 
deductions with respect to the destruction or seizure of such property by an 
amount equal to that portion of. the amount of the recovery which is not in- 
cluded in gross income for the taxable year of the recovery. The portion of 
the amount of the recovery which is in excess of such allowable deductions is 
included in gross income for the taxable year of the recovery as gain on the 
involuntary conversion of property as a result of its destruction or seizure and 
is recognized or not recognized as provided in section 112(f). See section 
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29. 112(f)-1, Such gain, if recognized, is included in gross income as ordinary 
inconre unless secti&m 117(j) al&l&lies to cause such gain to be treated as gain 
on the sale or exrhange of capital assets lreld for more than 6 months. See 
section 20. 117-7. 

(2) The determination as to whether and to what extent the amount of the 
recovery is to be excluded fronr gross income is to be made upon the basis of 
the total amount of tbe recoveries in each taxable year in respect of the same 
property considered under section 127(a) as destroyed or seized in any previous 
taxable year, as follows: 

(i) The amount of the recovery in any taxable year is excluded from the 
gross income of such year and is not considered gain on an involuntary 
conversion to the extent that such amount does not exceed the aggregaie 
of the allorvable deductions in prior taxable years on account of the destruc- 
tion or seizure of such property (whether or not such deductions resulted 
in a reduction of a tax of the taxpayer) reduced by the aggregate amount 
of any re&'overies in intervening taxable years in respect of the same property. 

(ii) The amount of the recovery in any taxable year which is not ex- 
cluded from gross income under (i) is included in gross income and is con- 
sidered gain on an involuntary conversion of property as a result of its 
destruction or seizure. The following provisions apply to this gain: 

(A) Such gain is recognized or not recognized under the provisions 
of section 112(f) relating to gain upon such conversion of property. 
For the purpos of applying section 112(f), such gain for any taxable 
vear is deemed to be expended in the manner provided in section 112(f) 
to tlie extent the recovery in such taxable year is so expended. 

(B) If such gain is recognized it is included in gross income as ordi- 
nary income or, if the provisions of section 117 (j) apply and require such 
treatment, as gain on the sale or exchange of a capital asset held fi&r 
more than 6 months. In the case of the recovery of the same property 
or interest considered under section 127(a) as destroyed or seized, any 
gain will not be deemed to be recognized under the provisions of secti. &n 

112(f) if such property is used for the same purpose for which it was 
used before it was deemed destroyed or seized under section 127(a). 

(8) Tbe determination of the total increase in the tax under chapters 
1 and 2 of the Code for all taxable years which would result by de- 
creasing the deductions allowable in any prior taxable years with respect to the 
destruction or seizure of the propertv in respect of which the taxpayer has made 
a recovery by an amount equal to the part of such recovery not included Mr gross 
income for the taxable year of such recovery shall be made as provided in this 
subparagraph. Such total increase shall include the increases described in (i), 
(ii), (iii), and (iv) of this subparagraph, and shall be added to, and assessed 
and collected as a part of, the tax under chapter 1 for the taxable year of the 
recoverv. proper adjustment of such increases shall be made on account of the 
application of the provisions of this subparagraph to intervening taxable years. 
Proper adjustment shall also be made in the determination of such increas's 
in the case of a taxpayer who has made a valid election under section 118(d), 
relating to the adjustment of basis of property for depreciation, obsolescence, 
amortization, and depletion. The term "tax previously determined" as used in 
tlris subparagraph shall have the same meaning as used in section 6801(d) of the 
Code and shall include any tax under chapter 1 or chapter 2 of the Code. Jn 
con&puting the amount of the increase in the tax previously determined under 
chapter 1 or chapter 2 for any taxable year, the principles of section 8801(d) 
shall be applicable. See section 29. 8801(d) -1. However, the computation of the 
excess profits credit under chapter 2I&' -for any taxable year shall not be affected 
by the adjustment provided in this subparagraph. All credits allowable against 
the tax for any year shall be taken into account in computing the increase in the 
tax previously determined. The increases referred to above include the following: 

(i) The increase, if any, in the tax previously determined for each prior 
taxable year in which a deduction was allowable on account of the destruc- 
tion or seizure of the property in respect of which there is a recovery in 
the taxable year. After the tax previously determined has been ascertained, 
such tax shall be recomputed by disregarding such allov able deduction 
(to the extent that it does not exceed the sum of the amount of such recovery 
not included in gross income for the taxable year of such recovery, plus 
the a'"gregate aurount of any recoveries in intervening taxable years in 
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respect of the same property) and any other deductions allowable on 
account of other ivar losses or any otlier losses, expenditures or accruals 
in such prior taxable year in respect of which, 'and to the extent that, 
recoveries in interveuing taxable years have been excluded from gross income 
under section 127(c) (g), section 22(b) (12), or otherwise. The difference 
between the tax previously determined and the tax as recomputed will be 
the increase in the tax previously determined for the taxable year. 

(ii) The increase, if any, in the tax previously determined for any tax- 
able year (including the taxable year of the recovery) in which a net 
operating loss deduction was allowable, if all or a part of such deduction 
was attributable to the carry-over or carry-back to such taxable year of 
a net operating loss from another taxable year in which a deduction was 
allowable on account of the destruction or seizure of the property in 
respect of which there is a recovery in the taxable year to which such 
increase is to be added. After the tax previously determined has been 
ascertained, such tax shall be recomputed by redetermining such net oper- 
ating loss deduction. In the determination of such net operating loss 
deduction the net operation loss shall be recomputed by disregarding the 
deduction allowable on account of the war loss in respect of which there is 
a recovery in the taxable year to which such increase is to be added (to 
the extent that such deduction does not exceed the sum of the amount 
of such recovery not included in gross incoine for the taxable year of 
such recovery, plus the aggregate amount of any recoveries in intervening 
taxable years in respect of the saine property) and by disregarding any 
other deductions allowable on account of other war losses or any other 
losses, expenditures, or accruals in the taxable year in respect of which, 
and to the extent that, recoveries in intervening taxable years have been 
ezcluded from gross income under section 127(c) (3), section 22(b) (12), 
or othervise. The difference between the taz previously determined and 
the tax as recomputed will be the increase in the tax previously determined 
for the taxable year. 

(iii) The increase, if any, in the tax previously determined for any 
taxable year (including the taxable year of recovery) in which an umised 
excess profits credit was availed of in computing the unused excess profits 
credit adjustment for such taxable year, if all or a part of such adjustment 
was attributable to the carry-over or carry-back to such taxable year of 
an unused excess profits credit from another taxable year in which a deduc- 
tion was allowable on account of the destruction or seizure of the property in 
respect of which there is a recovery in the taxable year to which such in- 
crease is to be added. After the tax previously cletermined has been ascer- 
tained, such tax shall be recomputed by redetermining such unused excess 
profits credit carry-over or carry-back. In the recomputation such carry- 
over or carry-back shall be redetermined by disregarding such allowable 
war loss deduction (to the extent that such deduction does not exceed the 
sum of the amount of the recovery not included in gross income for the 
taxable year of such recovery, plus the aggregate amount of any recoveries 
in intervening taxable years in respect of the same property) and by disre- 
garding any other deductions allowable on account of other war losses or 
any other losses, expenditures, or accruals in the taxable year in respect of 
ivhich, and to the extend that, recoveries in intervening taxable years have 
been excluded from gross income under section 127 (c) (8), section 22 (b) (12), 
or otherwise. The difference between the tax previously determined and the 
tax as recomputed will be the increase in the tax previously determined for 
the taxable year. In case there is an increase in the excess profits tax 
under chapter 2E for the taxable year in which an unused excess profits 
credit was availed of in coruputing the unused excess profits credit adjust- 
ment, and a decrease in the income taz under chapter 1 for such taxable 
year, the increase in the tax previously determined shall be considered to be 
an amount equal to the excess of the increase in the excess profits tax over 
the decrease in the income tax. 

(iv) The increase, if any, in the tax previously determined for any taxable 
year (including the taxable year of the recovery) in which an unused excess 
profits credit was availed of in computing the unused excess profits credit 
acljustment for such taxable vear, if all or a part of such adjustment was 
attributable to the carry-over or carry-back to such taxable Vear of an 
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unused excess profits credit from another taxable year in which there was 
allowable a net operating loss deduction attributabie to the carry-over or 
ca. rry-back to such other taxable year of a net operating loss, and such net 
operating loss resulted in whole or in part from the deduction allowable on 
account of the destruction or seizure of the propertv in respect of which 
there is a recovery in the taxable year to which such increase is to be added. 
After the tax previously determined has been ascertained, such tax shall be 
recomputed by redetermining such net operating loss deduction and such 
unused excess profits credit carry-over or carry-back. In the redetermina- 
tion of such net operating loss deduction the net operating loss carry-over 
or carry-back shall be recoinputed by disregarding suc h allowable war loss 
deduction (to the extent that such deduction does not exceed the sum i&f 

the amount of such recovery not included in gross inconie for the taxable 
year of such recovery, plus the aggregate amount of any recoveries in inter- 
vening taxable years in respect of the same property) and by disregarding 
any other deductions allowable on account of other war losses or any other 
losses, expenditures, or accruals in the taxable year in respect of which, and 
to the extent that, recoveries in intervening taxable years have been ex- 
cluded from gross income under section 127(c) (8), section 22(b) (12), or 
otherwise. The unused excess profits credit carry-over or carry-back shall 
then be recomputed to conform to the redetermination of the net operating 
loss deduction for the taxable year from which the unused credit is carried 
over or carried back. The difference between the tax previously determined 
and the tax as recomputed will be the increase in the tax previously deter- 
mined for the taxable year. In case there is an increase in the excess profits 
tax under chapter 2E for. the taxable rear in which an unused excess profits 
credit was availed of in computing the unused excess profits credit adjust- 
ment, and a decrease in the income tax under chapter 1 for such taxable 
year, the increase in the tax previously determined shall be considered to be 
an amount equal to the excess of the increase in the excess profits tax over 
the decrease in the income tax. 

(d) Elective nietkod — Time and manner of making election and effect 
tliercof. — (1) If the taxpayer elects to have the provisions of section 127(c) (8) 
applicable to any taxable year in which any money or property is recovered in 
respect of property considered under section 127(a) as destroyed or seized, 
section 127(c) (8) will be applicable by virtue of that election to all taxable 
years of the taxpayer beginning after December 81, 1941. Thus, the taxpayer 
need not make an election with respect to each separate taxable year in which 
he had a recovery. An election for any taxable year in which the taxpayer had 
a, recovery in respect of a prior war loss is sufficient to make the provisions of 
section 127(c) (8) applicable not only to war loss recoveries received bv the 
taxpayer in any past taxable year beginning after December 81, 1941, but to 
any recoveries which may be received bv the taxpayer in any future taxable 
year. Such election once made shall be irrevocable. 

(2) The election of the taxpayer to have the provisions of section 127(c) (8) 
applicable to any taxable year in which any money or property is recovered in 
respect of property considered under section 127(a) as destroyed or seized roust 
be made not later than December 81, 1952, unless the taxpayer recovers money 
or property (in respect of a prior war loss) during a taxable year ending after 
the date of the enactment of the Revenue Act of 1051 (October 20. 1051). If the 
taxpayer has a recovery during any taxable year ending after the date of the 
enactment of the Revenue Act of 1051, unless such taxable year is a taxable 
year ending on or before March 81, 1958, such election must be made by the 
taxpayer not later than the expiration of 6 months from tlie last day prescribed 
by law for the filing of his income tax return for such taxable year. Ho~ever, 
if the taxpayer recovers any money or property (in respect of a prior war loss) 
during a taxable year ending after the date of the enactment of the Revenue Act 
of 1951 and on or before March 81, 1958, such election must be inade not later 
than December 81, 1058. In all cases the election shall be made by a written 
statement that the taxpayer elects to have the provisions of section 127(c) (8) 
apply to any taxable year in which any money or property is recovered in re- 
spect of property considered under section 127(a) as destroyed or seized, which 
statement shall be made in (or attached to)— 

(i) the return or amended return filed for such taxable year; 
(ii) a claim for refimd or credit filed for such taxable year for an over- 

payment resulting from the application of such provisions; 
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(iii) a timely petition or amended petition to The Tax Court of the 
United States for a redetermination of any defiIciency for such taxable 
year; 

(iv) a letter addressed to the director of internal revenue for the dis- 
trict in which the return for such taxable year was required to be filed; 

If the written stateInent of election is made in a letter, it shall be signed by 
the taxpayer making the election if an individual or, if the taxpayer is not an 
iudividual, the letter must be executed in the same manner as required in the 
case of the income tax return of such taxpayer. The date of the making of the 
election shall be the date the return, amended return, claim for refund or 
credit, petition or amended petition, or letter is filed in the oifice of the di- 
rector of internal reveuue. In case the election is made in a return filed before 
the last day prescribed by law for the filing thereof (including any extension 
of time for such filing), such election shall not be considered made until such 
last day. In case the election is made in a letter addressed to the director of 
internal revenue, such election will be considered as timely filed if it is placed 
in the mail on or before midnight of the last day prescribed by this paragraph 
for the mal-ing of the election, as shown by the postmark on the envelope con- 
taining the letter or as shown by other available evidence of the mailing date. 

(3) If the provisions of section 127(c) (3) are applicable to any taxable year 
pursuant to an election made by the taxpayer in accordance with the provi- 
sions of subparagraph (1), the period of limitations provided in sections 275 
and 276 of the Code on the mal-ing of assessments and the beginning of dis- 
traint or a proceeding in court for collection with respect to (i) the amount to 
be added to the tax for such taxable year under the provisions of section 
127(c) (3) and (ii) any deficiency for such taxable vear or for any other taxable 
vear to the extent attributable to the basis of the recovered property being 
determined under the provisions of section 127(d) (2), shall not expire prior to 
the expiration of two years following the date of the making of such election. 
Such amount or such deficiency may be assessed at any time prior to the ex- 
piration of such period, notwithstanding any law or rule of law which would 
otherivise prevent such assessment and collection. No interest shall be assessed 
or collected with respect to any such amount or any such deficiency for any 
period prior to the expiration of 6 months following the date of the making of 
the election by the taxpayer. 

(4) If the provisions of section 127(c) (3) are applicable to any taxable year 
pursuant to an election made by the taxpayer in accordance with the provi- 
sions of subparagraph (1), and refund or credit of any overpayment resultiug 
from the application of such provisions to such taxable year is prevented 
on the date of the making of such election, or within one year from such date, 
by the operation of any law or rule of law (other than section 3761 relating to 
compromises), refund or credit of such overpayment may nevertheless be made 
or allowed, provided claim therefor is filed within one year from such date. 
Thus, the amount of such overpayment which may be refunded or credited is not 
subject to the limitations contained in section 322 (b) or (d). No interest 
shall be paid on any overpavment resulting from the application of the pro- 
visions of section 127(c) (3) to any taxable year ending before the date of the 
making of the election by the taxpayer. 

PAR. 8. There is inserted immediately preceding section 29. 127- 
(d)-1 t 26 CI&'R 20. 127(d) — 1j the following: 

SEC. 341. WAR LOSSES [REVENUE ACT OE 1051, APPROVED 
OCTOBER 20, 1051]. 

(b) BAsIs oF REcovERED PRGPEETY. — Section 127(d) (relating to basis 
of recovered property) is hereby amended to read as follows: 

"(d) BAsrs oF REcovEEED PEOFEETx. — 
"(1) IIv GENEEAI. . — The unadjusted basis of propertv recovered 

in respect of propertv considered as destroyed or seized uncler 

subsection (a) shalt be determined under this subsection. Such 
basis shall be an amount equal to the fair market value of such 
property, determined as of the date of the recoverv, reduced by an 
amount equal to the excess of the aggregate of such fair market 
value and the amounts of previous recoveries of money or property 
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in respe& t of property consid& red im&1cr subsection (a) as destroyed 
or seized over the ag "ingate of the allowable deductions in prior 
taxable years on account of the destruction or seizure of property 
described in subsection (a), and iiicreased by that portion of the 
amourjt of the recovery which under subsection (c) is treated as 
a recognized gain from the involuntary conversion of property. 
Upon ala&lication of the taxpayer, the aggregate of the bases (de- 
termined under the precediiig sentence) of any properties recovered 
in respect of properties considered under subsection (a) as de- 
str&&yed or seized may be allocated among the properties so recovered 
in such nianuer as the 8ecretary may deterniine under regulations 
prescribed by him, and the amounts so allocated to any such prop- 
erty so recovered shall be the unadjusted basis of such property 
in lieu of the unadjusted basis of such property determined under 
the preceding seutence. 

"(2) I'BODEBTY IEcovKBED IN TkxABLE YEAB To WHIcH BIIBBEcTION 

(c) (S) Is ABBLICABIE, — In the case of a taxpaver who has made an 
election under the provisions of subsection (c) (5), the basis of 
pr&&perty recovered shall be an amount equal to the value at Ivhich 
such property is included in the amount of the recovery under sub- 
section (c) (S) (A) (determiried without regard to the last sentence 
thereof), reduced by such part of the gain under subsection 
(c) (9) (C) which is not recognized as provided in section 112(f). " 

(d) EIBECTivE DATEB. — The amendments made by this section shall 
be applicable to taxable years be inning after December 31, 1941. 

PAR. 4. Section 29, 127(d)-1 [26 Cl&R 29. 127(d)-1] is amended as 
follows: 

(A) By inserting immediately preceding tlie first sentence thereof 
the following: "(a) General rule. » 

(B) By s~triking "section 127(d)" in each place ivhere such terna 
appears therein and inserting in lieu thereof' in each place the fol- 
lowing: "section 127(d) (1) ". 

(C) By striking "section 29. 127(c) — 1" in each place where such 
term appears theiein and inserting in lieu thereof the following: 
"section 29. 127 (c) -1(b) ". 

(D) By adding at the end thereof the following; 
(b) Property recoeered in taxable year to n:hich section 127(c) (g) is ap- 

plicable. — If, pursuant to an election Inade by the taxpayer under section 
127(c) (5) and section 29. 127(c) — 1(d) of these regulations, the provisions of 
section 127(c) (3) are applicable to any taxable year in which the taxpayer 
recovered property in respect of a war loss under section 127, the unadjusted 
basis of such property shall be the fair market value of such property deter- 
Inined as of the date of the recovery, reduced by the amount of nonrecognized 
gain attributable to such recovery under the provisions of section 29. 127(c) — 1(c). 
However, if the property recovered is the same property or interest considered 
under section 127(a) as destroyed or seized, and if the taxpayer under section 
127(c)(S)(A ) includes such property or interest in the amount of the recovery, 
at its adjusted basis (for determing loss) in his hands on the date su«h property 
or interest was considered under section 127(a) as destroyed or seized. the 
unadjusted basis of such property sliall be such adjusted basis, reduced by 
the amount of nonrecognized gain attributable to such recovery under tiie 
provisions of section 29. 127(c)-1(c). The fair market value of any property 
recovered, or the adjusted basis (for determining loss) of such property or 
interest if the same property or interest treated as a war loss under section 127 
is recovered, shall not be redu&'ed in deterinining the unadjusted basis of such 
property or interest by the amount of the obligations or liabilities with respect 
to the property treated as a war loss under section 127 in respect of which the 
recovery was received, if the taxpayer for any previous taxable year chose 
under section 127(b) (2) to treat such obligations or liabilities as discharged 
or satisfied out of such property but such obligations or liabilities were not so 
discharged or satisfied prior to the date of the recovery. 
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PAR. 5. Section 20. 127 ( f ) — 1, as amended by Treasury Decision 5454, 
approved Slay 10, 1015 [26 CFR 20. 127(f) — 1], is further amended 
as follows: 

. (A) By inserting immediately after the term "chapter 1" in each 
place v here such term appears therein the followin~: "or chapter 2". O ' 

(B) By inserting iminediately after the words "or of any tax im- 
posed in lieu of such taxes" in the first sentence of the first paragraph 
thereof the following: "or of any tax imposed by chapter 2 of the 
Internal Revenue Code". 

P4R. 6. There is inserted immediately preceding section 20. 131 — 1 
[26 CI& R 20. 131 — 1] the following: 

SEC. 241. WAR LOSSES [REVENUE ACT OF 1951, APPROVED 
OCTOBER 20, 1951l. 

III 

(c) CazniT. ron FoaEmN TAxEs. — Section 131(a) (relating to allow- 
ance of credit for taxes of foreign countries and possessions of the 
United States) is hereby amended by inserting after "section 102" the 
following: "and except the additional tax imposed for the taxable 
year under the provisions of section 127 (c) (S) ". 

(d) ErxEcrrva DxvEs. — The amendments made by this section shall be 
applicable to taxable years beginning after December Sl, 194L 

PAR. 7. Section 20. 131 — 1, as amencled by Treasury Decision 58M 
[C B 105 1& 126]) appioved Apiil 4 1052 [26 CFR 20 131 1]) is 
further amended by striking the fifth undesignated. paragraph thereof 
and inserting in lieu thereof the following: 

For taxable years beginning before January 1, 1948, no credit for taxes shall 
be allowed against the tax imposed under section 102, relating to surtax on cor- 
porations improperly accumulating surplus, and for taxable years beginning 
after December gl, 1942, no credit for taxes shall be allowed against the tax 
imposed under section 102, relating to surtax on corporations improperly ac- 
cumulating surplus, against the additional tax imposed under the provisions 
of section 127(c) (S), relating to war loss recoveries, or against the victory tax 
imposed under section 450. No credit for taxes shall be allowed against the 
tax on self-emplovment income imposed bv section 480. 

P. ~R. 8. Section 29. 275 — 1, as amended by Treasury Decision 5M2 
[C, B. 1952 — 2, 122], approved October M, 1952 [26 CFR 29. 275-1], 
is further amended by adding at the end thereof the follovving: 

For the period of limitation for assessing amounts determined under section 
127(c) (S) (relating to vvar loss recoveries) or any deficiency attributable to 
the basis of recovered property being determined under section 127(d) (2), see 
section 127 (c) (5) and the re "ulations thereunder. 

PAR. 9. Section 29. 322 — 7 as amended by Treasury Decision 5942, 
approved October 24, 1952 [26 CFR 20. 322 — 7], is further amended 
as follows: 

(A) By adding at the encl of (a) thereof the following: 

For special provisions in the case of an overpayment resulting from tlie 
application of section 127(c) (S) (relating to war loss recoveries), see section 
127 (c) (5) and the regulations thereunder. 

(B) By adding at the end of (d) thereof the following: 

For special provisions in the case of an overpayment resulting from the 

application of Section 127(c) (S) (relating to war loss recoveries), see section 

127(c) (5) and the regulations thereunder. 

(This Treasury Decision is issued under the authority containeR 

in sections 62 and 6791 of the Internal Revenue Code (5S Stat. M& 



467; 26 U. S. C. 62, 8701) and in section 127(c) of the Internal Reve- 
nue Code (65 Stat. 511; 26 U. S. C. 127(c) ) . ) 

JoEIN S. GRAEIAM& 

Acting Commiss~'oner of Internal Revenue. 

Approved December 29, 1952. 
1 EI oxf A S J LY N C I I 

Acting Secretary of the I'reasury. 

(I iled with the Division of the Federal Register December 30, 1952, 11: 32 a. m. ) 

SUPPLEMENT C. — CREDITS AGAINST TAX 

SECTION 181. — TAXES OF FOREIG'X COUYTRIES AND 
I'OSSESSEOiWS OF UNITED STA'1'ES 

SEcrIoN 29. 181 — 1: Analysis of credit for 
taxes. 

(Also Sections 29. 181 — 4, 20. 181 — 8, 
29. 181-10. ) 

T. D. 5975 

TITI. E 2G — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AI'TER DECEXIBER Sl, 1941 

Regulations 111 amended to conform to section 302 of the Fxcess 
Profits Tax A«t of 1950 and section 3-11 (c) and (d) of the Revenue 
Act of 1991. 

TR ASUIIY DEPARTMKN T~ 

OrrICE OI' CORISIISSIGNER OF INTERNAL REVENUE, 
ll ashington 85, D. C. 

J'o Ogcers and Ilmployees of the Internal Revenue Service and Others 
Concerned: 
On Xovember 25, 1052, there xvas published in the Federal Register 

(17 F. R. 10705) a notice of proposed rule naaking to conform Regu- 
lations 111 [26 CFR, part 29] to section 802 of the Excess Profits 
Tax Act of 105, relating to the foreign tax credit, approved January 
8, 1951. No objection to the rules proposed having been received, the 
amendments set forth below, including a supple~mental amendment 
(to conform section 29. 181 — 8 of Regulations 111 to section 841 (c) 
and (d) of the Revenue Act oi 1951) which Yeas not published with 
the above notice, are hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
20. 181 — 1 [26 CFR 29. 181 — 1] the following: 

SEC. 302. FOkEIGN TAX CREDIT [EXCESS PROFITS TAX ACT 
OF 19, ")0, APPROVED JANUARY 3, 1951]. 

(a) That portion of section 131(a) of the Internal Revenue Code 
which precedes paragraph (1) thereof is hereby amended by inserting 
after "subchapter E" the following: "and except, with respect to the 
tax imposed under subchapter D, only to the extent provided in sub- 
section ( j ) ". 

(b) Section 131 of such Code is hereby amended by addirg at the 
end thereof the following new subsection: 
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"(j) Tax IxIPOSED BY Suliciixsrv&; D, — This section shall be applicable 
for purposes of the tax in&posed by subchi&pter D, but the tax paid or 
accrued to any country shall be dcenied to be the anlount of such tax 
reduced by the aniount of the credit alloived under this sec(. ion with 
respect to such tax against the tax iiuposed by this chapter without 
regard to subchapter D. The amount of the credit taken uuder tliis sub- 
section shall lie subject to each of the fono&vin ~ conditions: "(1) The amount of the credit in respect of the tax paid or accrued 

to anv country shall not exceed the same proportion of the tax 
against which such credit is taken, which the taxpaver's excess 
profits net income from sources within such country bears to its 
entire excess profits net incoine for the saiue taxable year; and 

"(2) The total auiount of the credit slmll not exc&ed the same 
proportion of the tax against which su& h credit is taken, w hich the 
taxpayer's excess profits net incoiue from sources without the United 
States bears to its entire excess proiits net income for tlie same 
taxable year. " 

PAR. 2. Section 20. 1, '3l — 1, as amended by Treasury Decision 5068 
[page 206, this Bulletin], approved December 30, 1952 [26 CFR 
29. 181 — 1], is further amended by adding at the end of the fifth para- 
graph thereof the follow ing sentence: 
For taxable years ending after June 80, 1050, credit for taxes shall be alloived 
against the excess profits tax imposed by subchapter D of chapter 1, but only 
to the extent provided in section 131(j) and section 29. 191 — 10. 

PAR. 8. Section 20. 181 — 4, as amended by Treasury Decision 5812 
[C. B. 1050 — 2, 55], approved October 6, 1050 [26 CFR 29. 131 — 4], is 
further amended by deleting 'income" from the second sentence of 
(a) thereof, so that such sentence will read as follows: 
The Commissioner will thereupon redetermine the amount of the tax of such 
taxpayer for the rear or years for which such incorrect credit was granted. 

PAR. 4. Section 29. 131 — 8, as amended by Treasury Decision 5855 
[C. B. 1951 — 2, 141], approved September 18, 1051 [26 CFR 20. 181 — 8], 
is further amended as follows: 

(A) By inserting "for purpose of the income tax" in that part of 
the first sentence of the first para&fraph thereof which reads "is the 
tentative credit in respect of the taxes paid or accrued to such coun- 
try or possession. ", immecliately after "tentative credit", so that such 
part will read as follows: 
is the tentative credit for purpose of the income tax in respect of the taxes paid 
or accrued to such country or possession. 

(B) By striking out that part of the first paragraph thereof vvhich 

follows the words "paid or accrued to foreign countries or possessions 
of the United States. " and inserting in lieu thereof the following: 
In computing the tax against which the credit is taken there must, for taxable 
years beginning before January 1, 1948, be excluded the iax, if anv, imposed 
by section 102; and, for any of such taxable years as begin after December 
91, 1941, there must also be excluded the add'. tional tax, if anv. imposed for the 
taxable year under the provisions of section 127(c) (9). I&'or taxable years be- 

ginnin after December 91, 1942, there must be excluded, in computing the tax 
against which the creclit is taken, the tax'imposed by section 102, tlie addi- 
tional tax imposed for the taxable year under the provisions of section 127(c) 
(3), the tax imposed by section 460 (prior to its repeal by section 6(a) of the 
Individual Income Tax Act of 1944), and also for taxable years beginning:ifter 
December 91, 1950, the tax imposed by section 480 and, for taxable years ending 
after June RO, 1960, tliere must also be excluded, except to the extent provided in 
section 181(j) and section 20. 181 — 10, the excess profits tax imposed by subchap- 
ter D of chapter 1. 

26aaa4o Sa 1g 
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8, 775 

(C) By adding at the end of the seventh paragraph thereof. , which 
paragraph precedes example (4) and begins with the words "As to the 
allowance of credit, ", the following new sentence: 
As to the allowance of credit for such taxes against the excess profits tax im- 

posed by subchapter D of cliayter 1, see section 181(j) and section 29. 181 — 10. 

PAR. 5. There is inserted immediately after section 29. 131 — 9 [26 
CFR 29. 131 — 9] the following new section: 

Szc. 29. 181 — 10. Cnsnir AoAnxsT ExcEss PROFITs TAX IMPosED nx SUBcHAPTER 
D. — For taxable years ending after June 80, 1950, a domestic corporation is 
allowed a credit against the excess profits tax imposed by subchapter D of 
chapter 1 for the amount of any income, war profits, and excess profits taxes 
paicl or accrue&1 during the taxable year to any foreign country or to any pos- 
session of the United States. To the extent yertinent, the provisions of section 
131 and sections 20. 181 — 1 through 29. 131 — 9 are applicable for the purpose of 
claiming credit for taxes under this section, except that for such purpose the 
aruourit of income and profits taxes paid or accrued during the taxable year to 
auy foreign country or possession shall be deemed to be the amount of such 
taxes actually paid or accrued reduced by the amount of such taxes allowed as 
a credit under section 181 against the tax imposecl by chapter 1 without regard 
to the excess profits tax imposed by sul&chapter D. See section 20. 131 — 8 as to 
the amount of such credit allowable and as to the computation of the tax 
against which, such creclit may be taken. 

The amount of the income and profits taxes paid or accrued (including the 
taxes which, in accordance with the provisions of section 131(f), are deemed 
to have been paid) during the taxable year to each foreign country or possession 
of the United States, limited under ~ection 131(j) (1) so as not to exceed that 
proportion of the excess profits tax which the taxyayer's excess profits net 
income from sources witn'. n such country or possession bears to its entire excess 
profits net income for the same taxable year, is the tentative credit for the pur- 
pose of this section in respect of the taxes paid or accrued to such country or 
possession. The sum of these tentative credits, limited under section 181(j)(2) 
so as not to exceed that proportion of the excess profits tax which the taxpayer's 
excess profits net income from sources without the United States bears to its 
entire excess profits net income for the same taxable year, is the amount allow- 
able as a credit against the excess profits tax for income or profits taxes yaid 
or accrued to foreign countries or possessions of the United States. For the 
determination of the excess proilts net income, see sections 40. 488(a) — 1 and 
40. 488(a) — 2 of Regulations 180. For the determination of the source of such 
net income, see section 110 and the re ulations thereunder. 

The application of this section may be illustrated by the following exaiuples 
involving tbe calendar year 1951. 

Example (1). In this example it is assumed that the taxpayer has no income 
or loss from any foreign country other than Country X. Accordingly, the limi- 
tation under section 181(j) (2) will not change the credit determined after 
applying section 181(j) (1). 
(A) Normal tax net income from all sources $100, 000 
(I)) Total nornial iax and surtax (before section 181 credit) 45, 250 
(C) Normal tax net income from foreign Country X 90, 000 
(D) Foreign tax paid on Country X income 49, 500 
(E) Limitation on foreign tax under section 181(b) (1) and (2) to 

determine section 181(a) credit allowable a ainst normal tax 
and surtax: 

$0O, OOn 

$100 000 x $45 40i 725 

(F) Foreign tax credit allowable against normal tax and surtax (for- 
eign tax, but not in excess of above limitation of $40, 725) 40, 725 

(G) Excess profits net income from all sources 80, 000 
(II) Excess profits net income from foreign Country X 75, 000 
(I) Excess yrohts credit 60, 000 
(J) Excess profits tax (before section 181 credit) 6, 000 
(K) Foreign tax paid on Country X income for the purpose of sec- 

tion 181(j): 
$49, 500 — $40, 725 = 
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(I, ) Limitation on foreign tax under section 181(j) (1) and (2) to 
determine section 131(j) credit allowable against excess profits 
tax: 

$40 

4, 875 

$75, 000 
$80, ooo x$ ' $5, G25 

(AI) Foreign tax credit allovvable against excess profits tax (foreign tax 
for purpose of section 131(j), but not in excess of above limita- 
tion of $5, 625) 5, 625 

(f() Total income and excess profits tax (before section 131 credit): 
$4&, "50 plus $6, 000= 51, 250 

(()) Total credit under section 131: 
$40, 725 plus $5, 625= 46, 350 

(P) Total income and excess profits tax after credit under section 131: 
$51, 250 — $4G, 350= 4, 900 

Eram)ile (2). The facts are assumed to be the same as those under exaniple 
(1), except that there is a net loss of $10, 000 allocable to foreign Country Y, 
which net loss ivas tal'en into account in determining the normal tax net income 
from all sources of $100, 000 (item (A), example (1) ) and the excess profits net 
income from all sources of $80, 000 (item (G), example (1) ). The total incoine 
and excess profits tax after credit under section 131 is computed as follows: 

(A) Tentative foreign tax credit under section 131(b) (1) allowalile 
a"ainst normal t:ix and surtax (foreign tax paid on Country 
X inconie, but not in excess of limitation under section 
131(b)(1)): 

$90, 000 
$100, 000 

(B) Limitation on foreign tax under section 131(b) (2) to determine 
section 131(a) credit allowable against normal tax and surtax: 

$80, 000 
3G, 200 

$100, 000 

(C) Foreign tax credit allowable against normal tax and surtax (ten- 
tative credit under section 131(b) (1), but not in excess of $36, 200, 
limitation under section 181(b) (2) ) 3"), 200 

(D) Foreign tax paid for the purpose of section 131(j): 
$49, 500 — $86, 200= 13, 300 

(E) Tentative foreign tax credit under section 131(j) (1) allowable 
against excess profits tax (foreign tax for purpose of section 
131(j), but not in excess of limitation unrler section 181(j) (1) ): 

$, "'oox$6, ooo= 
$80, 000 

(F) Limitation on foreign tax under section 181(j) (2) to determine. 
section 131(j) credit allowable against excess profits tax: 

$65, 000 4, 875 
$80, 000 

(G) Foreign tax credit allowable agaiust excess profits tax (tentative 
credit under sectio~ 131(j) (1), but not in excess of $4, 675, limi- 

tation under section 131(j) (2) ) 
(H) Total income and excess profits tax (before section 131 credit): 

$45, 250 plus $6, 000= 51, 250 

(I) Total credit under section 131. . 

$36, 200 plus $4, 875= 41, 075 

(Z) Total income and excess profits tax after credit under seciion 131: 

$51, 250 — $41, 075- 10, 175 
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(This Treasury Decision is issued under the authority contained 
in sections 62 and 3791 (53 Stat. 32, 467; 26 U. S. C. 62, 3791) of 
the Internal Revenue Code. ) 

JOHN S. GRAII. SM, 
Acting Commissioner of Interna/ Revenee. 

Approved Ja. nuary 28, 1953. 
M. B. FoLsoM, 

Acting 8ecretary of the Treasttry. 

(I'iled with the Division of the Federal Register February 2, 10u3, 8: 52 a. m. ) 

SEOTIoN 29. 131 — 1: Analysis of credit for 
taxes. 

INTERNAL REVENUE CODE 

Rev. Rul. 7 

The tax imposed under section 22(h) of the b'ational Internal 
Revenue Code of the Republic of the Philippines, upon the net income 
of nonresident alien individuals not engaged in trade or business 
within the Philippines or not having an oflice or place of business 
therein, falls within the United States concept of an income tax and 
is allowable as a credit against United States income tax to the 
extent provided by section 131 of the Internal Revenue Code. 

Advice is requested whether the tax imposed under section 22(b) 
of the National Internal Revenue Code of the Republic of the 
Philippines, upon the net income of nonresident alien individuals not 
engaged in trade or business within the Philippines or not having an 
OSce or place oi business therein, qualifies as an income tax which 
may be allowed as a credit against United States income tax. 

Section 22(b) of the National Internal Revenue Code of the Repub- 
lic of the Philippines reads as follows: 

(h) nonresident alien not engaged in, trade or business uithin the Philippines 
or not having an office or place of business therein. — There shall be levied, 
assessed, collected, and paid for each taxable year upon the entire net income 
received from all sources within the Philippines by every nonresident alien 
individual not engaged in trade or business within the Philippines or r. ot having 
an office or place of business therein a tax equal to sixteen tier centuni thereof: 
Provided, That if the total net income of such nonresident alien individual from 
all sources within the Philippines exceeds fourteen thousand seven hundred and 
fifty pesos, the rates established in section twenty-one shall apply. 

Section 21 of the Philippine National Internal Revenue Code pre- 
scribes the rates of tax applicable to net incomes of citizens or residents 
of the Republic oi the Philippines. The provisions of the Philippine 
Code. detining gross income and allowing the deduction of certain 
expenses in computing net income are analogous to the corresponding 
provisions of the United States Internal Revenue Code. 

Section 131 of the United States Interintl Revenue Code provides in 
part as follows: 

(a) Ar. LowANcE QF CREDIT. — If the taxpayer chooses to have the benefits of 
this section, the tax imposed by this chapter [chapter 1 of the Code] 
shall be credited with: 

(1) CITIzENs AND DQMEsTIc coRPORATIONs. — In the case of a citizen of 
the United States " ~ * the amount of any income * * * taxes paid 
or accrued during the taxable year to any foreign country 

In construing the provisions of the Federal internal revenue laws 
relative to credits for foreign income taxes, the Bureau has held that 
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in order for a tax to be allowable as a credit uncler section 1, "&1, the 
tax imposed by the foreign country must be a tax on "income' ivithin 
the meaning of that term as used and understood for Federal income 
tax purposes. (See G. C. M. 18182, C. B. 10«7 — 1, 140. ) It is held that the t;ix imposed under section 22(b) of the National 
Internal Revenue Code of the Republic of the I'hilippines, upon tlie 
net income of nonresident alien individuals not engaged in trade or 
business within the I'hilippines or not bavin«an ollice or place of 
business therein, falls within the United States concept of an income 
tax and is allowable as a credit against United States income tax to 
the extent proviiled by section 131 of the Internal Revenue Coile. 

SEcTIoN 2!). 1'&1 — 1: Analysis of credit for 
taxes. 

INTERNAL REVL'NUN CODE 

Iicv. Rill. 01 

The taxes iniposed by chapter IV of Culmn I. aw No. 7, approved 
April 5, 1943, as aiuended by article 25, chapter IV of Cuban Law 
No. 2, approved iliay 22, 1951, do not constitute income taxes or 
taxes in lieu of income taxes, for which a credit is allowable a "ainst 
United States income tax under section 131 of the Internal Revenue 
Code. 

Advice is requested whether the taxes imposed by cha. pter IV of 
Cuban I. aw No. 7, approved April 5, 1NG, as amended by article 25, 
chapter IV of Cuban I. aw No. 2, approved May 22, 1051, fall within 
the United States concept of tin income tax for Ivhich a credit against, 
United States income tax is allowable under section 181 of the Internal 
Revenue Code. 

The pertinent provisions of chapter IV of Cuban Law No. 7, as 
amended, read as follows: 

ARTIoLE 14. A tax of four pesos ($4. 00) is hereby levied on each one thousand 
pesos or fraction thereof, on the capital, estimated at its real worth, with which 
every partnership or company of any sort or description, Ivhether civil or 
mercantile, national or foreign, may be operating in Cuba. 

ARTIGLE 15. Without preiudice to the tax on profits, referred to in the Law 
of January 29, 1901, and its modifications, which will continue to be paid as 
heretofore, a tax is established of fifteen per centum (15@&) additional on any 
profits in excess of ten per centum of the capital taxed in the m inner specified in 
the preceding Article. 

Section 181 of the Internal Revenue Code provides in part as 
follows: 

(a) ALLowANOE oF CREDIT. — If the taxpayer chooses to have the benefits of 
this section, the tax imposed by this chapter [chapter 1 of the Code] 
shall be credited with: 

(1) CITIzENs AND DOFIEsrro coRroRATIoss. — In the case of a citizen of 
the United States and of a domestic corporation, the amount of any income, 
viar-profits, and excess-profits taxes paid or accrued during the taxable year 
to any foreign country or to any possessio~ of the United States; and 

(h) CREDIT FoR TAREB IN I. IEu or IxcoxrE, ETO. , TAxEs. — I'or the purposes of 
this section and section 20(c) (1), the term "income, war-profits, and excess- 
profits taxes" shall include a tax paid in lieu of a tax upon incouie, war-profits, 
or excess-profits otherwise generally imposed by any foreign country or liy ny 
possession of the United States. 

In order for a tax paid to a foreign country to be allov'able as a, 

creclit against United States income tax under section 131 of the Code 
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it must be shown that the tax imposed by the foreign country is an 
income tax as that term is used and understood for United States in- 
corne tax purposes, or is a tax in lieu of an income tax. (See 6. C. M. 
18182 (C. B. 1987-1, 149) and I. T. 4065 (C. B. 1951 — 2, 74) . ) 

The Cuban tax referred to above consists of two levies: (1) a tax 
of 4 pesos on each one thousand pesos or fraction thereof on the capital 
with which a taxpayer may be operating in Cuba (article 14 as 
amended, supra), and (2) a tax of 15 per centum on profits in 
excess of 10 per centum of the capital declared for the purposes of 
article 14 (article 15, supra). The first levy is comparable in nature 
to the Capital Stock Tax imposed by section 105 of the United States 
Revenue Act of 1985 (49 Stat. 1014, C. B. XIV — 2, 556, 559 (1985) ) 
and the second levy is comparable in nature to the kxces~s Profits Tax 
imposed by section 106 of the same act. 

In determining whether the tax imposed by section 106 of the Reve- 
nue Act of 1985, supra, qualified as an income tax the United States 
Circuit, Court of Appeals, in Superheater Co. v. Commissiorxer (125 
Fed. (2d) 514), stated in part as follows: 

Congress did not have in mind merely additional income taxes im- 
posed in special rates applicable to specifi income but ~ * * its aim was 
much broader. These excess profits taxes are closely related in purpose to mak- 
ing workable the capital stock tax provisions of section 105 of the Revenue Act 
of 1935. * ~ ~ They are laid in section 106 * * * "upon the net income 
of every corporation for ea«h ineoxne-tax taxable year ending after the close 
of the first year in respect of which it is taxable under section 105. " Under the 
latter section an excise tax * ~ * was imposed on each one thousand dol- 
lars of the adjusted declared value of the capital stock of every domestic corpora- 
tion carrying on business for any part of a taxable year. This declared value was 
whatever the corporation chose to make it. And so to make it worth while for 
the corporation to put the declared value in proper relation to the actual value 
the excess profits tax here involved was laid in section 106 on the excess of the 
corporation's net income over a stated percentage of the adjusted declared 
value of its capital stock. * * * It is more of a check upon the exercise 
of ~ ~ " discretion than anything else. * * * And it is interesting 
to note in this connection that when the excess profits tax in the Second Revenue 
Act of 1940 was enacted, c. 757, 54 Stat. 974, the excess profits tax here involved 
was ~ ~ ~ referred to in section 506 of the 1940 ~ * ~ Act as the "de- 
clared value excess-profits tax". 

While it cannot be gainsaid that this tax is laid on specifi income and in 
that sense is related to the ordinary income tax which is, indeed, computed under 
a formula which has as one factor the deduction of any such excess profits tax, 
its closer kinship is to the "apital stock tax which obviously is not an income tax 
at all. 

The tax imposed by article 14, supra, is clearly a levy on the capital 
with which an organisation is operating in Cuba. The tax imposed by 
article 15, suprax is, by United States standards, a dec]ared value 
excess profits tax. Accordingly, it is held that such taxes do not con- 
stitute income taxes or taxes in lieu of income taxes for which a credit 
is allowable against United States income tax under section 181 of the 
Internal R, evenue Code. 

SEOTION 29. 181 — 1: Analysis of credit for 
taxes. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5968, page 206. ) 
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SEcTICN 29. 131-1: Analysis of credit for 
taxes. 

INTERNAL REVENUE CODE 

Ouamanian income tax with respect to compensation receivecl by 
United States citizens for services performed on Cruam. (See Rev. 
Rul. 8, page 300. ) 

SUPPLEMENT D. — RETLRNS AND PAYMENT OF TAX 

SECTION 141. — CONSOLIDATED RETURNS 

SEcTIDN 24. 11, REUULATIDNs 120: CQIlsolidated 
returns for subsequent years. 

INTERNAL ItEVENUE CODE 

Rev. R»1. 17 

Filing of consolidated Federal income tax returns for the calenilar 
year 19X2 and for fiscal years ending in 1!15X by a&tinted 
corporations. 

Section 141(a) of the Internal Revenue Code provides in part that 
the making of a consolidated return shall be upon the condition that 
all corporations Ivhich were inembers of the afhliated group consent 
to all the consolidated return regulations prescribed under section 
141(b) prior to the last day prescribed by law for the filing of such 
returns. 

Section 24. 11(a) of Regulations 129 provides tliat if a consolidated 
return is niade for any taxable year, a consolidated return m»st be 
made for each subsequent taxable year during which the affiliated 
group remains in existence unless certain conditions are met. One 
such condition set forth in clause (2) is that, subsequent to the exercise 
of the election to make consolidated returns, chapter 1 of the Inter»al 
Revenue Code to the extent applicable to corporations, or the consoli- 
dated return re«ulations which have been consented to, have been 
so amended as to make less advanta«cons to afhliated groups as a 
class the continued filin«of consolidated returns, re«ardless of the 
e6'ective date of such amendment. 

Neither the provisions of the Internal Revenue Code nor the con- 
solidated return regulations-(as amended by Treasury Decision 5015, 
C. B. 1952 — 2, 148) which were applicable to the filing oi consolidated 
returns for the calendar year 1951 and fiscal years ending in 10, 'i2 

have been Iurther amended so as to make less advantageous to afiiliated 
groups as a class the continued filing of consolidated returns for 
subsequent years. Accordingly, an affiliated group of corporations 
which filed a consolidated Feder~al income tax return for the calendar 
year 1951 or for a fiscal year ending in 1052 must file a consolidatecl 
Federal income tax return for the calendar year 1052 or for the fiscal 
year ending in 1053, whichever is applicable, unless a change of the 
type which will give rise to a new election is made in the Internal 
Revenue Code, or the consolidated return regulations, prior to the 
last day prescribed by law for the filin of sucli return, or unless a 
new election is available to the affiliated group by reason of the pro- 
visions of section 24. 11(a) (1) or section 24. 11(a) (3) of Regulations 
129. 
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SECTION 148. — AVITIIIIOLDING OF TAX AT SOURCE 

SEGTior 29. 148-1: Withholding tax at source. 
(Also Section 144, Section 29, 144 — 1. ) 

T. D. 5956 

TITI. E 26 — INTERNAL REVENUE. — CHAPTER I, ST. 'BCHAPTER A, PART 7. — 
TAXATION PURSUANT To TRZATIL'S. — SUBPART — NORWAy, REGULATIONS 
EICYLCCTIVE JANUAIIY 1, 1952 

Release or refund of excess tax withheld, and exemption from 
withholding under sections 143 and 144 of the Internal Revenue 
Code in the ease of residents of Norway and of Norwegian corpora- 
tions, as affected by the reciprocal income tax convention between 
the United States and the Kingdom of Norway proclaimed by the 
President of the United States on December 13, 1051. 

TREA SURV DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Wa8h1'eton 8~, D. C. 
To Ogcere and Ernployeee o j the Internal Revenue Service and Other8 

Concerned: 
TABLE OF CONTENTS 

Seetiou 
7. 100. Introductory. 
7. 101. Interest. 
7. 102. Dividends. 
7. 103. Patent and copyright royalties and film rentals. 
7. 104. Natural resource royalties and real property rentals. 
7, 105. Pensions and life annuities. 
7. 100. Release of excess tax withheld at source. 
7. 107. Information to be furnished in ordinary course. 
7. 108. Beneficiaries of a domestic estate or trust. 
7. 109. Ret'und of excess tax withheld during 1951. 

SzcTION 7. 100. INTROUUUTORy. — The income tax convention between 
the United States and the Kingdom of Norway, signed June 13, 1949, 
proclaimed by the President of the United States on December 13, 
1951, and effective for taxable years beginning on or after January 1, 
1951, hereinafter referred to as the convention, provides in part as 
follows: 

ARTICLE I 

(1) The taxes referred to in this convention are: 
(a) In the case of the United States of America: The Federal income 

tax, including surtaxes. 
(b) In the ease of Norway: The national and the communal income taxes, 

including the old age pension tax, the war pension tax, the tax on bank 
deposits, and the seamen's tax. 

(2) The present convention shall also apply to any other income taxes of 
a substantially similar character imposed by either contracting state subse- 
quently to the date of signature of the present convention. 

ARTICLE II 
(I } As used in this convention: 

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

(b) The term "Norway" means the Kingdom of Norway; the provisions 
of the convention shall not, however, extend to Svalbard and Jan Moyen, 
nor do they apply to the Norwegian dependencies outside Europe. 

(c) The terin "permanent establishment" means a branch office, factory, 
workshop, warehouse, or other fixed place of business, but does not include 
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the casnal and temporary nse of merely storage facilities, nor does it in- 
clude an a 'en& y unless the agent hns and exercis&s a general nnthority 
to negotiate and conclude cont&'acts on behalf of an enterprise or has a 
stocl- of n&erclmndise fro&u which he re'uh&rly fills or&iers on its beh:&if. 
ln enterprise of one of the contractin' states shall not be deemed to have 
a peru&anent cstnblishm ut in the other st;&te merely because it carries ou 
busin«ss dealin 's in such other state throu, 'h a bonn fan&pa conm&ission agent, 
brol-er, or «ustodian actin in the ordinary course of his busin«ss as such. 
The fact th &t »u enterprise of one of the contr»cting stat&. 's maintains in 
the other state a lixed place of bnsincss exclusively for the purcba, e of 
'oods & r n&e&«handise snail not of its&'lf constitute such fix&'d pla&e of I&nsi- 

ness a perm:&nent establishment of sn&i& enterprise. 'I'he fnct that a corpo- 
ration of one contr;&ctin state has a subsidiary corpor»tion &vhich is a 
corporation of the other state or which is engaged in trade or business 
in the other state shall not of itself constitute thnt subsidiary corporation 
a permanent establishment of its parent corporation. 

(d) Tbe ter&u "enterprise of one of the coniractin st&&tes" means, as 
the c»se &uny be, "United States enterprise" or "Nor&v& 'ian enterprise". 

(e) The &er&n "enterprise" includes every form of undertaking whether 
carried on by:&n indivi;lual, partnership, corporation, or any other entity. 

(f) The term "1'nited States euterpri. &" means;&n enterprise carried on 
in the I »ited Stat& s l&v a resident of the 1»ited Staies or by a United 
States corporation or other entity; the tern& "United States corporation 
or other entity" means a partnership, corporation or other entity created 
or orgauize&1 in the Unit&'d States or un&1er the law of the United States 
or of any State or Territory of the I'nited States. 

(g) The ter&n 'Nor&vegian enterprise" means an enterprise carried on 
in Norwav by a resident of No&way or by a Norwegian corporation or 
other entity; the term "Norw&, ian corporation or other entity" means a 
partne&ship, corporation. or other entity created or organized in Norway 
or nn&1 ~r Nor&vegi;&n la&vs. 

(h) The term "co&upetent authorities" means, in the &use of the I'nited 
States, the Coma&issioner of Internal Itevenue or his authorized represent- 
ative: aud in the case of Nor&vay, the 1&tinistry of Fin:&nce and ('nstoms. 

(2) In the application of the provisions of the present convention by oue of 
the contracting states any term not otherwise defined shall, unless the con- 
text other&vise requires, have tl&e mennin which such teriu has under its own 
tax laws. 

Auric». i VI 

Interest on bonds, securities, notes, debentures, or on any other form of 
indebtedness derived fro&n sources within one of the contracting states by a 
resident or corporatiou or other entity of the other contracting state not bavin 
a per&nan&nt establishment in the forruer state shall be exempt from taxation 
in such former state. 

ARY&cr. E VII 

Itoya)ties and other amonnts derived, as consideration for the right to use 
copyrights, artistic and scientific works, patents, designs, secret processes and 
formulas, trade-marl. s and other like property (including rentals and like pay- 
ments in respect of motion picture fil&ns), from sources within one of the con- 
tracting states by a resideut or corporation or other entity of the other 
contra«tin~ state not bavin~ a permanent establishment in the former state 

h shall be exempt from taxation in such former state: Pron(ded, That each of t &e 

contracting states reserves the right according to the principles of Article IV 
to deny a deduction to the payor thereof for such royalty or any portion thereof 
as is not considered by the revenue authorities of such state to be reasonable 
consideration for the right to use the property referred to in this Article. 

AavtcLu VIII 

(I) Inco&ue from real property (not including interest derived from mort- 

gages and bonds secured by real property) and royalties in respect of the opera- 
tion of mines, Quarries, or other natural resources, shall be taxable only iu the 
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contracting state in which such property, mines, quarries, or other natural re- 
sources are situated. 

(2) A resident or corporation of one of the contracting states deriving any 
such income from sources within the other contracting state may, for any taxable 
year, elect to be subject to the tax of such other contracting state, on a net basis, 
as if such resident or corporation were engaged in trade or business within such 
other contracting state through a permanent establishment therein during such 
taxable year. 

ARTIcLE XI 

(2) Private pensions and life annuities derived from within one of the con- 
tracting states and paid to individuals residing in the other contracting state 
shall be exempt from taxation in the former state. 

(3) The term "pensions", as used in this Article, means periodic payments 
made in consideration for services rendered or by way of compensation for 
injuries received. 

(4) The term "life annuities" as used in this Article means a stated sum 
payable periodically at stated times during life, or during a specified number of 
years, under an obligation to make the payments in return for adequate and 
full consideration in money or money's worth. 

ARTICLE XV 

With a view to the more effective imposition of the taxes to which the present 
convention relates, each of the contracting states undertakes, subject to reci- 
procity, to furnish such information in the matter of taxation, which the authori- 
ties of the state concerned have at their disposal or are in a position to obtain 
under their own law, as may be of use to the authorities of the other state in 
the assessment of the taxes in question and to lend assistance in the service of 
docuInents in connection therewith. Any information so exchanged shall be 
treated as secret and shall only be disclosed to persons (including a court) con- 
cerned with the assessment, determination, a. nd collection of the taxes which 
are the subject of the present convention, or the determination of appeals in 
relation thereto. No information shall be exchanged which would disclose a 
trade, business, industrial, or professional secret. Information and correspond- 
ence relating to the subject matter of this Article shall be exchanged between 
the competent authorities of the contracting states in she ordinary course or on 
request. 

ARTIGLE XVI 

In accordance with the preceding Article and insofar as may be found to be 
practicable, the coInpetent authorities of each contracting state shall forward to 
the competent authorities of the other contracting state as soon as practicable 
after the close of each calendar year the following information relating to such 
calendar year: 

The names and addresses of all addressees within such other State deriv- 
ing from sources within the former State dividends, interest, royalties, pen- 
sions, annuities, wages, salaries, rents, or other axed or determinable annual 
or periodical income, showing the amount of such income with respect to 
each addressee. 

lac I ~ 

ARTIGLE XVIII 
The state to which application is made for information or assistance shall 

comply as soon as possible with the request addressed to it except that such state 
may refuse to comply with the request for reasons of public policy or if compli- 
ance would involve violation of a trade, business, industrial, or professional 
secret. 

0 0 

ARTICLE XX 
(I) The provisions of this convention shall not be construed to deny or affect 

In any Ioanner the ri ht of diplomatic and consular oillcers to other or additional 
exemptions now enjoyed or which may hereafter be granted to such ofilcers, 
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(2) The provisions of the present convention shall not be &'onstrued to re- strict in any manner any exemptinn, dedn&ti&&n, ere&lit, or oth& r all«wance now 
pr hereafter accorded by the la&vs of one of tire contractir& states in the determ[- 
nation of the tax inrpnsed by such stnte. 

(3) Shnuld anv difficulty or doubt arise as tn the interpretation or application 
pf the present conventiou, or its rehlt[onsh[p to convent i««s l&ei &veen one of the contractin states and any other state, the con&petent aulhoritics of the cuutract- 
ing stat~s may settle the questi«n by mutu»l a rceu&ent. 

ART&C&. E X XI 
(I) The con&petenr aurhnrities of the t&vo contra«ting st;&tes may pr& scribe 

rcgrllations necessary to carry into effect the present, convm&fion within the 
recpc& tive states. Ivith respect to the provisions of this convention relating 
tp exchange nf infort«ation, s( rvice of do&'u&r&(nts, and mutnal assis&ance in the 
coll('& ti&&n of taxes, sr&«h authoriti, s n&ny, by corr«r&nn agre& u&ant, pres& ril&e rules 
con& erning r»atte&'s of l&rncedure, fn&sns of alq&licatiou and re['li('s thereto, con- 
version of cnrrc««y, disi&nsirinn of »mounts coll( cte(1, costs of collection, mir&i- 
murn a&«onnts cuhj« t tn m&lie& tinn, an&1 related matters. 

(2) The cnmp( ter&t anti&nritics nf the two cor&&ra&ting stares m:&y cornmnni- 
cate with err& h or her directly f«r tt&e p«rpuse of givin'" ei'1'e&'t tn tbe provisions 
of this cnnventi«n. 

A &rf re&. E X X II 
(11 'I'he pr& s('nt & nnvcnfinn chnll I&e ratified and th« irrstruments of ratifi&ation 

shall be exci&a«ged at Vrashingt«n as sn«n as p«ssible. It sh«ll have eft'ect fnr the 
taxable years b( "&nr&ir&g on or after the 1st day of J»nnary of the year in which 
such ex' h;&««e t;&kcs ph&& e. 

&2) The pres& «t c«t&ve«lion sh;&ll (n«&inne efie&five f&&r a period of 5 years 
and i«drtinirely;&fter that peri«d, lint m;&y l&e terminated by either of the con- 
tracting st»res at th( & r&d nf the fi-year [&( ri«d nr at a«y time ther& after, provided 
that at [e&rst 8 m«nths' prior no&i& e of termir»; tinn t&as b«n given arri, in such 
event, the pr«s««t cnnv& «linn shall crease &n be eire&'tive f«r ti&e taxable years 
beginning nn or after tl&e 1st day of Ja«ua&y next fouuwing the ex[&iration of 
the 6-month p«rind. 

As used in this Treasury I)ecision, nny term defined in the nbove 
articles of the co»ve»tinn shall have the meaning so;rssi&rr&ed to it; 
any term not co &lejined sh;rll, u»less the co»text other(vise requires, 
have the nreanin&r which such term hns under the Ir&ter»al Hevenue 
Code. 

SFc. 7. 101. II& 1'E[(FST. — (a) flenera/. — Interest on bonds, securities, 
notes, debentures, or on any other form of indebtedness. including 
interest on obli«ntior&s of the United States, oblig;&tio[rs of instrumen- 
talities of tl&e I;nited States, and mortga«es arid bonds secured by 
real property, derived from sources within the United States and 
received in taxnble yenrs begirt»ing on or after Jniruary-1& 10, '&1, by a 
[ronresiderrt alien (includin&r a nonresident alien individual, fiduciary, to 
and partnership) who is a resident of Norway, or by a 5orwe«ian 
corporation or other entity. is exempt from United St;&tes tax under 
the provisions of Article VI of the convention if such alien, corpora- 
tion, or other entity at no time during the tnx;rble year had a pernla- 
nent establishment in t]re United States. Suc& interest is, therefore, 
not subject to the vvithhol&ling provisions of the Interna&l revenue 
('ode. As to vvhnt constitutes a permanent establishment, sce Article 
II(l) (c) of the cor&vention. 

(&I&) Application of ezemptiof& froth voitlrlrol&lir&&l. — To stop with- 
holdin[I at the source in the case of coupon bond interest the no»resi- 
dent aHen resident in Norway, or the Norwegian corporation or other 
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entity, shall for each issue of bonds submit Form 1001 — NO in dupli- 
cate to the paying agent with each presentation of interest coupons. 
Such form shall be signed by the owner of the interest, trustee, or 
agent and shall show the name and address of the obligor, the name 
and address of the owner of such interest, and the amount of such 
interest. Such form shall contain a statement that the owner (1) is 
a resident of Norway, or is a Norwegian corporation or other entity, 
and (2) has no. permanent establishment in the United States. 

The exemption from United States tax contemplated by Article VI 
of the convention, insofar as it concerns coupon bond interest, is appli- 
cable only to the owner of such interest. The person presenting such 
coupon, or on whose behalf it is presented, shall for the purpose of 
the exemption from tax be deemed to be the owner of 'the interest only 
ii he is, at the time the coupon is presented for payment, the owner 
of the bond from which the coupon has been detached. If the person 
presenting the coupon is not the owner of the bond, Form 1001, and 
not Form 1001-NO, shall be executed. 

The original and duplicate ownership certificates, Form 1001 — NO, 
shall be forwarded to the Commissioner of Internal Revenue by the 
withholding agent with the quarterly return on Form 1012, as pro- 
vided in existing regulations with respect to Form 1001. See section 
29. 148 — 7 of this chapter [Regulations 111]. Form 1001 — NO need not 
be listed on Form 1012. 

For general provisions pertaining to the use, without reference to 
the provisions of the convention, of ownership certificate. Form 1001, 
by nonresident aliens and nonresident foreign corporations, see section 
29. 148 — 4 and section 29. 148 — 6 of this chapter. 

To stop withholding at the source in the case of interest, other than 
interest payable by means of coupons, tlie nonresident alien resident 
in Norway, or the Norwegian corporation or other entity, shall notify 
the withholding agent by letter in duplicate that such income is exempt 
from United States tax under the provisions of Article VI of tlie 
convention. The letter of notification shall be signed by the owner 
of the interest, trustee, or agent and shall show the name and address 
of the obligor and the name and address of the owner of such interest. 
It shall also contain a statement that, the owner is (1) neither a citizen 
nor a resident of the United States but is a resident of Norway or (2) 
a Norwegian corporation or other entity and that such owner has at 
no time during the current taxable year had a permanent establish- 
ment in the United States. In addition, it shall contain a, declaration 
that it is made under the penalties of perjury, such declaration to con- 
sist of a, statement similar to the following: "I declare under the penal- 
ties of perjury that this letter has been examined by me and to the 
best of my l~nowledge and belief is true and correct". 

This letter of notification, which shall constitute authorization for 
the payment of such interest without withholding of United States 
tax at source, shall be filed with the withholding agent for each suc- 
cessive three-calendar-year period during which such income is paid. 
For this purpose, the first such period shall commence with the begin- 
ning of the calendar year in which such income is first paid on or after 
January 1, 19M. Each such letter filed with any withholding agent 
shall be filed not later than 20 days precedin~ the date of the first pay- 
ment within each successive period; or, if such first payment first 



occurs in the calendar year 105, not biter than 45 days following the 
date of approval of this Treasury Decision. 

If such letter is also to be used as authorization for tlie release, 
pursuant to section 7. 106(a), of excess tax withheld f'rom interest, 
other than interest payable by means of coupons, it shall also contain a 
statement that the owner was, at the time when the interest was de- 
rived f'rom which the excess tax I~as withheld, (1) neither a citizen 
nor a resident of the United States but ivas a resident of Norway, or 
(2) a Norwegian corporation or other entity, and that such owiier 
at no time during the taxable year in which the interest ivas derived 
had a permanent establishment in the United States. 

Once a letter has been filed in respect of any thi ee-calendar-year 
pel iod& llo additional letter need be filed in respect thereto unless the 
Commissioner of Internal Revenue notifies the withholdiiig agent that 
an additional letter shall be filed by the taxpayer. If, after filing a 
letter of notification, the taxpayer ceases to be eligible for the exemp- 
tion from United States tax provided by the convention in respect to 
such income, he shall promptly notify the withholding agent by letter 
in duplicate. AVhen any change occurs in the ownership of' the interest 
as recorded on the books of the payer, the exemption from United 
States tax will no longer apply unless a» letter of notificatioii is duly 
executed and filed with the withholding agent by the new oivner of 
record of such interest. 

Each letter of notification, or tlie duplicate thereof, shall be im- 
mediately forwarded by . the ivithholding agent to the Commissioner 
of Internal Revenue, Uniform Audit Br~anch, Alien Returiis Sectior&, 
~) ashington 25, D. C. 

SEG. 7. 102. DIvIOENns. — The convention does not change the rate of 
tax imposed by sections 211(a) and 281(a) of the Internal Revenue 
Code upon dividends. The withholding of the tax with respect to such 
income derived from sources within the United States by nonresident, 
aliens who are residents of Norway, or by Norwegian corporations or 
other entities, is not afi'ected by the convention. See sections 143(b) 
and 144 of the Internal Revenue Code. 

SXG. 7. 103. PATENT AND COPYRIGHT ROYALTIES AND FILII RENTAr. s. — 
(a) General. — Royalties and other amounts (including rentals and like 
payments for the use of, or for the right to use, motion picture films) 
derived from sources within the United States and received in tax- 
able years beginning on or after January 1, 1051, by a nonresiilent 
alien (including a nonresident alien individual, fiduciary, and partner- 
ship) who is a resident of Norway, or by a Norwegian coi poration, 
or other entity, as consideration for the right, to use copyrights, artistic 
and scientific works, patents, designs, secret processes and formulas, 
trade-marks, and other like property, are exempt from United States 
tax under the provisions of Article VII of the convention if such alien, 
corporation, or other entity at no time during the taxable year had 
a permanent establishment in the United States. Such items of income 
are, therefore, not subject to the withholding provisions of the Inter- 
nal Revenue Code, As to what constitutes a permanent establishment, 
see Article II (1) (c) of the convention. 

(5) App/ication of exemption from Ioithholding. — To stop with- 
holding at the source in the case of the itenIs of income described in 
(a) of this section, the nonresident alien resident in Norway, or the 
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Norwegian corporation or other entity, shall notify the withholding 
agent by letter in duplicate that such income is exempt from United, 
States tax under the provisions of Article VII of the convention. The 
provisions of section 7. 101(b) of these regulations relating to the 
execution, filing, and e8ective period of the letter of notification pre- 
scribed therein with respect to interest (other than coupon bond 
interest), including its use for the release of excess tax withheld, are 
equally applicable with respect to the income falling within the scope 
of this section. 

Each letter of notification, or the duplicate thereof, shall be immedi- 
ately forwarded by the withholding agent to the Commissioner of 
Internal Revenue, Uniform Audit Branch, Alien Returns Section, 
Washington 25, D. C. 

SEO. 7. 104. NATURAL RE80URGE RQTALTIEs AND REAL PRQPERTF 
RENTALs. — The convention does not change the rate of tax imposed by 
sections 211(a) and 281(a) of the Internal Revenue Code upon natural 
resource royalties and real property rentals. The withholding of the 
tax with respect to such items derived from sources within the United 
States by nonresident aliens who are residents of Norway, or by Nor- 
wegian corporations or other entities, is not affected by the con- 
vention. See sections 148(b) and 144 of the Internal Revenue Code 
and Article VIII of the convention. 

SEc. 7. 105. PENSIQNs AND LIFE ANNUITIEs. — (a) Genes'al. — Private 
pensions and life annuities, as defined in Article XI (8) and (4) of the 
convention, derived from sources within the United States and paid in 
taxable years beginning on or after January 1, 1951, to a nonresident 
alien individual who is a resident of Norway are exempt from United 
States tax under the provisions of Article XI (2) of the convention. 
Such items of income are, therefore, not subject to the withholding 
provisions of the Internal Revenue Code. 

(0) App/ication of exemption from mithholoIing. — To stop with- 
holding at the source in the case of the items of income described in 
(a) of this section, the nonresident alien individual who is a resident 
of Norway shall notify the withholding agent by letter in duplicate 
that such income is exempt from United States tax under the pro- 
visions of Article XI of the convention. The letter of notification 
shall show the name and address of both the payer and the owner of 
the income and shall contain a statement that the owner, an individual, 
is neither a citizen nor a resident of the United States but is a resident 
of Norway. In addition, it shall be signed by the owner and shall 
contain a written declaration that it is made under the penalties of 
perjury, such declaration to consist of a statement similar to the fol- 
lowing: "I declare under the penalties of perjury that this letter has 
been examined by me and to the best of my knowledge and belief is 
true a. nd correct". 

If such letter is also to be used as authorization for the release, 
pursuant to section 7. 106(a), of excess tax withheld from such items 
of income, it shall also contain a statement that the owner +as, at the 
time when the income was paid from which the excess tax was with- 
held, neither a citizen nor a resident of the United States but was an 
individual resident of Norway. 

This letter shall constitute authorization for the payment of such 
items of income without withholding of United States tax at source 



unless the Commissioner of Internal Revenue subsequently notifies 
the withholding agent that the tax shall k&e withheld with respect to 

ayments of such items of income Inade after receipt of such notice. 
f, after filing a, letter of notification, the owner of the income ceases 

to be eligible for the exemption from United States tax provided by the 
convention in respect to such income, he shall promptly notify the 
withholding agent by letter in duplicate. AVhen any change occurs 
in the ownership of such income as recorded on the books of the payer, 
the exemption from United States tax v. ill no longer apply unless 
a letter of notification is duly executed and filed with the withholding 
agent by the new owner of record of such income. 

Each letter of notification, or the duplicate thereof, shall be im- 
mediately forwarded by the withholding agent to the Commissioner 
of Internal Revenue, Uniform Audit Br~anch& Alien Returns Section, 
)Vashington 25, D. C. 

SEc. 7. 1()6. RELEASE oF ExcEss TAx 3 &t ITEIIIELD AT SOII!Icz. — (a) 
CeneI"al. — In order to bring the convention into force and effect at 
the earliest practicable date, the exemption from tax otherwise with- 
held at the source from interest, patent royalties, copyright royalties, 
film rentals, and the like, and from private pensions and life annuities 
is hereby made effective beginning January 1, 19M& contingent upon 
compliance with the provisions of sections 7. 101& 7. 108, and 7. 105. 

In the case of every taxpayer whose address at the time of payr»ent 
was in Norway and who furnishes to the withholding agent the letter 
of notification prescribed in section 7. 101(b) 

& 
section 7. 103(b), or 

section 7. 105 (b) as authorization for the release of excess tax withheld, 
where United States tax at the statutory rate (80 percent as of the date 

. of approval of this Treasury Decision) has been withheld on or after 
January 1, 1052, from interest (other than coupon bond interest), 
patent roy~alties& copyright, royalties, film rentals, and the like, and 
from private pensions and life annuities, there shall be released by the 
withholding agent and paid over to the person from whom it was 
withheld an amount equal to the tax so withheld. 

In the case of every owner, trustee, or agent whose address at the 
time of payment was in Norway and who furnishes to the withholding 
agent Form 1001 — NO clearly marked "SII&IsTITIITE»& where United 
States tax at the statutory rate (98 percent or 30 percent, as the case 
may be, as of the date of approval of this Treasury Decision) has been 
withheld on or after January 1, 1952& from coupon bond interest, 
there shall be released by the witl!holding agent and paid over to the 
person from whom it was withheld an a!nount equal to the tax so 
withheld, if such taxpayer also attaches to the original copy only of 
such form a letter signed by the owner, trustee, or agent a»d co»tai»- 
ing the following: 

(1) The name and address of the ob]igor; 
(2) The name and address of the owner of the coupon bo»cl 

interest from which the excess tax v-as withheld (See section 
7. 101(b) as to who shall be deemed to be the owner. ); 

(3) The amount of the interest from I&hich the excess tax was 
withheld, and, if possible, the date of payment; 

(4) A statement that the owner was, at the time when the in- 
terest was derived from which the excess tax was withheld, (i) 
neither a citizen nor a resident of the United States but was a resi- 
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dent of Norway, or (ii) a Norwegian corporation or other entity; 
(5) A statement that the owner at no time during the taxable 

year in which such interest was derived had a permanent estab- 
lishment in the United States; and 

(0) A written declaration that the letter is made under the 
penalties of perjury, such declaration to consist of a statement 
similar to the following: "I declare under the penalties of perjury 
that this letter has been examined by me and to the best of my 
knowledge and belief is true and correct". 

Oiie such substitute form shall be filed in duplicate (but with one 
copy only of the letter) with respect to each issue of bonds and will 
serve with respect to that issue to replace all Forms 1001 previously 
filed. by the taxpayer in the calendar year in whicli the excess tax was 
withheld and with respect to which such excess is released. 

The original (with attachment) and duplicate of substitute Form 
1001 — NO shall be forwarded to the Commissioner of Internal Revenue 
by the withholding agent with the quarterly return on Form 1012, 
a, s provided in existing regulations with respect to Form 1001. See 
section 29. 148 — 7 of this chapter |Regulations 111]. Substitute Form 
1001 — NO need not be listed on Form 1012. 

(5) Amounts withheld during ZMZ. — For provisions respecting the 
refund of excess tax withheld during the calendar year 1951, see sec- 
tion 7. 109. 

SEG. 7. 107. INFQRMATIoN To BE FURNisHED IN ORDINARY COURSE. — 
Iii compliance with the provisions of Articles XV, XVI, and XVIII 
of the convention the Commissioner of Internal Revenue mill trans- 
mit to the Norwegian Ministry of Finance and Customs, as soon as 
practicable after the close of the ca, lendar year 1952 and of each sub- 
sequent calendar year during which the convention is in eRect, the 
following information relating to such preceding calendar year: 

(a) The name and address of each person whose address as 
disclosed on each available Form 1012 and Form 1042 is in Nor- 
way deriving from sources within the United States dividends, 
interest, rent, royalties, salaries, wages, pensions, annuities, and 
other fixed or determinable annual or periodical income; and the 
amount of such income as disclosed on such form with respect to 
each such person. 

(b) The duplicate copy of each available oivnership certificate, 
Form 1001-NO, filed pursuant to section 7. 101(b), and substitute 
Form 1001 — NO, filed pursuant to section 7. 106(a), in connection 
with coupon bond interest. 

To facilitate compliance with the above Articles of the convention, 
every withholding agent shall report on Form 1042 for the calendar 
year 1952 and each subsequent calendar year, in addition to the items 
of income upon which United States tax is required to be withheld at 
source, those items of income paid to a nonresident alien (including 
a nonresident alien individual, fiduciary, and partnership) who is a 
resident of Norway, and to a nonresident Norwegian corporation or 
other entity, upon which United States tax is not required to be with- 
held at the source. Such return shall show the same information with 
respect to such items of income upon which tax is not required to be 
withheld at the source as is shown with respect to items of income 
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upon which the tax is required to be withheld at the source. For 
provisions pertaining to the return on Forni 1042, see section 20. 143-7 
of this chapter. 

Src. 7. 108. BENEFIUIARIEs DF A Do&IEsTIO EsTATE oR TRUsT. — A non- 
resident alien v. ho is a resident of Norway and who is a beneficiary of 
a domestic estate or trust shall be entitled to the exemption from 
United States tax provided in Articles VI and VII of the convention 
with respect to interest, royalties, and other like amounts to the extent 
such item or items are included in his share of the distributed or clis- 
tributable income of such estate or trust. In order to be entitled in 
such instance to the exemption from withholding of United States 
tax, such beneficiary must otlierwise satisfy the requirements of these 
respective Articles of the convention and must execute and submit to 
the fiduciary of such estate or trust in the United States the appropri- 
ate letter of- notification prescribed in section 7. 101(b) and section 
7. 108 (b) . 

SEc. 7. 109. REFUND QF ExcEss TAx AVITHHELD DURING 1951. — If 
United States tax withheld at the source during the calendar year 
1951 from interest, royalties, pensions, or life annuities is in excess of 
the tax imposed by chapter 1 (relating to the income tax) of the 
Internal Revenue Code, as modified by the convention, a claim by the 
taxpayer for the refund of any overpayment shall be made under sec- 
tion 822 of the Internal Revenue Code by filing Form 843 together 
with Form 1040XB, Form 1040VB-a, Form 1040B, or Form 1120NB, 
whichever is applicable, or with an amended return. 

The taxpayer's total gross income from sources within the United. 
States, including every item of capital gain subject to tax under the 
provisions of section 211(a) (1) (B) or 211(c) of the Internal Revenue 
Code, shall be disclosed on the return. In tlie event that securities are 
held in the name of a. person other than the actual or beneficial owner, 
the name and address of such person shall be furnished with the 
claim. There shall also be included in such claim for refund a 
statement: 

(a) That, the taxpayer was, at the time when the item or items 
of income were derived (or "p~aid", in the case of private pensions 
and life annuities) from which the excess tax was withheld, 
(1) a nonresident alien (including a nonresident alien individual, 
fiduciary, or partnership) who at such time i~as a resident of 
iborway, or (2) a norwegian corporation or other entity; and 

(5) That the taxpayer at no time during the taxable year in 
which such item or items of income were derived had a perinanent 
establishment in the United States. 

If, however, the taxpayer is an individual who during the taxable 
year was paid from sources within the United States incoine which 
consists exclusively of pensions or life annuities entitled to the benefit 
of Article XI of the convention, the statement specified in (b) above 
shall not be required. 

Because it is necessary to bring into effect at the earliest practicable 
date the rules of this Treasury Decision respecting exemptions from 
tax and 'the rules respecting release or refund of amounts withheld 
with respect to exempt income, it is hereby found that it is impracti- 

268324' — 53 — 16 
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cable to issue this Treasury Decision with notice and public procedul e 
thereon under section 4(a) of the Administrative Procedure Act, 
approved June 11, 1046, or subject to the eH'ective date limitation of 
section 4 (c) of that act. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 (56 Stat. M, 467; 26 U. S. C. 62, 8791) of the 
Internal Revenue Code and in Article XXI of the convention. ) 

JOI I N S. G RA HA Mt 

Acting Commissioner of Internal Revenue. 
Approved December. 0, 1052. 

THOMAs J. LYNCII, 
Acting Secretary of the Treasury. 

(I ilcd with the Division of the Federal Register December 12, 1952, 8: 51 a. m. ) 

SEOTloN 20. 146 — 1: Withholding tax at source. 
(Also Section 144, Section 29. 144 — 1. ) 
T]TI. K 26 — INTERNAI RKVKNI'K. — CHAI'TKR I, SUBCHAI "l'I:a A, PART 7, — 

TAXATION PURSUANT To TIIKATIKS. — SU»I'AkT — NLVIV ZEALAND, RKCULA- 
TIONS EFFECTIVE JANUAIIY I, 1952 

Release or refund of excess tax withheld, and exemption from, or 
reduction in rate of, withholding under sections 143 and 144 of the 
Internal Revenue Code in the case of residents of New Zealand, of 
foreign corporations mauaged and controlled in New Zealand, and 
of corporations incorporated under the laws of New Zealand, as 
affected by the reciprocal i«conte tax convention between the United 
States and New Zealand proclaimed by the I'resident of the Uuited 
States on December 20, 1951. 

TREASURY DEPARTMENTt 
OFFICE OF COMMISSIONER OF INTrRNAL REVENUE, 

S'ashington 85, D. C. 
To Of/icers and Employees of the Internal Revenue Service and Others 

Concei ned: 
TABLE or CoNTEN rs 

Section 
7. 600. Intr«du& tory. 
7. 601. Dividends. 
7. fl02. Interest. 
7. 603. Patent and copyright royalties, n«t«cal pcs«uice royalties, aud real 

property rentals. 
7. 604. Film rentals. 
7 605. Pensious and life annuities. 
7. 606. Release of excess tax withheld at source. 
7. 607. Addressee not actual olv«er. 
7. 608. Information to be furnished in ordinary course. 
7. 609. Reueii& iaries of a domestic estate or trust. 
7. 610. ltefund of excess tax withheld during 1951. 

SEUTIoN 7. 600. INTR0DUcToRY. — The income tax co»I c»tio» between 
the United States and New Zealand, signed March 16, 1948, pro- 
claimed by the President of the United States on December 20, 1051, 
and effective as respects the United States tax for taxable years be- 
ginning on or after January 1, 1951, hereinaiter referred to as the 
convention, provides in part as follows: 
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ARTICLE I 
(I) The taxes which are the subject of the present convention are- 

(a) In New Zealand: 
The income tax and social security charge (hereinafter referred to as 
New Zealand tax). 

(b) In the United States of America: 
The Federal income taxes, including surtaxes (hereinafter referred to 
as United States tax). 

(2) The present convention shall also apply to any other taxes of a substan- 
tially similar character imposed by either contracting government subsequently 
to the date of signature of the present convention or by the government of anv 
territory to Ivhich the present convention is extended und r Ai tb le XX. 

ARTICLE II 
(1) In the present convention, unless the context otherwise requires- 

(a) The term "United States" means the, United States of America, and 
when used in a geo raphical sense means the States, the Territories of 
Alasl-a and of Hawaii, and the District of Columbia. 

(b) For the purposes of this convention New Zealand includes all islands 
and territories Ivithin the limits thereof for the time being including the 
Cook Islands. 

(c) The terms "territory of one of the contracting overnments" anII 
"territorv of the other contracting. government" mean the United States or 
New Zealand, as tbe context requires. 

(d) The term "tax" means United States tax or New Zealand tax, as 
the contest requires. 

(e) The term "person" includes any body of persons, corporate or not 
corporate. 

(f) The term "company" means any body corporate. 
(g) The term "United States corporation" means a corporation, associ- 

ation or other like entity created or or "anized in, or under the laws of, the 
United States. 

(h) The term "New Zealand corporation" means any kind of juridical 
person created Imder the 1 yaws of New Zealand. 

(i) The terms "corporation of one Contracting Government" and "cor- 
poration of the other Contracting Government" mean a United States 
corporation, or a New Zealand corporation, as the context requires. 

(j) The term 'resident of New Zealancl" means any person (other than a 
citizen of the I nited States or a United States corporation) who is resident 
in New Zealand for the purposes of New Zealand tax and not resident in 
the United States for the purposes of United States tax. A corporation is 
to be regardecl as resident in Nezv Zeaiand if it is incorporated under the 
!aws of, or if its business is managed and controlled in, New Zealand. 

(k) The term "resident of the United States" means any individual who 
is resident in the United States for the purposes of . United States tax and 
not resident in New Zealand for the purposes of New Zealand tax, and 
any United States corporation and any partnership created or organized 
in, or under the laws of, the United States, being a corporation or partner- 
ship which is not resident in Nezv Zealand for the purposes of New Zealand 
tax. 

(I) The terms "resitlent of the territory of one of the contracting govern- 
Ioents" and "resident of the territory of the other contracting government" 
mean a resident of the United States or a resident of New Zealand, as the 
context requires. 

(m) The terms "United States enterprise" and "New Zealand enterprise" 
mean, respectively, an industrial or comn&ere!at enterprise or undertal-ing 
carried on by a resident of the United States and an industrial or com- 
mercial enterprise or undertaking carried on by a resident of New Zealand; 
and the terms "entevprise of one of the contracting governments" and 
"enterprise of the other contracting government" mean a United States en- 
terprise or a New Zealand enterprise, as the context requires. 

(n) The term "industrial or commercial profits" includes manufacturing, 
mercantile, mining, financial and farmin. profits, but Iloes not include income 
;n the form of dividencls, interest, rents or royalties, insurance premiums, 
~~~agement charges, or remuneration for personal services. 
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(o) The tenn "permanent estalilisliment", when used with respect to an 
enterprise of one of iiie contractin" governnienis, means a branch, rnanage- 
ment, factory, mine, farm, or other fixed place of business, but does not 
include an agency unless the agent has, and habitually exercises, a general 
authority to negotiate and conclude contracts on behalf of such enterprise 
or regularly fills orders on its behalf from a stock of goods or merchandise. 

An enterprise of one of the contracting governments shall not be deemed 
to have a permanent establishment in the territory of the other contracting 
government merely because it carries on business dcalin"s in that territory 
throu 'h a bona /de broker or general coinmission agent acting in the ordi- 
nary course of his business as such. 

The fact that an enterprise of one of the contracting governments niain- 
tains a fixed piace of business excliisively for the purchase of goods or 
merchandise shall not of itself constitute that fixed place of business a 
pernianent establishment of the enterprise. 

'1'he fact that a corpor;ition of one contracting g&ivernment has a s»b- 
sidiary corporation which is a corporation of the other contracting govern- 
ment or which is en "aged in trade or business in the territory of such otb& r 
contra(ting governr»crit (&vhether throu'"h a per»i»»cut establishm& nt or 
otherwise) shall not of itself constitute that subsi&li;iry corporation a per- 
nianeut establishnient of its parent corporation. The niaintenance within 
the territory of one of the contracting gover»ments by an enterprise of the 
other contracting government of a warehouse for convenience of delivery 
and not for purposes of display shall not of iis&ilf constitute a per»mnent 
establishment v&itliin that territory even though offers of purchase have 
been obtai»ed by an agent of the enterprise in that territorv and transmitted 
by him to the enterprise for acceptance. 

(2) In the application of the provisions of the present convention by one of 
the contracting governments any tenn not otherwise defined shall, unless the 
context otherwise req»ires, have the nicaning which it has under the laivs of 
that contractin ~ "overnrnent relating to the taxes which are the subject of the 
present convention. 

Arrrrcr. E VI 

(1) The rate of United States tax on dividends derived from sources within 
the United States by a resident of New Zealand not engaged in trade or business 
within the United States through a permanent establishment therein shall not 
exceed 15 percent: Prorrided, that such rate of tax shall not exceed 5 peicent if 
such resident is a corporation controlling, directly or indirectly, at least 05 
perceut of the entire voting power in the corporation paying the dividend, aml 
not more than 25 percent of the gross income of such paying corporation is de- 
rived from interest and dividends, other than interest and dividends received 
from its own subsidiary corporations. Such reduction of the rate to 5 percent 
shall not apply if the relationship of the two corporations has been arran ed or 
is maintained primarily with the intention of securing such reduced rate. 

(2) In the event that New Zealand should impose at any time tax on dividends 
derived from sources within New Zealand by a nonresident thereof, including 
a resident of the United States, not engaged in trade or business within New 
Zealand through a permanent establishment therein at a rate in excess of 15 
percent (or 5 percent in eases corresponding to those ivithin the scope of the 
proviso in paragraph (1) of this Article), either of the contracting governments 
may terminate this Article provided that notice of termination is given in writin, 
and, in such event, this Article shall cease to be effective as respects United 
States tax for the taxable vears beginning on or after the 1st day of January 
next folloiving the date on which such notice is given. 

Aarrcnz VII 

(1) A resident of the territory of one of the contracting governments deriving 
from sources within the territory of the other contracting government- 

(a) royalties in respect of the operation of mines, quarries or natural 
resources, or 

(b) rentals from real property, or 
(c) royalties or other ar»ounts paid as consideration for the use of, or 

for the privilege of using, any copyright, patent, design, secret process or 
formula, trade-"mark or other like property, 
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may elect for any taxable year to be subject to the tax of such other contracting 
govermuent, on a net basis, as if such resident were engaged in tracle or business 
within the territory of such other contracting government through a permane»t 
establishment therein during such taxable year. 

(2) The provisions of this Article shall uot apply to income falling within the 
scope of Article VIII of the present convention. 

ARTrcLE VIII 
(1) Rentals in respect of motion picture films derived from sources withiu 

the territory of one of the contracting governments by a resident of the territory 
of the other contracting government who is not engaged in trade or business 
through a permanent establishment in the former territory shall be exempt from 
tax by the former govermnent. 

(2) The provisions of this Article shall not be construed to affect the New 
Zealand film hire tax or the income tax imposed by New Zealand on income which 
is taxable under New Zealand law and which is derived by any person from the 
business of renting motion picture films. 

III 

ARTTCLE XII 
(1) Dividends paid by a New Zealand corporation shall be exempt from United 

States tax except where the recipient is a citizen of, or resident in, the United 
States or a United States corporation. 

(2) Dividends paid by a United States corporation shall be exempt from New 
Zealand tax except where the recipient is resident in New Zealand. 

III 

ARTrcLE XVI 

(1) The taxation authorities of the contracting governments shall exchange 
such information (being information available under the respective taxation 
laws of the contracting governments) as is necessary for carrying out the provi- 
sions of the present convention or for the prevention of fraud or for the admin- 
istration of statutory provisions against legal avoidance in relation to the taxes 
which are the subject of t~ present convention. Any information so exchan; ed 
shall be treated as secret and shall not be disclosed to any person other than 
persons (including a court) concerned with the assessment or collection of the 
taxes which are the subject of the present convention or the determination of 
appeals in relation thereto. No information shall be exchanged which would 
disclose any trade secret or trade process. 

(2) The tenn "taxation authorities" means, in the case of New Zealand, the 
Commissioner of Taxes or his authorized representative; in the ease of the 
United States, the Commissioner of Internal Revenue or his authorized repre- 
sentative. 

ARTICLE XVII 

Each of the contracting governments may collect such tax imposed by the 
other contracting government as will ensure that the exemption or reduced rate 
of tax granted under the present convention by such other government shall 
not be enjoyed by persons not entitled to such benefits. 

ARTrnx XVIII 

(2) The taxation authorities of the two contracting governments may pre- 
scribe regulations to carry into effect the present convention within the respec- 
tive states and rules with respect to the exchange of information. 

(3) The taxation authorities of the two contracting governments may com- 
municate with each other directly for the purpose of giving effect to the provi- 
sions of the present convention. 

ARTTcLE XIX 

The provisions of the present convention shall not be construed to restrict in 
any manner any exemption, deduction, credit or other allowance accorded by 
the laws of one of the contracting governments in the determination of the tax 
imposed by such government. 
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ARTICLE XXI 

(1) The present convention shall be ratified and the instruments of ratifica- 
tion shall be exchanged at Washirrgton as soon as possible. 

(2) Upnn exchange of instruments of ratification, the present convention shall 
have effect- 

ta) as respe&ts United States tax, for the taxable years beginning on or 
after the 1st &iay of January in the caleridar year in which occurs the ex- 
ckiilrlge i)f tire instruiuents of ratificatiiin, 

lb) as rest&ects New Zealan&1 tax, f&&r the year nf assessment beginning on 
the 1st day of April n&xt follnwin ~ the &alerrdar year in whi&h occurs the 
ex&hange of the instrumerits of ratifi&ation. 

ARTI& LE XX 11 

The preserit convention shall continue effective fnr a period of 2 years and 
in&lufiiiitely after thrrt peri&id, but ni;iy be terniinated by either contr:icting gov- 
ernment at the eral &if sui b p& rind or at any time thereafter, pr&ivi&ied that at 
1& ast 6 months' prior notice of terniinatiiin h:is b. en given in writing and, in 
such event, the pis sent ciinveritiiin shall c&'ase tu t&e efiective— 

ta) as rest&e& ts United States tax, for the tax il&le years br ginning on or 
after the 1st day of J iiiuary next fullu&ring the expiratiun of the 6 month 
pc I'led, 

(ti) Rs respects New y& nland tax, fur the years of asscssrn& nt beginning 
on nr after the 1st day of April in the secund year fulluwing tbe expiratiou 
nf the (l rnunth period. 
0 Ill 0 

As used in this Treasury Decision, any term defined in the provi- 
sions of the convention slrall have the meaning so assi«»ed to it; any 
term not so defined shall, unless the co»text otherrvise requires, hare 
the meaning which such tenn has under the Internal Reveu»e Code. 

Src. 7. 0()1. Divmgxl&s. — (a) 6'eneral. — Under Article Vl of the 
conventiorr the rate of tax imposed with respect to dividends by section 
o11(a) of the Internal Revert»e Code (relatrn« to nor&resident alien 
individuals not engaged in trade or business within the United States) 
and by section 231(a) of the Internal Revenue Code (relating to for- 
eign corporations not enga&ied in trade or business within the United 
States) is red»ced to 15 percent in the case of dividends derived "rom 
sources within the United States and received in taxable ye rrs begin- 
ning on or after January 1, 1051, by a nonresident alien (including a 
nonresident alien i»dividntrl, fiduciary, and partnership) who is resi- 
dent, in New Zealand for the purposes of New Zealand tax, or by a 
foreign corporation (whether or not created or organized in or under 
the laws of New Zealand) whose business is managed and controlled 
in Nexv Zealand, or by a corporation incorporated under the laws of 
New Zealand, if such alien or corporatiorr at no time during the taxable 
year was engaged in trade or business within the United States 
throu&'h a, permanent establishment situated therein. As to what con- 
stitutes a permanent est;rblishment& see Article II (1) (o) of the 
convention. 

Tlrr&s, if a nonresident alien individual who is resi&le»t in New Zea- 
land for the purposes of New Zealand tax performs personal services 
xvithin the United States during the taxable year, but has at no time 
during such year a per»&anent establishment within the United States, 
he is entitled to the reduced rate of tax with respect to dividends de- 
rived in that year from United States sources, as provided in Article 
VI of the convention, even though under the provisions of section 
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211(b) of the Internal Revenue Code he has engaged in trade or busi- 
ness within the United States &luring such year by reason of his having 
rendered personal services therein. 

In the case of dividends pai&l on or after January 1, 1Ml, by a New 
Zealand corporation, as defined in Article II(1) (h) of the convention, 
no withholding of United States tax is required. See Article XII (1) 
of the convention. 

(b) Dividends paid by related corporation. — Under the proviso of 
Article Vl(1) of the convention, dividends derived from sources 
within the United States by a foreign corporation whose business ir 
managed and controlled in New Zealand, or by a corporation incor- 
porated under the laws of New Zealand, which controls directly or 
indirectly at the time the dividend is paid 05 percent or more of the 
entire voting power in the corporation paying the dividend are, when 
received in taxable years beginning on or after January 1, 1051, sub- 
ject to United States tax at the rate of only 5 percent, if (1) not 
more than 25 percent of the gross income of the paying corporation 
for the 3-year period immediately preceding the taxable year in which 
the dividend is paid consists of dividends and interest (other than 
dividends and interest received by such paying corporation from its 
own subsidiary corporations, if any), (2) the relationship between the 
paying corporation and the foreign corporation, or between the pay- 
ing corporation and the corporation incorporated under the laws of 
New Zealand, has not been arranged or maintained primarily with 
the intention of securing the reduced rate of 5 percent, and (3) the 
foreign corporation, or the corporation incorporated under the laws 
of New Zealand, at no time during the taxable year was engaged in 
trade or business within the United States through a permanent 
establishment situated therein. 

Any corporation (hereinafter referred to as the claimant) which 
claims or contemplates claiming that dividends paid or to be paid by it 
are subject only to the 5 percent rate shall file the following informa- 
tion with the Commissioner of Internal Revenue as soon as practi- 
cable: (1) the date and place of its organization; (2) the number 
of outstanding shares of stock of the claimant having voting power 
and the voting po~er thereof; (3) the person or persons beneficially 
owning such stock of the claimant and their relationship to the 
foreign corporation, or to the corporation incorporated under the 
laws of New Zealand; (4) the location, where applicable, of the 
management and control of the foreign corporation; (5) the amount 
of the gross income by years of the claimant for the 3-year period 
immediately preceding the taxable year in which the dividend is paid; 
(6) the amount of interest, and dkvidends by years included in the 
gross income of the claimant, and the amount, of interest, and divi- 
dends by years received by the claimant from its own subsid. iary 
corporations, if any; and (7) the relationship between the claimant 
an J. the foreign corporation, or between the claimant and the corpora- 
tion incorporated under the laws of New Zealand, deriving the 
dividend from sources within the United States. 

As soon as practicable after such information is filed, the Com- 
missioner will determine whether the dividends concerned fall within 
the scope of the proviso of Article VI(1) of the convention and may 
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authorize the release or refund of excess tax withheld with respect 
to dividends which come within such proviso. I'or additional re- 
quirements respecting tlie refuxid of excess tax withheld during 1%1& 
see sectio» 7. 610. 

In any case in which the Coxnmissioner has notified the claimant 
tlint the dividends fnll xvithin the scope of the proviso of Article VI (1) 
of the convention the reducecl withholding rate of 5 percent, to the 
extent vvithholding of Unitecl States tax is required, will apply to 
any dividends sub~sequently paid by the claimant and derived by the 
foreign corporation, or by the corporation incorporated under the 
hiivs of New Zealand, unless the stock ownership of the cliiimnnt, or 
the charncter of its income, or, where applicable, the place of manage- 
ment nnd contxol of tlie forei«n corporation deriving the dividend 
materially changes; or unless the Commissioner determines that the 
relationship betiveen the tivo corporations concerned is being main- 
tained prixunrily with the intention of securing the reduced rate of 
tax. In such instance, if such change in stock ownership, character 
of incoine, or piace of management and control occurs, the claimant 
shall promptly notify the Cominissio»er of the then existing facts 
with respect thereto. The continued application of the reduced 
rate of 5 percent is also dependent upon the continued fulfillment 
of condition (3) of the first paragraph of (l&) of this sectiou. 

(c) L'ff'eet of address in Ne~o Zealand on xiithhoidi&&&7 in case of 
d&'vide&xds. — I&'or the purpose of vvithholding of U»ited States tax in 
the ense of dividends every nonresiclent alien (including n non- 
reside»t alien indi vidual, ficlucinry, and partnership) whose address is 
in Nevv Zealand shall be deemed by United States vvithholding agents 
to be a nonresident alien ivho is (1) resident in New Zealand for the 
purposes of New Zealancl tnx and (9) not engaged in trade or busi- 
ness within the Uiiitecl States through a permanent establishment 
situated therein; and every forei«n corporntion herbose address is in 
Nevv Zealand shall be deemed by such ivithholding agents to be either 
a foreign corporation ivlinse business is managed and controlled in 
Nevv Ze~aland or n coipointion incorporated uiider the laivs of New 
Zealand, neither engaged in trade nor business vvithin the Uriited 
States throii&'h n per~ma»ent establishment situated therein. 

(d) Rate of n, ithhol&li&&ex. — )Vithhofding nt source in the case of 
dividencls derived from sources within the United States and paid 
on or after January 1, 1952, to nonresident aliens (including a nonresi- 
dent alien indiviclual, fiduciary, nnd partnership) and to foreign cor- 
porations, whose adclresses are in Ncvv Zealand, shall be at the. rate 
of 15 percent in every case except thnt in vvhich, prior to the date of 
pavment of such dividends. the Commissioner of I»ternal Revenue has 
(1) pursuant to (l&) of this section notified the claimant that such 
diviclends fall within the scope of the proviso of Article VI (1) of the 
convention or (o) notified the withholding agent that the reduced 
rate of withholding shall not apply. 

The preceding provisions respecting the application of the reduced. 
withholding rate in the case of dividends paid to nonresident aliens 
and foieigii corporations with addresses in New Zealand are based 
upon the~assumption that the payee of the dividend is the actual 
owner of the capital stock from which the dividend is derived and 
consequently is the person liable to United States tax upon such 
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dividend. As to action by the recipient who is not the owner of tlie 
dividend, see section 7. 607. 

The ra~te at which United States tax has been withheld from any 
dividencl paid at any time after the expiration of the 80th day after 
the date on which this Treasury Decision is published in the lcederal 
Register to any person whose address is in New Zealand at the time 
the dividend is paid shall be shown either in Ivriting or by appro- 
priate stamp on the check, draft, or other evidence of payment, or 
on an accompanying statement. 

Szc. 7. 602. INTEIIEsT. — The convention does not change the rate 
of tax imposed by sections 211(a) and 281(a) of' the Interiial Revenue 
Code upon interest. The withholding of the tax with respect to sucli 
income derived from sources within the United States by a non- 
resident alien who is resident in Xew Zealand for the purposes of 
New Zealand tax, by a foreign corporation whose business is man- 
aged. and controlled in New Zealand, or by a, corporation incorporated. 
under the laws of New Zealand, is not affected by the convention. See 
sections 143 and 144 of the Internal Revenue Code. 

Szc. 7. 608. PATENT AND COPYRIGHT ROYALTIES~ NATURAL RESOURCE 
RGYALTIzsq AND REAL PRoPERTY' RENTALs. — The convention does not 
change the rate of tax imposed by sections 211(a) and 281(a) of the 
Internal Revenue Code upon royalties and like amounts (other than 
film rentals). The withholding of the tax with respect to such in- 
conie derived from sources within the United States by a nonresident 
alien who is resident in New Zealand for the purposes of New Zea- 
land tax, by a foreign corporation ~hose business is managed and 
controlled in New Zealand, or by a corporation incorporated under 
the laws of iVew Zealand, is not aRected by the convention. See sec- 
tions 143(b) and 144 of the Internal Revenue Code and Article VII 
of the convention. For special provisions relating to Inotion picture 
film rentals, see section 7. 604. 

Szc. 7. 604. FIL&I REN TALs. — (a) GeneraL — Rentals derived from 
sources within the United States as consideration for the use of, or 
for the right to use, motion picture films and received in taxable years 
beginning on or after January 1, 1051, by a nonresident alien (inclucl- 
ing a nonresident alien individual, fiduciary, and partnership) who 
is resident in ih ew Zealand for the purposes of New Zealand tax, or by 
a foreign corporation (whether or not created or organized in or 
under the lav-s of Xew Zealand) whose business is Inanaged and con- 
trolled in New Zealand, or by a corporation incorporated uiuler the 
laws of New Zealand, are exempt from United States tax under the 
provisions of Article VIII of the convention if such alien or corpora- 
tion at no time during the taxable year was engaged in trade or busi- 
ness within the United States through a perm~anent esi:ablishment 
situated therein. Such rentals are, therefore, not subject, to the v;ith- 
holding provisions of the Internal Revenue Code. As to what 
constitutes a permanent establishment, , see Article II (1) (o) of the 
con vention. 

(b) dpphcaA'on of exemption from n, ifhholding. — To stop with- 
holding at the source in the case of the rentals described in (a) of this 
section, the nonresident alien resident in New Zealand for the purposes 
of New Zealand tax, the foreign corporation v hose business is Inan- 

aged and controlled in Neiv Zealand, or tlie corporation incorporated 
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under the laws of New Zealand shall notify the withholding agent by 
letter in duplicate that such income is exempt from United States tax 
under the provisions of Article VIII of the convention. The letter of 
notification shall be signed by the owner of the rentals, trustee, or agent 
and shall show the name and address of the obligor and the name 
and address of the owner of such rentals. It shall also contain a 
statement that the owner is (1) neither a citizen nor a resident of the 
United States but is resident in New Zealand for the purposes of New 
Zealand tax, or (2) a foreign corporation whose business is managed 
and controlled in New Zealand, or (?i) a corporation incorporated 
under the laws of New Zealand, and that such owner has at no time 
during the current taxable year been engaged in trade or business 
within the United States through a permanent establishment situ- 
ated therein. In addition, it shall contain a declaration that it is 
made under the penalties of perjury, such declaration to consist of 
a statement similar to the following: "I declare under the penalties of 
perjury that this letter has been examined by me and to the best of 
my knowledge and belief is true and correct". 

This letter of notification, which shall constitute authorization for 
the payment. of such rentals without withholding of United States 
tax at source, shall be filed with the withholding agent for each suc- 
cessive three-calendar-year period during ivhich such income is paid. 
I& or this purpose, the first such period shill coinmence with the begin- 
ning of the calendar year in which such income is first paid on or after 
January 1, 1052. Each such letter filed with any withholding agent 
shall be filed not later than 20 days preceding the date of the first pay- 
inent within each successive period, or, if' that is not possible because of 
special circumstances, as soon as possible after such first payment. 

If such letter is also to be used as authorization for the release, pur- 
suant to section 7. 006(a), oi. excess tax withheld froni such rentals, 
it shall also contain the following: 

(1) The amount of tl e film rentals from which the excess tax 
was withheld, and, if possible, the date of payment; 

(2) A statement that the owner was, at the time when the 
rentals were derived from which the excess tax was withheld, (i) 
neither a citizen nor a resident of the United States but was resi- 
dent in New Zealand for the purposes of New Zealand tax, or 
(ii) a foreign corporation ivliose business at such time was man- 
aged and controlled in New Zealand, or (iii) a corporation 
incorporated under the laws of New Zealand; and 

(8) A statement that the owner at no time during the taxable 
year in which such film rentals were derived i~ as eng;iged in trade 
or business within the United States through a permanent 
establishment situated therein. 

Once a letter has been filed in respect of any three-calendar-year 
period, no additional letter need be filed in respect thereto unless 
the Commissioner of Internal revenue notifies the withholding agent 
that an additional letter shall be filed by the taxpayer. If, atter filing 
a letter of notification, the taxpayer ceases to be eligible for the exemp- 
tion from United States tax provided by the convention in respect to 
such rentals, he shall promptly notify the withholding agent by letter 
in duplicate, AVhen any change occurs in the ownersliip of the rentals 
as recorded on the books of the payer& the exemption from with- 
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holding of United States tax shall no longer apply unl'css a letter of 
notification is duly executed and. filed with the withholding agent by 
the new owner of record of such rentals. 

Each letter of notification, or the duplicate thereof, shall be im- 
mediately forwarded by the ivithholding agent to the Commissioner 
of Internal Revenue, Uniform Audit Br~anch, Alien Returns Section, 
9'ashington 25, D. C. 

SEc. 7. 605, PENSIQNs AND LIFE ANNUITIEs. — The convention does 
not change the rate of tax imposed by section 211(a) of the Internal 
Revenue Code upon private pensions and life annuities. The with- 
holding of the tax with respect to such items of income derived from 
sources within the United States by a nonresident alien individual 
who is resiclent in New Zealand for the purposes of New Zealand tax 
is not affected by the convention. See section 148(b) of the Internal 
Revenue Code. 

SEC. 7. 606. RELEASE oF ExcEss TAx WITI1HKLD AT SOUIICE. — (a) 
General. — In order to bring the convention into force and efi'ect at the 
earliest practicable date, the reduced rate of tax of 15 percent to be 
withheld at the source from dividends and the exemption from tax 
otherwise withheld at the source from film rentals are hereby made 
e8ective beginning January 1, 1052, contingent upon compliance with 
the provisions of sections 7. 601 and 7. 604. 

In the case of dividends derived from sources within the United 
States and paid to a nonresident alien (including a nonresident alien 
individual, fiduciary, and partnership) or to a foreign corporation, 
whose address at the time of payment was in New Zealand, where 
United States tax at the statutory rate (80 percent as of the date of 
approval of this Treasury Decision) has been withheld from such 
dividends on or after January 1, 1M2, there shall be released (except 
as provided in (b) of this section) by the withholding agent and paid 
over to the person from whom it was withheld an amount which is 
equal to the amount obtained by subtracting 15 percent of such divi- 
dends from the tax so withheld. 

In the case of every taxpayer whose address at the time of payment 
was in New Zealand and who furnishes to the withholding agent the 
letter of notification prescribed in section 7. 604(b) as authorization 
for the release of excess tax withheld, where Unitecl States tax at the 
statutory rate (80 percent as of the date of approval of this Treasury 
Decision) has been withheld from motion picture film rentals on or 
after January 1, 1952, there shall be released by 'the withhholding 
agent and paid over to the person from whom it v. as withheld an 
amount equal to the tax so withheld. 

(0) Dividend8 paid by related corporation. — In the case of every 
corporation receiving notifiication from the Commissioner of Internal 
Revenue under the provisions of section 7. 601(b) tliat dividends pai&l 
or to be paid by it fall within the scope of the proviso of Article VI(1) 
of the convention, where United States tax in excess of the applicable 
rate of 5 percent has been withheld on or after January 1, 1052, from 
dividends which come within the scope of such proviso, the withhold- 
ing agent shall, if so authorized in such notification, release and pay 
over to the corporation from which it was withheld the excess tax 
ivithheld with respect to such dividends. 
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(c) Amount~ zoithheld during 1Nl. — Eor provisions respecting 
the refund of excess fax withheld during the calendar year 1051, see 
section 7. 610. 

Src. 7. 607. ADDREssEE NOT AcrvAL OwNKR. — If the recipient in 
New Zealand of any dividend from sources within the United States, 
with respect to which United States tax at the reduced rate of 15 per- 
cent has been withheld at source pursuant to section 7. 601(d), is a 
nominee or representative through whom such dividend flows to a 
person other than one described in section 7. 601(a) as being entitled 
to such reduced rate, such recipient in New Zealand shall withhold 
an additional amount of United States tax equivalent to the United 
States tax which would have been withhe]d if the convention had not 
been in effect (80 percent of such dividend as of the date of approval 
of this Treasury Decision) minus the 15 percent which has been with- 
held at the source. 

In any case in which a fiduciary or partnership with an address in 
New Zealand receives, otherwise than as a nominee or representative, 
a dividend from sources within the United States with respect to 
which United States tax at the reduced rate of 15 percent has been 
withheld at source pursuant to section 7. 601(d), if a beneficiary of such 
fiduciary or a partner in such partnership is not entitled to the re- 
duced rate of' tax provided in Article VI(1) of the convention, the 
fiduciary or partnership shall withhold an additional amount of 
United States tax with respect to the portion of such dividend in- 
cluded in such beneficiary's share of the distributed or distributable 
income, or in such partner's distributive share of the inconie, of sucli 
fiduciary or partnership, as the case inay be. The amount of the 
additional tax is to be calculated in the same manner as under the 
immediately preceding paragraph. 

If any amount of United States tax is released pursuant to section 
7. 606(a) by the withholding agent in the United States with respect 
to a dividend received by such a. person with an address in New 
Zealand, the latter shall also withhold from such released amount 
any additional amount of United States tax, otherv ise required to be 
withheld by the preceding provisions of this section in respect of such 
dividend, in the same manner as if at the time of payment of such 
dividend United States tax at the rate of only 15 percent had been 
withheld at source therefrom. 

The amounts so withheld by such withholding agents in New 
Zealand shall be deposited, without converting such amounts into 
United States dollars, with the New Zealand Commissioner of Taxes 
on or before the 15th day after the close of. the quarter of the calendar 
year in which such withholding in New Zealand occurs. Each with- 
holding agent niaking such deposit shall render therewith the appro- 
priate New Zealand form as prescribed in regulations issued by the 
Commissioner of Taxes. The Commissioner of Taxes has arranged 
that the amounts so deposited will be remitted by draft in United Sta~tes 
clollars to the Director of Internal Revenue, Baltimore, Maryland, 
U. S. A. , on or before the end of the calendar month in which the 
deposits a~re made, such draft to be accompanied by the New Zealand 
form rendered by the withholding agents in New Zealand in connec- 
tion with such deposits. 
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Src. 7. 608. INFORMATioN To Br. FURNisHzn iN ORniNARv CoURsz. — 
In compliance with the provisions of Article XVI of the convention 
the Commissioner of Internal Revenue will transmit to the Ncw 
Zealand Commissioner of Taxes, as soon as practicable after the close 
of the calendar year 1952 and of each subsequent calendar year during 
which the convention is in e8ect, the following information relating to 
such preceding calendar year: 

The name and address of each person, whose address as dis- 
closed on each available Form 1012 and Form 1042 is in New 
Zealand, deriving from sources within the United States divi- 
dends, interest, rent, royalties, salaries, wages, pensions, annuities, 
and other fixed or deterininable annual or periodical income; and 
the amount of such income as disclosed on such form with respect 
to each such person. 

To facilitate compliance with the above Article of the convention, 
every withholding agent shall report on Form 1042 for the calendar 
year 1952 and each subsequent calendar year, in addition to the itenis 
of income upon which United States tax is, required to be witliheld 
at source, those items of income paid to a nonresident alien (including 
a nonresident alien individual, fiduciary, and partnership) who is 
resident in New Zealand for the purposes of New Zealand tax, or to 
a nonresident foreign corporation whose business is managed and 
controlled in New Zealand, or to a nonresident corporation incorpo- 
rated under the laws of New Zealand, upon which United States tax 
is not required to be withheld at the source. Such return shall show 
the same informa. tion with respect to such items of income upon which 
tax is not required to be withheld at the source as is shown with re- 
spect to items of income upon which the tax is required to be withheld 
at the source. For provisions pertaining to the return on Form 1042, 
see section 29. 148 — 7 of this chapter. 

Szc. 7. 609. BzvzzicLARLzs oF A DGMzsTic EsTATz oR TRUsT. — A 
nonresident alien who is resident in New Zealand for the purposes of 
New Zealand tax and who is a beneficiary of a, domestic estate or 
trust shall be entitled to the exemption from, or reduction in the rate 
of, United States tax provided in Articles VI, VIII, and XII o'f the 
convention with respect to dividends and film rentals to the extent 
such item or items are included in his share of the distributed or 
distributable income of such estate or trust. In order to be entitled 
in such instance to the exemption from, or reduction in the rate of, 
withholcling of United States tax such beneficiary must otherwise 
satisfy the requirements of these respective Articles of the convention 
and must, where applicable, execute and subinit to the fiduciary of 
such estate or trust in the United States the letter of notification pre- 
scribed in section 7. 604(b). 

Szc. 7. 610. RRFUND oF Exczss TAX WITHHzLD DURING 1951. — 
If United States tax withheld at the source during the calendar year 
1951 from dividends or film rentals is in excess of the tax imposed 
b cliapter 1 (relating to the income tax) of the Internal Revenue C', ' ode, as modified by the convention, a claim by the taxpayer for the 
refund of any overpayment shall be made under section 822 of the 
Internal Revenue Code by filing Form 843 together with Form 
1040NB& Form 1040NB — a, Form 1040B, or Foim 1 120NB, whichever 
is applicable, or with an amended return. 
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The taxpayer's total gross income from sources within the United 
States, including every item of capital gain subject to tax under the 
provisions of section 211(a) (1) (B) or 211(c) of the Internal Revenue 
Code, shall bc disclosed on the return. In the event that securities are 
held in the name of a person other than the actual or beneficial 
owner, the name and address of such person shall be furnished with 
the claim. There shall also be included in such claim for refund a, 

statement: 
(a) That the taxpayer Ivas, at tlie time when the item or items 

of. income were derived, (1) a nonresident alien as to the United 
States (including a nonresident alien individual, fiduciary, or 
partnership) Ivho at such time was resident iy New Zealand for 
the purposes of New Zealand tax, (2) a foreign corporation whose 
business at such time was managed and controlled in New Zealand, 
or (8) a corporation incorporated under the laws of New Zealand; 
aIld 

(b) That the taxpayer at no time durino' the taxable year in 
which the income was derived was engagef in trade or business 
within the United States through a permanent establishment 
situated therein. 

As to additional information required in the case of a foreign cor- 
poration, or of a corporation incorporated under the lai~s of New 
Zealand, claiming the benefit of the 5 percent rate on dividends paid 
by a related corporation, see section 7. 601(b) . 

Because it . 's necessary to bring into effect at the earliest practicable 
date the rules of tliis Treasury Decision respecting reduced rates ofl 
or exeinptions from, tax and the rules respecting release or refund ot 
amounts withheld in excess of such reduced rates, or with respect to 
exempt income, it is hereby found that it is impracticable to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved June 11, 
1946, or subject to the effective date limitation of section 4(c) of that 
Act. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 (58 Stat. 62, 467; 26 U. S. C. 62, 8791) of the 
Internal Revenue Code and in Article XVIII(2) of the convention. ) 

JOIIN S GRAHAM' 
Acting ~onimissioner of Internal Revenue. 

Approved December 9, 1952. 
THOMAS J. LYNCH) 

Acting 8ecretary of the Treasury. 

(Filed with the Division of the Federal Register December 12, 1952, 8: 55 a. m, ) 

SECTION 144. — PAYMENT OF CORPORATION INCOME 
TAX AT SOURCE 

SEGTIoN 29. 144 — 1: AVithholding in the case of 
nonresident foreign corporations. 

INTERNAL REVENUE CODE 

Release or refund of excess tax withheld, and exemption from, 
withholding in case of Norwegian corporations, as affected by the 
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reciprocal income tax convention between the United States an&i the 
Kingdom of Xor(v, (y. (See T. D. 5M(), page 228. ) 

SEcxloN 20. 144 — 1: withholding in the case of 
nonresident foreign corporations. 

INTERNAL RLcvl''iNUE CODE 

Release or refund of excess t;Ix withheld, and exemption from, or 
reduction in rate of, withholding in the case of Ke(v Zealand corpora- 
tion~, as aRected by the recipro& nI income tax convention between the 
United States and Velv Zealand. (See T. D. 5057, page 238. ) 

SECTIOV 147. — INFORMATIOV AT SOURCE 

SEcTIDN 2(). 147 — 1: return of information as to pay- Ct. D. 1758 
nIent ot if(00 (&500 for years prior to 1!)48)-. 

INCOIIE TAX — INTERNAL RLcVEixi E C()DI. — DECISION Or& SUPREME COURT 

PENALTIES — INFORI((ATION RETURNS — I'AII. U. &E To FILE RETURNS. 

An indictment against taxpayer contained 101 counts. Each count 
alleges that al&pellce n(ade paya(eat of a sun( in excess of $()00 a 
vear to a named individual. The oifense char "cd as to each such 
pay&Rent is willful failure to make a return on Form 1099, in viola- 
tion of section 145(a) of the Internal Revenue Code, as amended, 
Form 1099 is called an "Information Return" to b. . fnrv arded with 
Form 1096, and contains no formal declaration by the p (vor nor any 
signature by him. Form 10!)6 is called &(n "Annual lntorrnation Iie- 
turn, " which must be signed hy the p((yor ivitb a statement of the 
number of reports on I'orm 10!)!) v hich are attached. IleM: The dis- 
trict court reached the correct result in rulin, that the "return" 
spec fi=d iu section 145(a) was that provided in For(n 1006, and 
that since the only of!enses charged in the counts vere failures tn 
file I'orm 10&J9, the indict(Rent should be dismissed. 

SUPREA(E CoURT oF TEIE UivITEn STATEs 

The United States of America, appellant, v. James J. Car(o(I 

Appeal from the United States District Cour( for the IVesiern District of Iiissonri 

[April 27, 1056] 

OPINION 

Mr. Justice DOU('LAs delivered the opinion of the Court. 
This is, an appeal under the Criminal Appeals Act, 18 U. S. C. section 8761, 

from an order of the district court dismissing an indictment. The indictment 
contains 101 counts. En& h count alleges that appellee ma&le pavment of a sum 
in excess of $600 a v(ar to a named iudividual — some in 1948, some in 1949, an&1 

the rest in 1050. The oirense charged as to each such paynient is a willful failure 
to make a return on '1'reasury'Form 1099 in violation of section 145(a) of the 
Internal Revenue Code, as amended, section 5(c), Current Tax Payment Act of 
1948, 57 Stat. 126, 26 U. S. C. section 145 (a) . 

Section 147 of the Act, as amended by section 202(c) (8) of the Revenue Act of 
1948, 62 Stat. 110, provides that any person makin" a payment to another of 
$600 or more in any calendar year "shall render a true and accurate return 
to the Coinmissioner, unlier such re ulations and in such form and manner an&1 

to such extent as may be prescribed by him with the approval of the Secretarv. " 
Treasury Regulations 111, section 29. 147 — 1, as amended T. D. 5813, C. B. 1944, 

308, T. D. 5687, C B. 1949 — 1, 9, provides that all persons making any such pay- 
ment in any calendar Year (with exceptions not relevant here) shall make a 
"return" on Form 1099, "accompanied by transmittal Form 1096 showing the 
number of returns filed. " Form 1099 is required to be prepared and filed for 
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ea&h payee, shov ing the name and a&klress of the payee, the kind and amount 
of income paid, and the naine and address of the person making the payment. 
Form 10&3&9 on its face is called an "Information Return"; and its instructions 
say that it is !. o be forwarded "with return I orm 1096. " Form 1099 contains no 
fornial declaration by the pavor nor a. ny signature by him. Those are provided 
in I& orm 1096. 

Ic&irm 1096 is called "Annual Information Return. " It must be signed by the 
payor with a statement of the number of reports on Form 1099 which are at- 
tached. It contains a declaration that "to the best of my knowledge and belief 
the accompanying reports on Form 1090" constitute "a true and complete return 
of payments" of the prescribed character made during the specified calendar year. 

Section 145(a) of the act provides that any person required by law or regula- 
tions "to maire a return " s s for the purposes of the computation, assessment, 
or collection of any estimated tax or tax imposed by this chapter, who willfully 
fails to s s * ruake such return" shall be guilty of a misdemeanor and on con- 
viction be fined not more than $10, 000 or iiuprisoned for not more than 1 year, 
or both. 

The district court ruled that the "return" specified in section 14o(a) was that 
provided in Form 1096, not the one provided in Form 1099 and that since the 
only ofYenses charged in the 101 counts were failures to file Form 1099 the indict- 
ment should be dismissed. ' 

The question is not without diificulty. But we conclude that the district court 
reached the correct result. 

Tlie "return' required by section 147(a) is to be made "in such form and man- 
ner" as are prescribed in the regulations. The regulations provide in section 
29. 147 — 1, as we have noted, that a "return shall be made in each case on Form 
1000, accompanied by transmittal I&'orm 1096 showing the number of returns 
filed. " The "form and manner" prescribed therefore seem to consist of the veri- 
fied Form 1096 together with the Forms 1099. All of them together apparently 
constitute tlie "return" referred to in section 147(a). The various Forms 1099 
seem to have the same relation to Form 1096 as schedules hare to an ordinary 
income tax return. Form 1099 supplies the details which underly Form 1096. 
'I'hat conclusion is supported by the fact that Forin 1096 is the only one which is 
signed and verified. 

We hesitate to conclude that a failure to file a unverified schedule is given the 
same dignity as the failure to file the verified return. We are dealing with crimi- 
nal sanctions in the complicated, technical field of the revenue law. The Code 
and the regulations must be construed in light of the purpose to locate and check 
upon recipients of income and the amounts they receive. See S. Rept. Ão. 103, 
65th Cong. , 1st sess. 20. 13ut at the same time every citizen is entitled to fair 
warning of the traps which the criminal law lays. Where the "return" prescribed 
is a verified Forin 1096 together with all the unverified Forms 1099 it does not 
seem fair warning to charge a person for more than the failure to make that 
return. To multiply the crimes by the number of Forms 1099 required to be filed 
is to revise the regulatory scheme. So far as these information returns are 
concerned, the purpose of section 145(a) seems to us to be fulfilled when the 
sanction is applied only to a failure to file Form 1096. 

Affirmed. 

SECTION 148. — INFORMATIOiV BY CORPORATI'ONS 

SEUTIoN 29. 148-4: Returns of information as to 
Patronage dividends, rebates, c&r refunds. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 6014, page 110. ) 
' Wc postponed the question of, juris&lie!ion to a bearing on the merits iu view of 

appeuee's contention in bis statement opposiug jurisdiction that the dismissal was based 
not only upon the "construction of the statute" within the meaning of the Criminal Appeals 
Act, 18 U. S. C. sec. 3731, but a&so, as respects tiie first 45 counts, on a question of venue. 
IVe do uot read the oral opinion of the district court that way. We think the district 
court rested its decision as respects ail 101 counTs on the construction of the statute. 
Whether there are other objections to the iu&jictmeut which might also lead to dismissal 
are therefore not properly bere on this appeal. See United States v. Borden Co. , 308 
U. S. 188, 133. 
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SECTION 153. — INFORMATION REQUIRED FROM CEPTAIN 
TAX-EXEMPT ORGANIZATIONS AND CERTAIN TRUSTS 

SECTIDN 29. 153 — 2: Information required of trusts 
claiming charitable or other deductions under 
section 162 (a) . 

(Also Section 162, Sections 29. 162 — 1, 29. 162 — 3. ) 

T. D. 5988 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND 
PART 601 

Regulations 111 amended to conform to part II of title III of the 
Revenue Act of 1050, and to I'ublic Law 85 (82d Cong. ) [C. B. 
1051-1, 184]. 

TREASURY DEPARTMENT) 
OFFIOE oF C051MIssioNKR oF INTERNAL REvE~NUE& 

TVashington 8o, D. C. 
To Officers and Employees of the 1nternal Eeventje Servt'ce and Others 

Concerned: 
On October 1, 1952, notice of proposed rule making to conform 

Regulations 111 to paI't II of title III of the Revenue Act of 1950, 
approved September 23, 1950, and to Public Law 35, Eighty-second 
Congress [C. B. 1951 — 1, 184], approved May 17, 1951, to provide for 
:; technical amendment made to 26 CFR 601. 17(a), respecting forms 
required of trusts claiming deductions under section 162(a) of the 
Internal Revenue Code, was published in the Federal Register (17 
F. R. 8704). No objection to the rules proposed having been received, 
the amendments cf Regulations 111 and the technical anIendment 
made to 26 CI& R 601. 17(a) set forth below are hereby adopted. 

PAR&oRAPH 1. There is inserted immmediately preceding section 
29. 153 — 1, as added by Treasury Decision 5838 |C. B. 1951-1, 35], 
approved April 17, 1951 P6 CFR 29. 153 — 1], the following: 

PUBLIC I. AW 85, EiGHTY-SECOND CONGRESS, APPROVED MAY 
17, 1051 

Be it enacted by the Senate and IIoase of Representatives of the Untied 
States of A&nerica in Congress assembled, That, effective with respect to 
taxable years beginning after December 01, 1040, section 158(b) of the 
Internal Revenue Code (relating to special returns required from 
trusts claiming charitable, etc„deductions under section 162(a) of such 
Code) is hereby amended by adding at the end thereof the following: 

"This subsection shall not apply in the case of a taxable year if all 
the net income for such year, determined under the applicable princi- 
ples of the law of trusts, is required to be distributed currently to the 
beneficiaries. " 

PAR. 2. Section 29. 153-2, as added by Treasury Decision 5838 [26 
CFR 29. 153 — 2], is hereby amended as follows: 

(A) By changing the heading and the first sentence thereof to 
read as follows: 

Sec. 20. 153 — 2. INFoRMArtoN RsqUIRzn oF CFRIAIN Tausrs Cr. AzuINo CIIAaz- 
TABLE oa 0'rnsa DsnucrIONS UNoKR SEcTIoN 162(a). — (a) In general. — I~'or tax- 
able years beginning after December 31, 1049, every trust (other than a trust 
described in (b) of this section) claiming a charitable or other deduction under 
section 1(r'(a) shall file, with respect to the taxable year for which such de- 
duction is claimed, a return of information on Eorm 1041 — A. 

263354' — 53 — 17 
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(B) By adding at the end thereof the following: 

(b) Exception, . — The provisions of (a) of this section with respect to the 
filing of information returns shall not be applicable to the taxable year of a 
trust if the trustee is bound by the instrument creating the trust to distribute 
each year to the beneficiaries all the net income of the trust (such net income 
being deter1nined under the applicable principles of the law of trusts). 

PAII. 8. Thele is inserted iinmediately preceding section 29. 162-1 
[26 CFR 20. 162 — 1] the following: 

SEC. 321. CHAARITABL, ETC, DEDUCTIONS OF TRUSTS 
[REVENUE ACT Olt' 1950, API ROVED SEPTEMBER 28, 1950], 

(a) AMElvDMElvT oF SEGTIo'v 162. — Section 162 is hereby amended 
by adding at the end thereof the following: 

"(g) RULEs FOB APPLIOATIDN oF SUBsscTIoN (a) IN THE CASE OF 

TRUSTS. — 
"(1) TRADE on BU8INEss IlvcoME. — In computing the deduction 

allowable under subsection (a) to a trust for any taxable year be- 
ginning after December 31, 1950, no amount otherwise allowable 
under subsection (a) as a deduction shall be allowed as a deduction 
with respect to income of the taxable vear which is allocable to its 
Supplement U business income for such year. As used in this 
paragraph the term 'Supplement U business income' means an 
amount equal to the amount which, if such trusts were exempt 
under section 101(6) from taxation, would be computed as its un- 
related business net income under section 422 (relating to income 
derived from certain business activities and from certain leases). 

"(2) OPERATIO1VS OF TRUSTS. — 
"(A) Limitation on Charitable, Etc. , Deduction. — The 

amount otherwise allowable under subsection (a) as a deduc- 
tion shall not exceed 15 per centum of the net income of the 
trust (computed without the benefit of subsection (a)) if the 
trust has engaged in a prohibited transaction, as defined in 
subparagraph (B) of this paragraph. 

"(B) Prohibited Transactions. — For the purposes of this 
paragraph the term 'prohibited transaction' means any trans- 
action after July 1, 1950, in which any trust while holding 
income or corpus which has been permanently set aside or is 
to be used exclusively for charitable or other purposes described 
in subsection (a)— 

"(i) lends any part of such income or corpus, without 
receipt of adequate security and a reasonable rate of 
interest, to; 

"(ii) pays any compensation from such income or corpus, 
in excess of a reasonable allowance for salaries or other 
compensation for personal services actually rendered, to; 

"(iii) makes any part of its services available on a pref- 
erential basis to; 

"(iv) uses such income or corpus to make any substan- 
tial purchase of securities or any other property, for more 
than an adequate consideration in money or money's worth, 
from; 

"(r) sells any substantial part of the securities or other 
property comprising such income or corpus, for less than 
an adequate consideration in money or money's worth, to; 
or 

"(vi) engages in any other transaction which results in 
a substantial diversion of such income or corpus to; 

the creator of such trust; any person who has made a substan- 
tial contribution to such trust; a member of the family (as de- 
fined in section 24(b) (2) (D)) of an individual who is the 
creator of the trust or who has made a substantial contribution 
to the trust; or a corporation controlled by any such creator 
or person through the ownership, directly or indirectly, of 50 
per centum or more of the total combined voting power of all 
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classes of stock entitled to vote or 50 per centum or more of the 
total value of shares of all classes of stock of the corporati&&n. 

"(C) Taxable Years Affected. — The amount otherwise al- 
lowable under subsection (a) as a deduclion shall be limited 
as provided in subparagraph (A) only for taxable years subse- 
quent to the taxable year during which the trust is noiified 
by the Secretary that it has engaged in such transaction, unless 
such trust entered into such prohibited transaction with tbe 
purpose of diverting such corpus or income from the purposes 
described in subsection (a), and such transaction involved a 
substantial part of such corpus or income. 

"(D) I& uture Charitable, Ktc. , Deductions of Trusts D&nied 
Deduction Under Subparagraph (C). — If the dedu&tion of any 
trust under subsection (a) has been limited as provided in 
this p iragraph, such trust, with respect to a. ny taxable year 
followin ' the taxable year in which notice is received of limita- 
tion of deduction under subsection (a), may, under regulations 
prescribed by the Secretary, file claim for the allowance of the 
unlimited deduction under subsection (a), and if the S&metarv, 
pursuant to such re "ulations, is satisfied that such trust will not 
knowingly again engage in a prohibited transaction, the limita- 
tion provided in subparagraph (A) shall not be applicable 
with respect to t;ixable years subsequent to the year in ivhich 
su&h claim is filed. 

"(E) Disallow:ince of Certairi Charitable, Ktc. , Deduc- 
tions. — Xo gift or bequ&. st for religious, charitable, scientific, 
literary, or educational purposes (including the encourage- 
iuent of art and the preverition of cruelty to children or ani- 
n&als), otherwise allowable as a deduction under section 
28(o) (2), 28(q) (2), 1()2(a), 505(a) (2), ' * * sh;ill be 
allowed as a deduction if made in trust and, in the taxable year 
of the trust in which the gift or i:equest is made, the deduc- 
tion all&&wed the trust under subsection (a) is limited by sub- 
paiagraph (A). With respect to any taxable year of a trust in 
which such deduction has been so limited by reason of enter- 
ing into a prohibited transaction with the purpose of diverting 
su& h. corpus or income from the purposes described in subsec- 
tion (a), and such transaction involved a sustantial part of 
such income or corpus, aml which taxable year is the same, or 
prior to the, taxable year of the trust in which su& h prohibited 
transaction occurred, such deduction shall be disallowed the 
donor only if such donor or (if such donor is an individual) any 
member of his family (as defined in section 24(b) (2) (D) 
was a party to such prohibited transaction. 

"(F) Definition. — For the purposes of this paragraph the 
term 'gift or bequest' means any gift, contribution, bequest, 
devise, legacy, or transfer. 

"(3) Caoss aEvERsNcE. — I&or disallowance of certain charitable, 
etc. , deductions otherwise allowable under subsection (a), see 
section 8818. 

"(4) AccuMvnAxED INcox&E. — If the amounts permanently set 
aside, or to be used exclusively, for the charitable and other pur- 
poses described in subsection (a) during the taxable year oi. any 
prior taxable vear and not actually paid out by the end of the tax- 
able year— 

"(A) are unreasonable in amount or duration in order to 
carry out such purposes of the trust; or 

"(B) are used to a substantial degree for purposes other 
than those described in subsection (a); or 

"(C) are invested in such a manner as to jeopardize the in- 

terests of the religious, charitable, scientific, etc. , beneficiaries, 
amount otherwise allowable under subsection (a) as a deduction 
shall be limited to the amount actually paid out during the 
taxable year and shall not exceed 15 per centum of the net 
income of the trust (computed without the benefi of sub- 
section (a) ). " 
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(b) TzcHNic~L AMENOMENT. — Section 162(a) is hereby amended by 
striking out "There shall be allowed as a deduction" and inserting in 
lieu thereof "Subject to the provisions of subsection (g), there shall be 
allowed as a deduction". 

SEC. 822. EFFECTIVE DATE OF PART II [REVERE ACT OF 1950, 
APPROVED SEPTEMBER 23, 1950]. 

The amendments made by this part [sections 821 and 822 of the 
Revenue Act of 1950] shall be applicable only with respect to taxable 
years be inning af ter December 81, 1950, except that subsection 
(g) (2) (E) of section 162 of the Internal Revenue Code, added by sec- 
tion 821(a) of this Act, shall apply only with respect to gifts or bequests 
(as defi~ed in section 162(g) (2) (I&') of the Internal Revenue Code) 
made on or after January 1, 1951. 

PAR. 4. Section 29. 162 — 1, as amended by Treasury Decision 5962 
[page 261, this Bulletin], approved December 16, 1952 [16 CFR 
29. 162 — 1], is further amended as follows: 

(4) By adding immediatelv after the fifth sentence in the first 
paragraph thereof the following: 
I&'or limitations on the deduction otherwise allowable under section 162(a), see 
section 8813. See also (a), below, and sections 29. 162 — 8 and 29. 162 — 4. 

(B) By striking therefrom the last sentence of (a) (which sentence 
begins "See section 29. 158 — 2") and inserting in lieu thereof the 
f ollowing: 

In the case of' a trust, the deduction otherwise allowable under section 162(a) 
for any taxable year beginning after December 81, 1950, is subject to the limita- 
tions of section 162(g). See sections 29. 162 — 8 and 29. 162-4. See section 29. 153 — 2 
relating to the annual information return that must be filed for any taxable 
year beginning after December 81, 1949, by certain trusts claiming charitable, 
etc. , deductions under section 162(a) for the taxable year. 

PAR. 5. There is added immediately after section 29. 162-2 [26 
CFR 29. 162-2] the following: 

SEc. 29. 162 — 8 RULEs Foa THE APPLIcxTIoN oF SECTIoN 162(a) IN THE CASE oF 
TavsTs. — (a) Limitation ozz charitable, etc. , deduction of t& usta u'ith trade or 
business income. — In computing the deduction allowable under section 162(a) to 
a trust for any taxable year beginning after December 81, 1950, no amount 
otherwise allowable under section 162(a) as a deduction shall be allowed as a 
deduction with respect to income of the taxable year which is allocable to the 
trust's Supplement U business income for such year. For the purpose of this 
section, the term "Supplement U business income" means an amount equal to 
the amount which, if such trust were exempt from taxation under section 101(6), 
would be computed as its unrelated business net income under section 422 and 
the re Iqations thereunder. For the purpose of such computation under section 
422, the term "unrelated trade or business" includes any trade or business regu- 
larly carried on by such a trust, or by a partnership of which it is a member. 

Unless the facts clearly indicate the contrary, the deduction otherwise al- 
lowable under section 162(a) is allocable to the Supplement U business income 
on the basis of the ratio which the Supplement U business income bears to the 
net income of the trust computed without any deduction under section 162. 

Ezarzzple (I). The X trust has net income of $50, 000 computed without any 
deduction under section 162. There is included in this amount a net profit of 
$80, 000 from the operation of a trade or business. The trustee is required to pay 
one-half of the net income to A, an individual, and the balance of the net income 
to the Y charity, an organization described in section 28(o) (2). The trustee 
pays each beneficiary $25, 000. Under these facts, the Supplement U business 
income of the trust (computed after the deduction allozvable under section 
422(a) (9) for charitable contributions) is $25, 500. The deduction otherwise 
allozvable under section 162(a) is $25, 000, the amount paid to the Y charity. The 
portion thereof allocable to the Supplement U business income and therefore 
disallowed as a deduction is $12, 750, that is, an amount which bears the same 
ratio to $25, 000 as $25, 500 bears to $50 000. 
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Es'an&pie (8). Assume the same facts as in cxainple (1), above except that the 
trustee has discretion as to the portion of the net inconie to be paid to each 
beneficiary, and the trustee pays $40, 000 to A and $10, 000 to the Y charity. 'I'he 
deduction otherwise allowable under section 1(i" (a) is $10, 000. The portion 
thereof allocable to the Supplement U business income and therefore disallowed 
as a dednction is $5, 100, that is, an amount »hich bears tlie same ratio to f10, 000 
as t'25, 500 bears to $5&0, 000. 

Ezan&p/e (8). Assume the same facts as in example (1), above, except ihat 
the terms of the trust instrument require the trustee to pay to the Y & liarity the 
net income, if any, derived froiu the trade or business, ;ind to pay to A all the 
net income derived from other sources. The trustee pays $60, 000 to the Y charity 
and $2&0, 000 to A. The deduction otherwise allowalile under section 1r&2(a, ) is 
$30, 000. Under the facts in this case, f25, 500 of the amount paid to the Y charity 
is allocable to the Supplem& nt U business income and is therefore disallowed as 
a deduction. 

(b) Limital~on on cha&&tabtr. &'tr. , deduction of t&usts engaged in prob&5&ted, 
transactions. — In the case of a t&'ust which has en aged in any prohibited trans- 
action (as described in section 162(&") (2) (D) ) after July 1, 1050, the ain&miit 
otherwise allowable under section 162(a) as a deduction shall not exceed 15 per- 
cent of the net income of such trust (computed &vithout the benefit of se&tion 
162(a) ) for any taxable year subsequent to ihe taxable year in which tliere is 
mailed to it a notice iu writiug by the Cominissioner that it has engaged in such 
prohibited transaction. Such notification by the Cominissioner shall be by reg- 
istered &nail to the last known address of the fiduciary. IIowever, notivith- 
standing the r&, quirement of noti:ication by the Cunimissioner, such lin&itation 
(on the amount other&vise allowable under section 102(a) as a deduction) shall 
apply with respect to ai&, , taxable vear begii&ning after December 81, 1&4'&0, if such 
trust during or prior tu such taxalile year coniinenced the prohibited transaction 
with the purpose of diverting such income or corpus from flic purposes described 
in section 162(a) and such transa&ti&&n involved a substantial part of such in- 
come or corpus. See examples under sections 29. 162 — 4 and 20. 6816 — 1. 

A trust ~hose deduction under section 162(a) has been limited by reason of 
the provisions of section 1'12(g) (2) (A) may fi&e, in any taxable rear fo)lowing 
the taxable year in which notice of limiiation of deduction was issued, a chiim 
for allowance of unlimited deduction under section 162(a). This claim shall 
be filed with the director for the di trict in whi&h the fiduciary resides or 
has his principal place of business. The claim must contain or have attached 
to it an atfi&lavit by the fduciary that the trust will not 1-nowingly again engage 
in a prohibited transaction. 

If the Commissioner is satisfied that the trust will not knowingly again &n, age 
in a prohibited transaction, he sl&all so notify the trust in writing. In such 
case the trust will be allovvcd unlimited deduction under section 162(a) (su)&ject 
to the provisions of section 162(g) ) with respect to taxable years subsequent 
tc the taxable year in which such claim is filcd. Section 162(g) (2) (C) con- 
templates that a trust ivho:e charitable, etc. , deduction has been liinited as 
prescribed therein shall be subject to such limitation for at least 1 full taxable 
year. 

(c) Limitation on charitable, etc. , deduction of trusts accumulating i&irome. — 
For any taxable year beginning after December 81, 1050, the amount otherwise 
allowable under section 162(a) as a deduction shall be limited to the amount 
actually paid out during the taxable year and shall not exceed 15 pere&. . nt of 

-the net income of the trust (computed without tbe benefit of section 102(a) ), if 
the amounts permanently set aside, or to be used exclusively, for the charitable 
and other purposes described in section 162(a) during tlie taxable year or 
any prior taxable year (including taxable years beginning prior to January 
1, 1051) and not actually paid out by the end of the taxable year are unreasonable. 
Amounts accumulated out of income for purposes described in section 1&&2(a) 
become unreasonable when more income is accumulated than is needed, or 
when the duration of the accumulation is longer than is needed, in order to 
carry out the charitable or other purpose described in section 102(a) for which 
such amounts were set aside. Furthermore, such limitation on the deductiun 
otherwise allowable under section 102(a) shall apply if amounts accumulat&'d 
out of income for purposes described in section 162(a) are used to a substantial 
degree for purposes other than those described in section 162(a), or if such 
amounts are invested in such a manner as. to jeopardize the interests of the 
religious, charitable, scientific, etc. , beneficiaries, 
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For the purpose of section 162(g) (4), the term "income" means gains, profits, 
an income determined under the principles applicable in determining the earnings 
or profits of a corporation. The amount accmnulated out of income during 
the taxable year or any prior taxable year shall be determined under the 
principles applicable in determining the accumulated earnings or profits of a 
corporation. In determining the reasonableness of an accumulation out of 
income there will be disregarded the following: (1) The accumulation of gain 
upon the sale or exchange of a donated asset to the extent that such gain 
represents the excess of the fair market value of such asset when acquired 
by the trust over its substituted basis in the hands of the organization; (2) the 
accumulation of gain upon the sale or exchange of property held for the 
production of investment income, such as dividends, interest, and rents, where 
the proceeds of such sale or exchange are within a reasonable time reinvested 
in property acquired and held in good faith for the production of investment 
income. 

Whether the conditions specified in subparagraphs (A), (B), and (C) of 
section 102(g) (4) are present in any ease must be determined from all the 
1'acts. The conditions specified in section 162(g) (4) (A), (B), and (C) may 
result from the use of only one trust or of a chain of two or more organizations. 

X trust whose deduction under section 102(a) has been limited by reason of 
the provisions of section 102(g) (4) may file a claim for allowance of unlimited 
deduction under section 162(a). This claim shall be filed with the director for 
the district in which the fiduciary resides or has his principal place of business. 
The claim must contain or be accompanied by information or evidence showing 
that the circumstances that caused the limitation on deduction prescribed under 
section 102(g) (4) no longer exist, and an affidavit by the fiduciary that the 
trust will not knowingly again violate the terms of such section. Section 102(g) 
(4) contemplates that a trust whose charitable, etc. , deduction has been limited 
as prescribed therein shall be subject to such limitation for at least 1 full 
taxable year. 

In the case of a trust the deduction under section 162(a) of which has been 
limited solely by reason of the provisions of section 102(g) (4), deductions 
otherwise allowable under section 28(o) (2), 28(q) (2), 162(a), or 505(a) (2), 
for gifts or contributions made to such a trust in trust for charitable, etc. , 
purposes, shall not be disallowed. 

SEc. 29. 102-4. DIs~ow~cE To DCECRS OF' CERTEI1v C~RIT~IE, ETc. , DEOITc- 
TICNs FQR GIFTs MADE Ilv TRUsT. — No gift or contribution made on or after 
January 1, 1951, which would otherwise be allowable as a charitable or other 
deduction under section 28(o) (2), 28(q) (2), 102(a), or 505(a) (2), shall be 
allowed as a deduction if made in trust and, in the taxable year of the trust in 
which the gift or contribution is made, the deduction allowed the trust under 
section 102(a) is limited by reason of the provisions of section 162(g) (2) (A). 

The prohibited transactions enumerated in section 102(g) (2) (B) are in ad- 
dition to and not in limitation of the restrictions contained in section 28(o) (2), 
23(q) (2), 162(a), or 505(a) (2). 4 deduction mav not be allowed in view of 
the general provisions of those sections, even though the trust has not engaged 
in any of the prohibited transactions referred to in section 102(g) (2) (B). 
Thus, if the donor or the fiduciary of the trust enters into a transaction with the 
trust, such transaction will be closely scrutinized to ascertain whether the con- 
tribution is in fact made for the stated exempt purposes. 

If a trust, which receives a gift or contribution for charitable, etc. , purposes 
after December 81, 1950, is not entitled to the unlimited deduction under section 
102(a) because it engaged in a prohibited transaction with the purpose of 
diverting its income or corpus from the purposes described in section 162(a), and 
such transaction involved a substantial part of such income or corpus, and if 
the taxable year of the trust during which such gift or contribution is roade 
begins after December 81, 1950, and is the same as, or is prior to, the taxable 
year of the trust in which such transaction occurred, then a deduction by the 
donor with respect to the gift or contribution shall not be disallowed under the 
first paragraph of this section unless the donor (or any member of his family 
if the donor is an individual) is a party to such prohibited transaction. For 
the purpose of the preceeding sentence, the members of an individual donor's 
family include only his brothers and sisters, whether by whole or half blood, 
spouse, ancestors, and lineal descendants. See section 29. 8813 — 8 for disallow- 
ance of certain charitable, etc. , deductions otherwise allowable under section 
162 (a) . 
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Ezas&ple. Under the teinns of an irrevocable trust established by A in 1&)4:b 

tire trustees rvere to pay one-half of the income of the trust to A's ivife for lif&, 
and the trustees were given discretion either to accuriiulaie or distribute ihe 
remaining one-half of the income to a specified charitable beneficiary. Ufo&1 
the death of the wife, the entire corpus was to be paid to the named charity. 
The trust makes its income tax returns on the basis of the calendar year. l"&)l. 

j949, A takes a charitable deduction for the amount of the gift in trust to tlip 
charity. In 1952, 1058, 1054, and 1955, A makes further contributions to the 
trust and takes charitable deductions for such years under section 28(o) (2D 
In 1958, 1954, and 1955, B (not a member of A. 's family) makes contribut, ions 
tp the trust for its designated charitable purpose and takes charitable deduc- 
tipris for such years. In 1058, the trust conunences purposely to divert income 
and corpus which had been set aside for its charitable purpose an&i to turn such 
jncpnle and corpus over to A, the creator of the trust, and a substantial amount 
pf such income and corpus is so diverted by the close of the taxable year 10 i4. 
Fpr 1058 and subsequent taxable years, the deduction allovved the trust un&i& r 
section 162(a) is limited by reason of the provisions of section 162(g) (2) (AL 
Both A and B are disallowed any charitable deduction for their charitable curitri- 
butions made during 1955 to the trust. EIoreover, the charitable deduction taken 
by A for contributions to the trust in the years 1058 and 1054 would also be dis- 
allowed since A ivas a party to the prohibited transaciion. If the facts and 
surrounding circumstances indicate that the contribution in 1952 by A was for 
the purpose of the prohibited transaction, then the charitable deduction for the 
year 1952 shall also be disallowed with respect to A, since the prohibited trans- 
action would then have commenced with the making of such contribution and 
the deduction allowed the trust under section 162(a) would then be limited for 
1952 by reason of the provisions of section 162(g) (2) (A). 

PAR. 6. Tile Statement of Procedure contained in F. R. Doc. 46- 
15N7, appearing at page 177A. — 22, part II section 1, of the issue 
for September 11, 1946, as anlended (26 CFR, part 601; 14 I&'. R. 
2068; 15 F. R. . 6888; 17 F. R. 6948), is hereby further amended by 
changing the part of section 601. 17 Forma — (a) Deacription relating 
to Form 10/1 to read as follows: 

Eorm 10/1 — A. — Fiduciary information return required of trusts claiming char- 
itable or other deductions under section 162(a), I. R. C. for taxable years begin- 

ning after Deceinber 81, 1940. 

(This Treasury Decision is issued under authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 32; 26 U. S. C. , 62) . ) 

JUSTIN F. WINKLE) 
Aoting Commissioner of Internal Revenue. 

Approved February 16, 1953. 
ELRERT P. TIITTLE, 

Acting 8eoretary of the Treasury. 

tFiled with the Division of the Federal Register February 19, 1958, 8:45 a. m. ) 

SECTION 154. — INCOME TAXES OF MEMBERS OI' 
ARMED FORCES UPON DEATH 

SEGTIoN 29. 154 — 1: Abatement of income taxes of 
certain members of the Armed Forces of the 
United States upon death. 

(Also Section 482& Section 29. 482-1. ) 
INTERNAL REVENUE, CODE 

Rev. Rul. 55 

The cancellation, pursuant tp section 154 of the Internal Revenue 
Code, of the liability for Federal taxes imposed under chapter 1 of 
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the Code, of an individual killed in action after June 24, 1950, and 
prior to January 1, 1954, while serving with the Armed Forces of 
the United States in a combat zone, does not eliminate the income 
on which such liability was based. A. refund of self-employment 
taxes made in accordance with this section of the Code, does not 
change the amount of self-employment income previously reported 
and does not necessitate a correction of the records previously for- 
warded by the office of the director of internal revenue to the Social 
Security Administration. 

Advice is requested whether the cancellation of the liability for the 
Federal taxes imposed under chapter 1 of the Internal Revenue Code, 
of an individualkilledin action after June 24, 195, and prior to Janu- 
ary 1, 1954, while serving with the Armed Forces of the United States 
in a combat zone, eliminates the income on which such liability is based, 
thereby necessitating a correction of the records forwarded by the 
once of a director of internal revenue to the Social Security Admin- 
istration. 

In the instant case, an individual was killed in action on February 1, 
1952, while serving with the United States Air Force in a combat zone 
as designated in E. O. 10195, C. B. 1951-1, 6. Subsequent to his death, 
distribution of the net income of a partnership of which he was a mem- 
ber was made, and self-employment tax based on his distributive share 
was assessed and paid. 

Section 154 of the Internal Revenue Code, added by the Revenue 
Act of 1951, provides as follows: 

In the case of any individual who dies after June 24, 1950, and prior to January 
1, 19o4, while in active service as a member of the Armed Forces of the United 
States, if such death occurred while serving in a combat zone (as determined 
under section 22(b) (13) or as a result of wounds, disease, or injury incurred 
while so serving- 

(s) the tax imposed by this chapter shall not apply with respect to the 
taxable year in which falls the date of his death, or with respect to any 
prior taxable year ending on or after the first day he so served in a combat 
zone after June 24, 1950; and 

(b) the tax under this chapter and under the corresponding title of each 
prior revenue law for taxable years preceding those specified in clause (a) 
which is unpaid at the date of his death (including interest, additions to tbe 
tax, and additional amounts) shall not be assessed, and if assessed the 
assessment shall be abated, and if collected shall be credited or refunded 
as an overpayment. 

It is the position of the Bureau that, since section 154 of the Code, 
quoted above, provides speci6cally for the cancellation of tax liability 
and contains no specific provision with respect to the income on which 
such liability is based, the individual's income remains unchanged. 

Accordingly, it is held that the cancellation, pursuant to section 
154 of the Internal Revenue Code, of the liability for the Federal taxes 
imposed under chapter 1 of the Code, of an individual killed in action. 
after June o4, 1950, and prior to January 1, 1954, while serving with 
the Armed Forces of the United. States in a combat zone, does not 
eliminate the income on which such liability was based. A refund of 
self-employment taxes made in accordance with this section of the 
Code, does not change the amount of. self-employment income previ- 
ously reported and does not necessitate a correction of the records 
previously forwarded by the oKce of the director of internal revenue 
to the Social Security Administration. 
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SECTION 29. 154-1: Abatement of income taxes of 
certain members of the Armed Forces of the 
United States upon death, 

INVTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 597G, page 26. ) 

(t) 29. 162 — I. 

SUPPLEMENT E. — ESTATES AND TRvsrs 

SECTION 162. — NET INCOME 

SEUTIGN 29. 162-1: Income of estates and 
trusts. 

T. D. 5962 

TITLE 26 — INTERVAL REVENUE. — CHAPTER I, SUBCHAPTER A, PAI'T 29. — 
INCOIIE TAX; TAX. 4BLE YEARS BEGINNING AI'TKR DECKIIBKII 31, 1041 

Regulations 111 amended to conform to section 845 of the Revenue 
Act of 1051, relatin ~ to abatement of tax on certain trusts for mem- 
bers of Armed I'orces dying in service, 

TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

washington 85, D. C. 
To Ogcers and L&'mp/oyees of the Internal Eevenue Service and Others 

Concerned: 
On October 25, 1952, notice of proposed rule making, regarding 

amendments to the income tax regulations made necessary by section 
845 of the Revenue Act of 1951, approved October 20, 1951, was 
published in the Federal Register (17 I&'. R. 9669). No objection to 
the rules proposed having been received, the amendments to Regula, - 
tions 111 [26 CFR, part 29] set forth below are hereby adopted: 

PARAGRAPH 1. Section 29. 162 — 1, as amended by Treasury Decision 
5951 [C. B. 1952 — 2, 81], approved December 2, 1952 [26 CI"R 
29. 162 — 1], is further amended by adding after (c) of the second para- 
graph thereof the following: 

(d) For the deduction allowed a trust which accumulated income for a 
beneficiary who died on or after December 7, 1041, and before January 1, 
1948, while in active service as a member of the military or naval forces of 
the United States or of any of the other United Nations, see section 29. 421-1. 

PAR. 2. There is inserted immediately preceding section 29. 421-1 
[26 CFR 29. 421 — 1] the following: 

Szz. 845. AI)ATEIrzNT OF TAx OV CzRPAIN TRUSTS FOR ~rzar- 
BERS OF AR;trzD FORCES DYINO IV SERVICE [REVENUE 
ACT OF 1001, APPROVED OCTOBER 20, 1051]. 

In the case of a trust vvhich accumulated income for a beneficiary who 
died on or after December 7, 1041, and before January 1, 1048, while 
in active service as a member of the military or naval forces of the 
United States or of any of the other United Nations, there shall be 
allowed as a deduction in computing the net income of such trust 
(in addition to other deductions allowable under sections 28 and 102 of 
the Internal Revenue Code) income of the trust for any taxable Year 
(before diminution for income tax) &vhich was accumulated for such 
beneficiary if— 
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(1) the income accumulated was for a. taxable year of the trust 
which ended with or within a taxable year (ending on or after 
Deceruber 7, 1941) of such beneficiary during any part of which be 
was a member of such military or naval forces, or, in the case of the 
taxable year of the trust during which such beneficiary died, the 
income accumulated was for the period in such taxable year prior 
to the death of such beneficiary; and 

(2) the amount of such accumulated income was, without regard 
to this section, taxable to the trust, and 

(8) the income for such taxable year accumulated for the bene- 
ficiary, if not distributed to him prior to his death, was payable by 
the trust at or after his death only to his estate, spouse, or lineal 
ancestors or descendants. 

PAR. 8. Section 29. 421 — 1, as amended by Treasury Decision 5645 
[C. 8. 1948 — 2, 14], approved July 20, 1948 [26 CFR 29. 421 — 1], is 
hereby amended by inserting after the third paragraph thereof the 
f olloxving: 

In the case of a trust which accumulxted income for a beneficiary who died 
on or after December 7, 1941, and before January 1, 1948, while in active service 
as a member of the military or naval forces of the United States or of any of the 
other United Nations, there shall be allowed as a deduction in computing the 
net income of the trust for any taxable year the income of the trust for such 
taxable vear, before diminution for income taxes with respect thereto, which 
was, or would have beeu but for such diminution, accumulated for such benef- 
iciar. This deduction shall be auoxved, however, only if (1) the income accumu- 
lated w. "s for a taxable year of the trust which ended with or within a taxable 
year (ending on or after December 7, 1941) of such beneficiary during any part 
of which he was a member of such military or naval forces, or, in the case of 
the taxable year of the trust during which such beneficiary died, the income 
accumulated was for the period in such taxable year prior to the death of 
such beneficiary, and (2) the amount of such accuniulated income was, without 
regard to this pain raph, taxable to tbe trust, aud (8) the income for such 
taxable year accumu'. ated for the beneficiary; if not distributed to him prior to 
his death, was payable by the trust at or after his dea. th only to his estate, 
spouse, or lineal ancestors or descendants. 

The amendments to sections 29. 162 — 1 and 29. 421 — 1 of Regulations 
111, covering taxable years beginning after December 81, 1941, set forth 
in this Trea~sury Decision, are hereby made applicable to any taxable 
year affected which is covered by Regulations 108. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat. 82, 467; 
26 U. S. C. 62, 8791). ) 

JoHN S. GRAHAM, 
Acting Comm& sioner of Internal Revenue. 

Approved December 16& 1952. 
THOMAS J. LYNCH& 

Acting Secretary of the Treasury. 

(Filed with the Division of the FederaI Register December 19, 1%2, 8; 67 a. m. ) 

SEOTIoN 29. 162 — 1: Income of estates and. trusts. 

INTERNAL REvENDE CODE 

Regulations 111 an, ended. (See T. D. 5988, page 258. ) 



SFcnoN 20. 162 — 2: Allocation of estate and trust 
income to legatees and beneficiat ies. 

(Also Section 115, Section 20. 115 — 7. ) 
IVTERiXAL RKVEEUE COBE 

[f 29 162-2. 

Hev. Rul. 21 

The distribution of principal cash to an income life beneficiary 
of a trust iu lien of a nontaxable stock dividend which was not 
permitted to be distributed nnder State 1 iw, does not result in tax- 
able income to the life beneficiary except to the extent that income 
w;is realized by the trust upon conversion of the dividend stock to 
cash and was propcrlv distributed ivith the principal. 

Advice is requested whether taxable income is realized by a benefi- 
ciary of a trust who is entitled to the trust income for life, where, 
according to State law the trust is not permitted to distribute a sion- 
taxable stocl- dividend received by it and in lieu thereof distributes 
cash from the principal. 

In the instant case, the taxpayer's husband died, and under his 
will he bequeathed and devised all of his personal property and real 
estate in trust with the entire net incolne therefrom payable to his 
v, ife as long as she remained his widow. During the taxable year, 
the trustees received a nontaxable stock dividend Ivith respect to cer- 
tain stock held in trust. In accordance with the local apportionment 
laws the trustees retained the stock dividend in the principal account 
and distributed cash to the widow to the extent that such stock divi- 
dend represented earnings accumulated subsequent to the husband' s 
death and capitalized upon issuance of the dividend shares. The 
cash was derived from principal cash on hand as well as from the 
sale of a portion of the stock received as a, dividend by the trust. 
Under the apportionment laws of the State in which the trust was 
created, the trustees were not permitted to distribute the actual stock 
dividend to the widovv, but only principal cash which might be on 
hand or obtained from the sale of such stock. 

In Theodore Ii', . Plunlrett v. Commissioner, 118 Fed. (2d) 644, where 
certain securities held by a testamentary trust were sold and the pro- 
ceeds improperly invested in unproductive securities, the probate court 
instructed the trustees to substitute cash for the securities which were 
sold and to transfer from the principal account and distribute to the 
income beneficiary a portion of such cash which represented the in- 
come he would have received had the funds been properly invested. 
The distribution was held to be taxable to the income beneficiary as 
ordinary income. In Robert W. Johnston et al. v. Conw~tissioner, 141 
Fed. (2d) 208, certiorari denied, 823 U. S. 715, where certain real 
estate, which had been acquired through foreclosure, was sold by the 
trust at a loss and a portion of the proceeds was distributed to the in- 
come beneficiary to compensate him for the interest which he would 
have received had there been no default in the mortgage, it was held 
that the distribution was taxable income to the beneficia~ry although 
the trust had no income from which distribution could be made. 

The instant case is distinguishable on its facts froin the Plunkett 
and Johnston cases, in that it, unlike those cases, involves the treat- 
ment of principal cash distributed by a trust to the life income benefi- 

ciary in lieu of a nontaxable stock dividend received by the trust, 
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In Hell Park 3IeCuVough v. Cornrnissioner, 158 Fed. '(2d) 845, the 
court relying upon the decisions in the Plunkett and Johnston cases, 
held that although dividend shares were not taxable income when 
received by the executors of an estate under the rule established in the 
case of Nark Ewner v. Nyrtle H. Naoom, her, 252 U. S. 189, T. D. 8010, 
C. B. 8, 25 (1920), it did not preclude the holder of the life estate from 
receiving taxable income in satisfaction of a right to receive income. 
The Bureau has for many years followed its position in I. T. 1622, 
C. B. II — 1, 185 (1928), that income of a trust retains in the hands 
of the beneficiary the same character which it possessed in the hands 
of the trustee, and notwithstanding the McCullough case, has de- 
cided to maintain such position. The fact that under State law a 
stock dividend received by a trust may not be distributed in kind 
and that cash from the principal of the trust is distributed to the 
beneficiary in lieu thereof does not in itself serve to alter the character 
of such distribution in the hands of the beneficiary. If capital gain 
income resulted from the sale of the dividend stock by the trustee 
and such income was properly distributed to the beneficiary, it is tax- 
able to the beneficiary at-capital gain rates provided. in section 117 of 
the Internal Revenue Code. 

In view of the foregoing, it is held that the distribution of principal 
cash to an income life beneficiary of a trust in lieu of a nontaxable 
stock dividend which was not permitted to be distributed under State 
law, does not result in taxable income to the life beneficiary except to 
the extent that income was realized by the trust upon conversion of 
the dividend stock to cash and was properly distributed with the 
principal. 

SEcTroN 29. 162-8: Rules for the application 
of section 162(a) in the case of trusts. 

(Also Section 8818, Section 29. 8818-1. ) 

Rev. Rul. 96 

INTERNAL REVEiVL E CODE 

A trust which qualifies for exemption from I&'ederal income tax 
under section 101(6) of the Internal Revenue Code or a trust which 
has paid or permanently set aside contributions during a taxable year 
for purposes described in section 162(a) of the Code will not be con- 
sidered to be engaging in any prohibited transaction referred to in 
section 8818(b) or 162(g) (2) (B) of the Code by reason of distribu- 
tions made by it to public organizations which are charitable and/or 
educational, regardless of the fact that indirect benefits may inure 
to members of families of employees of a corporation which is the 
creator of the trust. Thus, where it is evident from all the facts in 
any case that the organization to which a trust distributes its funds 
is a public organization which is charitable and/or educational, such 
as a Parent-Teachers Association, the trust will not be considered to 
be engaging in a prohibited transaction within the meaning of the 
statute even though some of the students at the. local public school who 
may benefit from the distributions made to such public organization 
by the trust are children of employees of the creator corporation. 
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SECTION 165. — EMPI. OYEKS' TRUSTS 

SEGTIoN 29. 165 — 1: Employees' trusts. 
(Also Section 28(p), Section 29. 28(p)-2. ) 

INTENNSL REVENUE CODE 

Rev. Rul. 82 

Procedures applicable to the issuance of advance rulings with 
respect to the qualification of pe ision, annuity, profit-sharing, and 
stocl- bonus plans under section 165(a) of. the Internal Revenue 
code. 

1. Advance rulings as to the qualification of pension, annuity, 
profit-sharing, and stocl. -bonus plans under section 165(a) of the 
Internal Revenue Code, as amended, are not required under the Code 
or corresponding regulations as a condition precedent for obtaining 
any of the tax benefits pertaining to qualified plans. Such advance 
rulings, however, are issued if requested by taxpayers. The proce- 
dure herein set forth is intended to facilitate the processing of such 
rulings and to provide for uniform treatment througliout tlie respec- 
tive field ofiices. 

2. The advance rulings herein contemplated are issued with re- 
spect to consummated or proposed transactions relating to: 

(a) The initial qualification of a plan and, if trusteed, the status 
for exeinption of the trust forming a part thereof; 

(b) Aniendments to plans and trusts; 
(c) Curtailments of plans; 
(d) Terminations of plans; and 
(e) The effect on qualification of the plan of an investment 

of trust funds in the stock or securities of the employer. 
8. All requests for rulings within the purview of parigraph 2 

hereof are to be filed in the ofiice of the director of internal revenue 
having jurisdiction in the area prescribed as follows: 

(a) In the case of a plan of a single employer, wliere the 
principal place of business of such employer is located; 

(5) In the case of a plan of a parent and subsidiary companies, 
where the principal place of business of the parent company is 
situated regardless of wliether consolidated returns are filed; 

(c) In the case of an industry-wide plan (a plan establis~hed 

in a particular industry by all subscribing employers, some of 
whom are located in areas within the jurisdiction of more than 
one director's ofiice), where the trustee's principal place of busi- 
ness is located or, if more than one trustee, where the usual place 
of meeting of the trustees is held, and 

(d) In the case of a plan of multiple employers not provided 
for in the categories set forth in subparagraphs (b) and (c) hereof, 
where the tnistee's principal place of business is located or, if 
Inore than one trustee or if nontrusteed, where the usual place 
of meeting of the trustees or plan supervisors is held. 

4. All requests for rulings are to be accompanied by information 
in duplicate, to the extent pertinent, as follows: 

(e) I&'or initial qualification of a plan, the information called 

for under section 29. 28(p) — 2 of Regulations 111 and, if trusteed, 
the information under section 29. 165 — 1(c) of Regulations 111, 
without duplicating the section 29. 28 (p) — 2 information; 
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(b) For a ruling on an amendment, a copy of the amendment 
without the information under sections 29. 28(p)-2 and. 29. 165- 
1(c), unless requested; 

(c5 For a ruling on a curtailment or termination, the informa- 
tion called for in Exhibit "A" hereof; and 

(ot) For a ruling as to the efi'ect on qualification of the plan 
of an investment of trust funds in the stock or securities of the 
employer, the information called for in Exhibit "B" hereof. (It 
should be noted, however, that even if such a ruling is not re- 
quested, section 29. 165 — 1(a) of Regulations 111 requires that the 
Commissioner be notified If investment in the employer's stock 
or securities is made. The notification is to consist of the in- 
formation set forth in Exhibit "B" and is to be filed with the 
appropriate Director, as provided for in paragraph 8 hereof. ) 

5. The director of internal revenue is responsible for the issuance 
of rulings within the contemplation of paragraph 2 hereof. Such 
rulings are limited to the status of plans and trusts under section 
165(a) of the Internal Revenue Code. Advance rulings and. opin- 
ions under paragraphs (b), (c), and (d) of section 165, and sections 
22(b) (2) (B) and 23(p) of the Internal Revenue Code, are issued 
by the Bureau in Washington. Requests therefor should be addressed 
to the Commissioner, marked for the attention of T: S: P. 

POST REVIEW 

6. Rulings issued by a director are subject to post review in Wash- 
ington under proced. ures established for such purposes, with the ex- 
ception that such post review will be made by the A. ssistant Commis- 
sioner (Technical) . 

REQUESTS FOR ADVICE FROM FIELD OFFICES 

7. Requests for advice from field offices concerning matters within 
the contemplation of paragraph 2 above will be made and processed 
pursuant to established procedure for requesting advice from Wash- 
ington, except that such requests should be addressed to the Assistant 
Conunissioner (Technical), A. ttention: Pension Trust Branch, Special 
Technical Services Division. 

8. The provisions of this Revenue Ruling shall take eRect on the 
81st day following March 16, 1958, and are to be applied in all 
cases specified. 

EXHIBIT A 

Information to be filed with application for ruling in connection with teimfination 
or curtailment of employees' plans and. trusts 

1. The date as of which the plan (is proposed to be) terminated. 
2. A statement setting forth the reasons and circumstances relative to the 

(proposed) termination. 
S. A tabulation in columnar form showing the information specified below with 

respect to each of the 25 highest paid employees, listed in the order of their 
compensation, and for all other employees as a group (showing the number in 
such group), covered bv the plan: 

(a) Name. 
(b) Whether an officer. 
(c) Percentage of each class of stock owned directly or indirect)y by the 

employee or members of his family. 
(4) Data, separately for each year of the plan's operation, with respect to: 

(i) Toto. l coInpensation, other than deferred compensation. 
(ii) Employer's contribution. 
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(iii) Employee's share in furfeitures. 
(iv) Employee's contributions. 

(e) Totals for each of the columns under (d) above, for each year. 
(&f) Summary columns showing in aggre "ate (totaled horiz&mtally) for 

all years, with respect to each of the employees listed and all others, data 
similar to the items called for under (d ) above. 

(g) A final column shosvin, the total value of benefits distributed or to 
be distrilmted to each of the 25 h&ghest paid employees and to all others. 

4. A schedule, showing for each of the yeurs of ihe plan's operation: 
(o) The number of participants at the be'inning of the period. 
(b) The number added. 
(c) The nu&aber who dropped out. 
(d) The n&m&ber remaining at the end of the periorl. 

5, A staten&ent as te whether any of the funds under the plan will revert to 
or become available to the employer; if so, details are to be furnished. 

6. A state&Rent with full particulars as to any funds uuder the plan which at 
any ti&ne u ere contributed in the form of or invested in obligations or property 
of the employer or related companies. 

EXHIBIT B 
Information to be filed uith application for ruling and by way of notification 

v. ith respect to investment of trust funds in the stock or securities of the 
e&nployer 

1. Balance sheets of the employer as at tbe close of the last accounting period 
and for the taxable year ended prior thereto; 

2. Comparative statements of income and profit and loss for the last and the 
4 prior taxable years; 

6. An analysis of the surplus account for the last 5 years and specifically 
showin" the amount aud rate of dividends paid on each class of stock; 

4. A statement accounting for all material changes from the latest dates of 
the aforesaid staten&cuts to the date of filing the information; 

5. A schedule showiug the nature and amounts of the various assets in tbe 
trust fund; 

6. A statement setting forth the amount to be invested in the stock or securities 
of the employer, the nature of the investment, the present rate of return, and the 
reasons for the investment. 

SEOTIDN 29. 165-1: Employees' trusts. 
(Also Sections 29. 165 — 2, 29. 165-8, and 

29. 165-4. ) 
INTERNAL REVENUE CODE 

Rev. Rul. 88 

Compilation of guides applicable to the qualification of stock bonus, 
pension, profit-sharing, and annuity plans under section 165(a) 
of the Internal Revenue Code, as amended by the Revenue Act of 
1042. 

SUMMARY 
PART 1: INTRoDUGTIoN. 

(a) Purpose. 
(b) References. 

PART 2: EMPLoYKES TRUsTB IN GENERAL. 

(a) Stock Bonus, Pension, or Profit-Sharing Plan. 
(b) Exclusive Benefit of Employees or Their Beneficiaries. 

(1) Partners. 
(2) Attorney Participants. 
(6) Insurance Agents. 

(c) Designation of Beneficiaries. 
(d ) Feeder Plan. 
(e) Permanency. 
(f ) Vi'ritten Documents. 
(g) Stockholder I'articipati«n. 
(h) Communication to E&nployees. 

(j) Investment of Trust Funds. 
(j~) valuation of Securities on Inventory Date. 
(I„. ) Allocation of St'ock Bonus and Profit-Sharing Funds. 



$ 29. 105. 1. ] 268 

PART S: 
(a) 

(c) 
(d) 

PART 4: 
(a) 
(&) 
(c) 
(d) 
(G) 
(f) 

(i) 
(h) 
(I) 

PART 5: 
(a) 

(c) 
(d) 
(e) 
(f) 
(p) 

(h) 
(() 
(I) 
(h) 
(I) 

(o) 
(p) 
(q) 

IMPossIBILITY CP DIYERsIGN UNDER THE TRUST INSTRUMENT 

Trust Instrument Must Make Prohibited Diversion ImpogsibIe. 
Erroneous Actuarial Computation. 
No Reversion in Profit-Sharing or Stock Bonus Plana 
Application of Dividends and other Credits under Group Annuity 

Contracts. 
(1) Restriction on Pavment of Credits or Returns to Employer. 
(2) Application of Dividends or Other Returns or Credits. 
(S) Surrender or Cancellation Credits After Discontinuance of Plan. 
(4) Dividends or Experience Credits After Discontinuance of Con- 

tributions. 

REqvIREMENTs As To CQVERAGE. 

Plan Must Benefit Employees in GeneraL 
Percentage Coverage Requirements. 
Classification of Employees. 
Different Eligibility Requirements for Present and Future Employees. 
Burdensome Contributions. 
Classification Within Purview of Statute but Discriminatory in 

Operation. . 
Integration. 
(1) Integration Rules. 
(2) Death Benefits Involved in Integration Under Mimeograph 556(). 
(6) Death Benefits Under Mimeograph 6641 and Integration of Profit- 

Sharing Plans. 
Coverage Requirements Must be Met on at Least 1 Day in Each Quarter. 

Denial of Participation for Failure to Enter Plan Upon Becoming 
Eligible. 

Reentry into Plan after Discontinuance of Participation. 
Delay in Purchasing Insurance Contracts. 

Continuing Participation in the Event of Leave of Absence. 

DIscRIMINATIoN As To CGNTRIRvTIGNs oR BKNKFITs. 
Nondiscriminatory Contributions or Benefits. 
(1) Application of Forfeitures. 
(2) Variations in Contributions or Benefits. 
Vested Rights in Employer's Contributions. 
(1) Determination as to Provision for Vesting, 
(2) Requirement for Ultimate Vesting. 
Topheaviness. 
Termination Rule. 
Normal Retirement Age. 
Optional Retirement Prior to Normal Retirement Age. 
Participation After Normal Retirement Age. 
(1) A. dditional Benefits for Service After Normal Retirement Age. 
(2) Continued Participation Under a Profit-Sharing or Stock Bonus 

Plan. 
Basis of Compensation on Which Benefits are Computed. 
Adjustment of Benefits due to Increases or Decreases in Compensation. 
Discretion as to Payment of Benefits Under Basic Options. 
Provisions for Disability and Hardship Cases. 

Provision that Benefits be Based on Cash Surrender Value in Insured 
Plans. 

Loan Privileges. 
Past Service Benefits in Plans Which Contain a Minimum Age or Service 

Requirement for Eligibility. 
Ri "ht of Trustee to Borrow on Insurance Contracts. 
Distribution of Funds upon Termination. 
Earmarked Investments Under a Profit-Sharing Plan. 

PART 1: INTRODUGTION 

(a) J'III'pose. — Exemption from income tax is granted to an em- 
ployees' trust which is part of a stock bonus, pension, or profit-sharing 
plan meeting the requirements set forth in paragraphs (1) through (6) 
of section 165 (a) of the Internal Revenue Code. Nontrusteed annuity 
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plans with respect to which deductions for contributions thereto are 
claimed under section 26(I)) (I) (B) of the Code must, as part of the 
requirements of such section, also meet the requirements of para- 
graphs (3) through (6) of section 165(a) of the Code. Numerous 
issues relative to qualification have arisen and have been determined 
since section 165(a) of the Code was amended by section 162(a) of 
the Revenue Act of 1942. It is the purpose of this release to set forth 
the rules which have been developed as a result of such determinations 
and to codify various individual releases, except in cases where to do 
so would merely be repetitious or cumulative and, in such cases, refer- 
ence will be made to the specific release in point. The issues herein 
discussed are not all inclusive but are those which have been found 
to be most commonly present in many. plans. As new issues of general 
import, arise supplemental releases will be issuecL 

(5) References. — Certain policy issues are common to all types of 
plans; others to pension and annuity plans, or profit-sharing and stock 
bonus plans. Accordingly, the various groups will be discussed in 
their appropriate places and reference made to the applicable sections 
of the Code and Regulations 111. Rulings listed in the appendix are 
incorporated by reference and made a part hereof. Internal Revenue 
Bulletin citations are furnished with respect to published material. 
P. S. Rulings have also been made public although not published in 
the Bulletin. Copies are available in the respective OIfices of directors 
of internal revenue and. the Bureau in Washington. The omission 
of certain rulings from the appendix is not to be construed as a rescis- 
sion or modification of any such rulings. Only those rulings which 
are appropriate to the particular textual material are referred to. 

PART 2: EMPI. OYEES' TRUSTS IN GENERAL 

SECTION 165(a) OF THE INTERNAL REVENUE CODE 

SECTION 29. 165-1(a) OF REGULATIONS 111 

(a) Stocks bonus, pension, or prof'(t-sharing ptan. — A trust, to be 
exemyt under section 165 (a) of the Code, must be part of a stock bonus, 
pension, or profit-sharing plan established by an employer for his 
employees. For a definition of each such type of plan, see the second 
paragTaph of section 29. 165 — I(a) of Regulations 111, as amended by 
T. D. 5422, C. B. 1944, 818. From the last sentence of such paragraph, 
it will be noted also that section 165 (a, ) of the Code does not apply to 
a plan which is primarily a dismissal wage plan. 

(0) Exclusive benept of emp/oyees or thei~ beneficiaries. — The plan 
must be for the exclusive benefit, of eniployees or their beneficiaries. 

(I) J'artnen. — Partners are employers ancl, as such, are not 
eligihle to participate in the plan See I. T. 8350, C. B. 1940-1, 
64, and P. S. Ko. 23. Neither are they to be credited for services 

as partners prior to becoming employees in a successor 

corporation. 
(2) Attorney participants. — An attorney, or other professional 

person, may be a bona fide employee and, as such, eligible to par- 
ticipate in the plan. The Inere fact tha~t such practitioner also 

has an. independent income from the practice of his profession 
will not necessarily preclude hiin from participating in the plan. 
268854' — 58 — 18 
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IIe must, however, be an employee for all purposes, including cov- 
erage as an employee for social security or similar public pro- 
grarn, if applicable to other employees, and for income tax 
withholding purposes. Thus, if his actual employment for such 
purposes commences as of a certain date he is not entitled to credit 
for services prior thereto, such as, for example, for the purpose of 
meeting the years of service requirement to be eligible to partici ~ 

pate in the plan or to be entitled to past service credits. 
(3) ln8unance agent8. — Section 3797(a) of the Internal Rev- 

enue Code has been amended by section 343 of the Revenue Act 
of 1951 to add a new paragraph (20) providing that, with respect 
to stock bonus, pension, profit-sharing, and annuity plans, the 
term "employee" shall include a full-time life insurance sales- 
man who is considered an employee for the purpose of subchapter 
A of chapter 9, or, in the case of services performed before Janu- 
ary 1, 1951, who would be considered an employee if his services 
were performed during 1951. This amendment is applicable 
with respect to taxable years beginning after December 31, 1938. 
A full-time life insurance salesman is included in the term "Em- 
ployee" under section 1426(d) (3) (B) of the Code for old-age 
and survivors insurance tax purposes. Thus, the same rules 
apply with respect to treating life insurance salesmen as em- 
ployees for inclusion in a plan under section 165(a) of the Code 
as for taxability for old-age and survivors insurance purposes. 
This inclusion does not, however, extend to insurance brokers 
and others who are not full-time life insurance agents within the 
purview of section 1426(d) (3) (B). 

(e) Deeignation of benefeiariee. — Employees must have the right 
to designate their own beneficiaries. Section 29. 165-1(a) of Regu- 
lations 111 includes as beneficiaries entitled to benefits under a quali- 
fied plan (concluding sentence of paragraph preceding the last) "* * * any persons designated by the employee to share in the bene- 
fits of the plan after the death of the employee. " Thus, a restriction 
in the plan to a prescribed group deprives the employee of freedom of 
choice in designating "any persons" and is contrary to the provision 
quoted above. The plan, however, may provide that, in the absence 
of a designation by the employee, payment in the event of death will 
be made to certain stated beneficiaries, in order of priority, such as, 
spouse, children, parents, brothers and sisters, or to the estate of the 
deceased. A plan under which an advisory committee, or other ad- 
ministrative body, designates employees' beneficiaries after consulta- 
tion with such employees, or under which the committee designates 
beneficiaries from lists restricted to a specified group submitted by em- 
ployees, is not for the exclusive benefit of eniplovees or their bene- 
ficiarie. A plan, however, may provide that amounts allocated to 
an employee and standing to his credit at the time of his death shall 
be paid to his estate. In such case the right of designation of a 
beneficiary is reserved to the employee since he can name a beneficiary 
by will with respect to such credit. 

(d) Feeder p/an. — A stock bonus or profit-sharing plan which pro- 
vides that tire funds therein may be used to meet the costs of a pension 
or annuity plan operated concurrently and coverin~ the same em- 
ployees& if and when the employer suspends contributions to such 
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latter plan, is a feeder plan since it relieves the employer from con- 
tributing to the pension or annuity plan and. is therefore not for the 
exclusive benefit of employees or their beneficiaries. An employee 
who has a vested right under a profit-sharing or stock bonus plan 
ina, however, if the plan so provides, authorize a transfer of all or 
part of his vested interest to make up for a deficiency in the employ- 
er's contribution under a pension or annuity plan. In such case he 
will be taxable on the transfer as though a distribution of such in- 
terest had been made. See P. S. No. 87. 

(e) Permanency. — A plan within the meaning of section 165 (a) of 
the ('ode is a permanent and continuing prograin. A plan which is 
set up during years of high tax rates and is abandoned without a valid 
business reason when pro6ts f all off is not within the intent of such sec- 
tion. Also, especially in the case of a pension plan under which 
benefits are funded at a higher rate for employees in whose favor dis- 
crimination. is prohibited than for other employees, if the plan is dis- 
continued before ample provision for comparable benefits is made for 
such other employees it will be deemed, from its inception, not to have 
been a bona fide program for the exclusive benefit of employees in 
general. For a more detailed discussion of the applicable principles 
and illustrative cases, see Mimeograph 6166, C. B. 1947 — 1, 58. See also 
P. S. No. 60 for the information to be filed for a ruling as to the e8ect 
of a termination or curtailment of a plan on its prior quali6cation, 
P. S. Xo. 56 as to notice by the trustee of the termination of a plan, and 
P. S. No. 57 as to the effect of a suspension of contributions. 

(f) Written documents. — The plan must be a definite written pro- 
gram setting forth all provisions essential to qualification. See section 
29. 165 — 1(a) of Regulations 111, flrst paragraph. In the case of a 
trusteed plan, the trust must be evidenced by an executed. written 
document setting forth the terms thereof. See Mimeograph 6694, 
C. B. 1949-1, 118. In the case of a nontrusteed annuity plan which is 
eviclenced by insurance contracts, the plan is not in effect until 
such contracts are executed and issued. See Mimeograph 6020, C. B. 
1946 — 1, 74. 

(g) StocIehoMer participation. — Stockholders who are bona fide 
employees of a corporation may participate in the corporation's plan 
to the same extent as other employees. If', ho~ever, the plan is de- 
signed as a subterfuge for the distribution of profits to stockholders, 
even if it includes other employees who are not stockholders, it will 
not qualify as a plan for the exclusive benefit of employees. The plan 
must not be weighted in favor of stockholder-employees either with 
respect to the requirements for participation or for contributions and 
benefits. See I. T. 4020, C. B. 1950 — 2, 61, for further details. 

(h) Communication to employees. — Employees are to be apprised 
of the estabiishmA. nt of a, plan and the salient provisions thereof. The 
most effective way of doing so is to furnish each employee with a copy 
of the plan. To do so, however, may' not be feasible in all-cases. 
Various substitutes, therefore, may be used. For example, it will be 
suIIicient that a booklet summarizing the plan in;ill its essential fea- 
tures be furnished the employees, or that a notice be posted on the 
company's bulletin board, which must be in conspicuous view, that a 
plan has been established, setting forth the type thereof, the eligibility 
requirements, a synopsis of all benefits provided thereunder, whether 
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employees are to contribute and, if so, the amount of contributions, 
vesting provisions, and, if a profit-sharing or stock bonus plan, the 
eiiiployer contribution commitment, and a statement that a copy of 
the complete plan may be inspected at a designated place on the 
company's premises during specified times. 

(i) Investment of trust funda. — Trust investments must be for the 
exclusive benefit of employees or their beneficiaries. While an inci- 
dental benefit may also inure to others the primarv purpose of benefit- 
ing employees or tlieir beneficiaries must be maintained. I'or example, 
a sale of securities . 'o the trust may benefit the vendor in that it may 
have resulted in a profit to him, but essentially the purchase by the 
ti ustee must have been for the best interests of the trust; i. e. , the cost 
must not exceed fair market value at time of purchase, a fair return 
commensurate with the prevailing rate should be provided, sufficient 
liquidity should be maintained so as to permit distributions in ac- 
cordance with the terms of the plan, and the safeguards that a prudent 
investor would look to should exist. These essentials are equally 
applicable to the stock or securities of the emp'oyer. If the trust 
instrument and local law permit such investments they are not other- 
wise precluded for the purposes of section 165(a) of the Code. The 
Commissioner, however, should be notified if stock or securities of the 
employer are purchased by the trust so that a determination may be 
made whether the trust serves any purpose other than constituting 
part of a plan for the exclusive benefit of employees. The notification 
shall include information certified to by the accounting or other 
responsible ofhcer as follows: 

1. Balance sheets of the employer as at the close of the last 
accounting period and for the taxable year ended prior thereto. 

2. Comparative statements of income and profit and loss for 
' the last and 4 prior taxable years. 

8. An analysis of the surplus account for the last 5 years, spe- 
cifically showing the amount and rate of dividends paid on each 
class of stock. 

4. A statement accounting for all material changes from the 
latest dates of the aforesaid statements to the date of filing the 
information. 

5. A schedule showing the nature and amounts of the various 
assets in the trust fund. 

6. A statement setting forth the amount invested, the nature 
of the investnient, tlie present rate of return and the reasons for 
the investment. 

(j) Valuation of securities on inventory date. — Any type of quali- 
fied plan which provides for distributions in accordance with amounts, 
stated or ascertainable, credited to participants (i. e. , profit-sharing& 
stock bonus, and some self-administered trusteed money purchase 
pension plans) must provide for a valuation of securities held by the 
trust, at least once a year, on a specified inventory date, in accordance 
with a method consistently followed and uniformly applied. For 
such purpose, fair market value on the inventory date is generally 
acceptable. The respective accounts of participants are then to be 
adjusted in accordance with the valuation. For example, if as a result 
of an inventory on December 81, 1951, J'ohn Doe's account, which 
theretofore showed a balance of $1, 000 is to be increased by one-tenth 
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of 1 percent of the increase in the value of the trust securities, and such 
increase is $50, 000, his interest is to be increased by $50. 

(k) ELllocation of stock bonus and prost-sharincl funds. — All 
funds in an exempt profit-sharing or stock bonus trust must be allo- 
cated to participants in accordance v itli a definite formula. Thus, 
no reserves are to be provided for by withholding allocations from 
participants. If suspense accounts are maintained, provisions should 
be made for ascertaining the respective shares of participants in such 
accounts and such shares are to be included in any distributions. 

PART 3: IMPOSSIBILITY OF DIVERSION UNDER THE TRVST INSTRVML'NT 

SECTION 166(a) (2) OF THE 1NTERNAL REVENUE CODE 

SECTION 29. 166-2 OF REGULATIONS 111 

(a) Trust instrument must make prohibited diversion irfipossi ble. — 
The trust instrument must make it impossible, "~ ~ * at any 
time prior to the satisfaction of all liabilities with respect to employees 
and their beneficiaries under the trust, , for any part of the corpus or 
income to be (within the taxable year or thereafter) used for, or 
diverted to, purposes other than for the exclusive benefit of his em- 
ployees or their beneficiaries * ~ ~. " The term "trust instrument" 
means a, ioritten agreement. Although an oral trust may be effective 
within the purview of the applicable local law, for the purposes of 
paragraph (2) of section 165 (a) of the Code, there must be a u)ritten 
trust instrument:. It must also constitute a valid trust under the law 
prevailing in the jurisdiction to which it is subject. In addition, it 
must definitely and afBrmatively make it impossible for the nonexempt 
diversion or use to occur. See Mimeograph 5985, C. B. 1946-1, 7o, as 
to the requisites for the existence of a valid trust and a plan in edect 
and, also Mimeograph 6894, C. B. 1949-1, 118, as to the requirements 
for compliance with the provisions of section 165(a) (9) of the Code. 

(b) Erroneous actuarial computation. — Trust funds must not be 
used for purposes other than for the exclusive benefit of employees or 
their beneficiaries prior to the termination of the trust and the satis- 
faction of all liabilities with respect to employees and their benefici- 
aries under the trust, and then recovery may be had only to the extent 
of any surplus existing because of an actuarial error. In determining 
whether any surplus exists on termination of a trust, and the amount 
thereof, all liabilities, contingent as well as 6xed, with respect to em- 
ployees and their bene6ciaries under the trust Inust be taken into 
account. Fixed liabilities are the benefits payable to those who have 
become entitled to them. Contingent liabihties are the benefit credits 
accrued up to the time of termination of the trust for employees (and 
their beneficiaries) who might have become entitled to benefits if the 
trust had been continued indefinitely. If such liabilities are to be dis- 
charged by commuting the payments (other than through the pur- 
chase of insurance company' contracts), the values thereof at the time 
of termination « the trust must be determined for this purpose by 
use of assumptions no less conservative in any respect than were used. 
in cletermi»ng cos««ring the previous life of the trust, and no 
discount for severances other than death may be assumecl: 

(c) 1Vo reversion in prof(t-sharing or stock bonus plans. — Alloca- 
boiius pl 
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upon amounts actuarially necessary to provide stipulated retirement 
benefits. See I. T. 8660, C. B. 1044, 186. See also section 29. 165 — 1 (a) 
of Regulations 111 to the effect that a plan designed to provide bene- 
fits for employees or their beneficiaries to be paid upon retirement 
or over a period of years after retirement will, for the purposes of 
section 165 (a) of the Code, be considered a pension plan if under the 
plan either the benefits payable to the employee or the required con- 
tributions by the employer can be determined actuarially, Conse- 
quently, in profit-sharing and stock bonus plans there can be no rever- 
sion of any kind since such plans do not provide benefits which are 
predicated on actuarial assumptions or computations. 

(d) Application of dividends and other credits under group annuity 
contracts. — A provision analogous to that set forth in section 
165(a) (2) of the Code, prohibiting diversion of funds from exempt 
trusts, is contained in section 28(p) (1) (B) of the Code relating to 
deductions of contributions under nontrusteed annuity plans. The 
latter section requires that, where retirement annuities are purchased, 
refunds of premiums, if any, must be applied within the current taxa- 
ble year or next succeeding taxable year towards the purchase of such 
retirement annuities. To satisfy such requirement, there must be a 
definite written arrangement between the employer and the insurer, 
either as part of the annuity contract or by separate written direction 
from the employer to the insurer, or partly in one form and partly in 
the other, providing that: 

(1) No credits or returns, other than those arising from cor- 
rections of errors in records or computations, such as misstated 
ages or similar corrections, may be paid to the employer prior to 
permanent discontinuance of contributions. 

(2) All dividends, experience rating credits, or employer sur- 
render or cancellation credits ascertained prior to permanent dis- 
continuance of contributions are to be applied regularly as they 
are determined toward the premiums next due for purchase of 
annuities under the plan before any further employer contribu- 
tions are so applied. 

(8) If surrender or cancellation credits may be made after dis- 
continuance of the plan but before all retirement annuities with 
respect to service prior to discontinuance of the plan have been 
purchased, such credits will be applied regularly as they are de- 
termined to purchase such retirement annuities by a procedure 
which does not contravene the conditions of section 165(a) (4) of 
the Code. 

(4) Any dividends or experience credits similar to dividends 
made after permanent discontinuance of contributions or any 
surrender or cancellation credits made after permanent discon- 
tinuance of contributions and after all retirement annuities with 
respect to service prior to discontinuance of the plan have been 
purchased may be paid to the employer provided they are paid 
as nearly as practicable as they are determined so that no sub- 
stantial accumulation results. (It may be noted that this possi- 
bility of return to the employer after discontinuance is analogous 
to the provision permitting return to the employer, on termination 
of an exempt trust, of any surplus arising from erroneous actu- 
arial computations. ) 
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PART 4: PiEQUIREMENTS AS To COVERAGE 

SECTION 165(a) (3) (A) AND (B), (5), hiND (6) OF THE INTERNAL REVENUE CODE 

SECTION 29. 165 — 3 OF REGULATIONS 111 

(a) Plan niust 

benefit 

employees in, generaL — Section 165(a) (8) of 
the Code permits an employer to designate several pension, stock 
bonus, profit-sharing, and annuity plans as constituting parts of a plan 
which he intends to qualify under such section. If all of th'e plans so 
designated cover a su%cient portion of all employees, there is no 
requirement that a clefinite proportion of the employees be included 
in any one plan. The plan, or plans, must benefit einployees in general 
and, towards this end, must cover either a number which is at least 
equa~l to that determined under the percentage provisions of section 
165(a) (3) (A) of the Code, or such employees as qualify under a 
nondiscriminatory classification within the purview of section 
165(a) (3) (B) of the Code. 

(b) Percentage coverage requirements. — The percentage coverage 
requirements of section 165(a) (3) (A) of the Code may be met by 
including in the plan a niunber of employees at least equal to that 
determined by' applying either of the alternative percentage provi- 
sions. The percentages are applied after excluding certain short 
service, seasonal, and part-time employees. For example, if out of a 
total of 1, 200 employees, 100 have less than 8 years of service (the 
minimum period. prescribed by' the plan), 25 do not customarily work 
for more than 20 hours in any 1 week, ancl 75 are employees whose 
customary employment is for not more than 5 months in any calendar 
year, the percentages are applied to the balance of 1, 000. The alterna- 
tive percentage provisions are: 

1. Seventy percent or more of all employees (70% of 1, 000 in 
the above example) must be covered under the plan. 

2. Seventy percent or more of all employees (70% of 1, 000 in 
the above example) must be eligible to benefit uncler the plan, and, 
if so, at least 80 percent of all eligible einployees Inust actually 
be covered. 

Under the first alternative, on the basis of the figures used, if at least 
700 employees are covered& the requirements of section 165(a) (8) (A) 
of the Code are satisfied. Under the second alternative, on the same 
basis, 700 or more employees must be eligible to participate and at 
least 80 percent of these eligible must actually participate. For ex- 
ample, if employees are also required to contribute 5 percent of coin- 
pensation in orcler to participate, and, say, 750 of them are eligible to 
do so, then if at least 600 actually do contribute and are covered under 
the plan, the requirements of section 165(a) (8) (A. ) of the Code are 
also met. 

(e) 

Classification 

o f employees. — In lieu of meeting the percentage 
requirements of section 165(a) (8) (A) of the Code, an employer may 
set up a classification of employees which if found by the Commis- 
sioner not to discriminate in favor of okcers, shareholders, super- 
visors, or highly compensated employees, will satisfy the requireinents 
of section 165(a) (6) (B) of the Code. Under such provision plans 
may qualify which are limited to employees who are within a pre- 
scribed age group, have been employed for a stated nuinber of years, 
have been employed in certain designated departments, or are in 
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other classifications, provided that the e8ect of covering only such 
employees does not discriminate in favor of employees within the enu- 
nierations ivith respect to which discrimination is prohibited. 

(d) Different eligibility requirements for prese~t and future em- 

ployees. — A provision for dIfferent eligibility requirements for present 
and future employees is iiot necessarily discriminatory within the 
purview of section 165(a) (3) (15) of the Code. If present employees 
v, ho are officers, sha. reholders, supervisors, or highly compensated can 
meet the requirements for new employees there is no objection to the 
dual requirements. For example, if all present employees regardless 
of age are eligible and only those neiv employees who are at least 30 
years old may participate, but all present employees who fall within 
one or niore of the categories enumerated in section 165(a) (3) (B) of 
the Code are at least 30 years of a«e, the eligibility provision is not 
objectionable, even though there are other pre~sent employees who are 
uncler 30 years of age. Similarly, if all present employees are eligible 
regardless of years of service but only those future employees ivho will 
complete 5 years of service will be eligible, but all present employees 
wbo are officers, shareholders, supervisors, and highly compensated 
have at least 5 years of service, although there are other present em- 
ployees who have less than 5 years, the eligibility provision is accept- 
able. If, however, in the above illustrations, there are employees with- 
in the enumerated categories who are under 3~0 years of age or have less 
than 5 years of service, the prohibited discrimination is likely to arise 
in operation when new employees are added, and, therefore, in such a 
case such a provision would not be acceptable as a basis for a favorable 
advance ruling. 

(e) I'urdensome contributions. — Section 29. 165 — 3 of Regulations 111 
provides in part: "If a contributory plan is overed to all of the em- 
ployees, but the requirement of contribution by the employee partici- 
pants is so burdensome as to make the plan acceptable only to the 
highly paid employees, the classification will be considered discrimi- 
natory in favor of such highly paid employees. " For example, if the 
plan requires employee contributions of 10 percent of compensation, it 
will be necessary to determine whether lower paid employees are kept 

. out of the plan because of such requirement. If it is found tliat lower 
paid employees are not participating because of the contribution re- 
quirement, the classification may be held to discriminate in favor of a 
group enumerated in section 165 (a) (3) (B) and (4) of the Code. As 
a general rule, however, employee contributions of 6 percent or less are 
not deemed to be burdensome. In cases where the plan provides for 
optional rates of contribution by einployees, and employer contribu- 
tions or the benefits are geared to the employee contributions in such a 
way that a higher rate of employee contributions will result in larger 
benefits from employer contributions, the employee contributions may 
similarly be found. to be burdensome and result in discrimination in 
contributions and benefits in contravention of section 165 (a) (4) of the 
Code, but generally only if the highest rate of employee contribution 
permitted is in excess of 6 percent of compensation. The test is 
whether the contribution provisions operate to deprive lower paid em- 
ployees of benefits at least as high in proportion to compensation as are 
provided for higher paid employees, after taking into account di8er- 
entials permitted under tire requirements for integration with social 
security benefits. See paragraph (g) below. 
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(f) Classifi'cation ioithin purvieio of statute tut discriminatory in 
operation. — A classification may appear to be satisfactory on paper 
but if in actual operation of the plan it discriminates in favor of 
employees who are highly compensated, etc. , the plan will fail of 
qualification. For example, a plan ostensibly covers all employees 
regardless of service but nonforfeitable rights are provided only for 
those who have at least, 15 years of service and stay on until normal 
retirement age 65. Except for a handful of executives who are share- 
holders and oKcers, employees are mjmatory workers who stay on a 
job for a relatively short time and then move elsewhere. Although 
the coverage provisions on paper seem satisfactory, in actual opera- 
tion only the executive employees will benefit. Accordingly, both 
paragraphs(8) (B) and (4) of section 165(a) of the Code are con- 
sidered together in determining whether the requirements of each are 
met. It is possible in the illustration used that the plan may qualify 
if satisfactory provisions for vesting are incorporated therein. See 
part 5(b) hereof. 

(g) Integration. — Plans which exclude employees who earn less 
than a specified amount or provide proportionately lesser benefits for 
such employees may qualify if the bene6ts under the plan integrate 
with those provided under the social security or similar (e. g. , Rail- 
road Retirement Act) program. The total benefits, inclusive of those 
under the social security or similar program, are used for comparative 
purposes. If such total benefits are proportionately no greater for 
employees earning above a speci6ed amount than for those earning 
below such amount, considering employees excluded from the plan on 
account of a minimum salary requirement as well as those included, 
the nondiscrimination requirements of section 165(a) (8) (B) and 
(4) of the Code are satisfiecL 

(1) Integration rules. — The rules for integrating benefits under 
a plan with those provided under the Social Security Act, prior 
to the 1950 amendments, are set, forth in Commissioner's Mimeo- 
graph 5589, C. B. 1948, 409. Supporting rulings under that 
mimeograph are contained in I. T. 's 8618, 8614, and 8615, C. B. 
1948, 475, 476, and 477, respectively, and in P. S. Nos. 5, 18, and 
80. Rules as to integra~tion of deferred benefit plans of employ- 
ers with the old-age and survivors insurance bene6ts provided 
by the Social Security Act Amendments of 1950 are contained 
in Mimeograph 6641, C. B. 1051 — 1, 41, and the modification 
effected as a result of. amendments to the Social Security Act by 
Public Law 500, Eighty-second Congress, second session, ap- 
proved July 18, 1052, are set forth in IR-Mimeograph 07, pro- 
mulgated January 5, 1058, Rev. Rul. 18, page 204, this Bulletin. 
P. S. No. 84 sets forth the rules applicable to integrating benefits 
under a plan with those under the Railroad Retirement Act, as in 
efFect as of September 23, 1044, and IR-Mimeograph 96, promul- 
gated January 5, 1058, Rev. Rul. 12, page 200, this Bulletin, pre- 
scribed the applicable integration rules as e8ected by amend@sents 
to the Railroad Retirement Act through October 1051. 

(2) Death benefi'ts involved in integration under mimeograph 
8'589. — In applying integration tests under Mimeograph 5580, 
any benefits payable in the event an employee dies before re- 
tirement (or before normal retirement age) may be disregarded 
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to the extent that such benefits do not exceed the reserve or the 
accumulated prior contributions. In the event employees con- 
tribute under a plan, the increase in limits provided by para- 
graph 9 of Mimeograph 5539, supra, applies only to employee 
contributions which are exclusive of those applicable to the cur- 
rent cost of insurance or death benefits in excess of the reserve 
or cash value. AVhere integration is required and the norlnal 
form of benefits beginning at retirement (or at normal retire- 
ment age) include death benefits provided by employer contri- 
butions and payable on behalf of the employee which are more 
valuable than a life annuity with a 10 year certain provision, it 
must be shown that the equivalent benefits on a life annuity 10 
year certain basis satisfy the integration requirements. For the 
purpose of demonstrating such equivalence there may be used the 
factors in the insurance or annuity contract involved or, where 
normal retirement age is 65 and the normal form of benefit is one 
of those indicated below, there may be used the corresponding 
factor shown: 

RerEsction factor to basis of 
Normal form of benefit life annuity 10 years certain 

Life annuity, 15 years certain 90 percent. 
l. ife annuity, 20 years certain 80 percent. 
Installtnent refund life annuity '90 percent. 
Cash refund life annuity 85 percent. 

Thus, for example, if in a particular case integration requires 
that benefits be not more than 25 percent of average salary in 
excess of $3, 000 a year and the normal form of retirement bene- 
fits is a cash refund life annuity at age 65, income benefits of 
21'/~ percent of average salary in excess of $3, 000 a year would 
be acceptable. These forms of benefits are commonly found in 
plans insured by individual insurance or annuity contracts but 
are not often used as the normal form. Optional forms of income 
other than the normal form which determines the actual value of 
the benefits should be disregarded for the purposes hereof. 

(8) Death benefits within the purview of Mimeograph 6641, 
supra, and integration of profit-sharing plans are discussed in 
such mimeograph. 

(h) Coverage fegu&'events nbttst be met on at least 1 day in each 
guttrter. — The coverage requirements of section 165 (a) (3) of the Code, 
either on the percentage basis under subparagraph (A) or on the 
basis of a nondiscriminatory classification under subparagraph (B), 
may be satisfied if such requirements are met on at least 1 day in 
each quarter of the taxable year. For example, assuming that the 
taxable year coincides with the calendar year, if the percentage basis 
is applicable and on the first day of the taxable year 1, 000 employees 
have at least the minimum service requirements prescribed by sub- 
paragraph (A), it is suScient if not less than 700 employees are 
eligible to participate and not less than 80 percent of those eligible 
are actually participating on that day even though employee turnover 
changes the percentages to less than 70 and 80 on all other days prior 
to April 1 of the same year. The percentage requirements will again 
have to be met on at least 1 day during the quarter commencing with 
April 1, and so on for the other quarters during the year. 
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(i) DeniaL of participation for faiLure to enter pLan upon becoming 
eLigibLe. — Plans may provide for denial of participation for failure 
to enter plan upon becoming eligible provided that participation 
requires something snbstantially more than mere consent on the part 
of the employee. For example, under an employee contributory plan, 
if the employee refuses to si~ a prescribed form for participation 
authorizing salary deductions in accordance with the plan, the 
plan may provide for the denial of participation at any other time 
cr for a limited time, Similarly, under an insured plan which re- 
quires a physical examination and information as to condition of 
health, the plan may provide that refusal to take the examination 
or furnish the information will bar the employee from participation. 
A. dequate notice, however, must be given the employee and. the con- 
seqiiences of his failure to comply must be clearly presented to 
him after which, if he refuses to join, the exclusion provisions 
of the plan become operative as to such employee. Such provi- 
sions must be uniformly applied so as not to result in the prohibited 
discrimination. 

(j) Eeentryinto pLan after discontinuance of participation. — Plans 
may provide for reentrv after discontinuance of original participation 
upon severance of employment or for other reasons, such as failure 
to continue contributions on the part of the employee. Such provi- 
sions, ho~ever, must be uniformly applied and in no event should they 
permit a duplication of benefits. 

(Zs) DeLay in purchasing insurance contracts. — Generally, a state- 
ment in a plan exonerating the trustee from liability in the event of 
a reasonable delay in the purchase of insurance contracts for partici- 

ants will not adversely affect the qualification. of the plan, provided, 
owever, that the benefits are calculated from the elective date of 

participation. 
(L) Continuing participation in the event of Leave of absence. — 

Plans may provide for continued participation in the event of leave of 
absence for a specified purpose, such as service in the Armed Forces, 
sickness, or disability. All participants under similar circumstances, 
however, must be treated alike. 

PART 5: DiscRIMINATIox As To CONTRIBUTICNs oR BEXKFITs 

SECTION 165(a) (4) OF THE INTERNAL REVENUE CODE 

SECTION 29. 165 — 4 OF REGULATIONS 111 

(a) Nondiscriminatory contributions or benefits. — Under a plan 
which is intended to qualify under section 165(a) of the Code there 
must be no discrimination in contributions or benefits in favor of 
Cancers, shareholders, supervisors, or highly compensated employees 
as against other employees either within or without the plan. Thus, 
for example, a profit-sharing plan which provides employer alloca- 
tions of 20 percent of compensation for participants who are within a, 

group in whose favor discrimination is prohibited, and only 10 per- 
cent for all other participants, fails to meet the requirements of section 
165(a) (4) of the Code. See I. T. 8678, C. B. 1944, 821. Similar con- 
siderations apply to contributions and benefits in a pension or annuity 
plan, except that certain difierences in favor of higher paid employees 
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may be acceptable if integration rules are satisfied. See part 4(g) 
hereof. 

(1) Application of for feitures. — Funds under a qualified plan 
arising from forfeitures because of termination of service, or other 
reason, must not be allocated to the remaining participants in a 
manner that will effect the prohibited discrimniation. In a pen- 
sion plan, this requirement is met by complying with the rule 
regarding definitely determinable benefits, to wit: "Benefits are 
not definitely determinable if funds arising from forfeitures on 
termination of service, or other reason, may be used to provide 
increased benefits for the remaining participants instead of being 
used to reduce the amount of contributions by the employer. " 
Similarly, in a stock bonus or profit-sharing plan the contribution 
formula may provide that forfeitures be used to reduce the ern- 
ployer contributions which would otherwise be required by tlie 
formula, but such application of forfeitures is not mandatory in 
such plans. Nevertheless, it should be observed that whatever 
provision is made for absorbing forfeitures under a stock bonus 
or profit-sharing plan the prohibited discrimination must not 
result. 

(8) Variations in contributions or benefits. — Contributions or 
benefits for the respective participants may vary provided that 
the plan in its over-all operations does not discriminate in favor 
of oScers, etc, In some cases, benefits in a profit-sharing plan 
may vary by reason of a distribution formula which takes into 
consideration years of service. See I. T. 's 8685 and 8686, C. B. 
1944, 824 and 826, respectively, and P. S. No. 28. While the case 
covered in I. T. 8685, supra, illustrates the result, in that case, of 
the addition of units of compensation and units of service as not 
creating the prohibited discrimination and the case mentioned 
in I. T. 8686, supra, illustrates the result, in that case, of the 
multiplication of units of compensation by units of se~rvice as 
creating such discrimination, it was not intended to imply, by 
the promulgation of those rulings, that any formula using the 
method shoivn in I. T. 8685, sup~a, would be acceptable and any 
formula using the method shown in I. T. 8686, supra, would not 
be acceptable. The result of the operation of such formula is 
controlling in each case. If the application of either type of 
formula is found to result in the prohibited discriminat, iou, as 
measured by ratio of benefiits to compensation, then such forinula 
is objectionable. 

(b) Vested rightsin employer's contributions. — The Code does not 
require that an employee be granted inimediate vested rights in his 
employer's contributions as a condition for qualification of a plan. 
Various provisions for vesting are in use, ranging from complete and 
immediate vesting through di8erent forms of graduated vesting, upon 
completion of stated service or participation requirements, to no vest- 
ing until attainment of normal or stated retirement age. 

(1) Determination as to provision for ve~ting. — h. determina- 
tion as to satisfactory vesting provisions will of necessity depend 
on the facts in the particular case involved. For example, a 
company ivhich ordinarily einploys few people obtains a defense 
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contract, engages a larger number of employees to work on such 
contract, establishes a plan under which all employees are eligible 
to participate, makes contributions on the basis of all employees, 
but vested rig~hts are not granted until normal retirement age, 
and. it has no need for the additional employees except for work 
on the defense contract. It is apparent that upon termination of 
the defense contract, if another contract is not obtained, the addi- 
tional employees will be released and whatever credits may have 
inured to them under the plan will be forfeited. A favorable 
rulin&«on such a plan is not warranted unless satisfactory provi- 
sion is made for effectuating benefits to all covered employees. 
This may be accomplished, for example, by oranting fully vested 
riglits after a reasonable waiting period. See P. S. No. 22. 

(8) Requirement for ultimate vesting. — A plan will not be 
acceptable as to quahfication unless an employee who has reached 
the normal retirement age (in a pension or annuity plan) or the 
stated age (or other definitely determinable event has transpired, 
in a profit-sharing or stock bonus plan), and has satisfied any 
reasonable and uniformly applicable requirements as to length 
of service or participation, is permitted to receive the benefits 
under the plan without the consent, of the employer. This, how- 
ever, does not preclude a provision for discontinuance of benefits 
to a retired employee for cause, which must be distinctly specified, 
such as, for example, taking a position with a competitor of. the 
employer or divulging the employer's trade secrets to competitors. 
Similarly, provision may be made for the granting of less liberal 
rights under such circumstances. Provisions for the vestin«of 
rights in employees, however, must not discriminate in favor oF of- 
ficers, shareholders, supervisors, or highly compensated employees. 

(c) Topheaviness, — Paragraph (5) of section 165(a) of. the Code 
provides in part, that a plan shall not be considered discriminatory 
within the meaning of paragraphs (6) (B) or (4) of such section 
merely because the contributions or benefits of or on behalf of the 
employees under the plan bear a uniform relationship to the total 
compensation, or the basic or regular rate of compensation, of such 
employees. However, in the case of pension and annuity plans which 
are based on a salary classification, i. e. , exclusion of employees earn- 
ing less than a specified amount, such as $8, 000 or $8, 600 per annum, 
the benefits uncler the plan must integrate with those provided 
under the Social Security Act or similar public retirement plan. See 
part 4(g) hereof. If under the benefit formula of a pension or an- 
nuity plan benefits are provided which bear a uniform relationship 
to compensation or which do not discriminate in favor of the group 
with respect to which discrimination is prohibited when social 
security or similar Federal or State retirement benefits are taken into 
account, the benefits and contributions are not discriminatory pro- 
vided the plan contains adequate safeguards against discrimination 
in the event of termination of the plan or failuie to meet the current 
costs during the first 10 years. See part 5(d) hereof. A. pension 
or annuity plan which is not, in conformance with the aforesaid does 
not comply with the requirements of. paragraph (4) of section 165 (a) 
of the Code, with respect to nondiscrimin~ation as to contributions or 
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benefits. A ceiling or similai 1Imif ation on the amount of benefits is 
not required in view of the provisions of section 165(a) (5) of the 
Code, but a plan under which benefits are limited may satisfy the 
applicable requirements whereas otherwise certain essential require- 
ments may not be fully met. 

(d) 7'ermination rule. — If benefiits for ernplovees who are oScers, 
etc. , are funded, or substantially so, because of their nearness to re- 
tirement, and benefits for other emI&loyecs are not similarly funded 
prior to termination of the plan, the prohibited discrimination will 
result. Consequently, under the applicable circumstances, an advance 
favorable ruling as to the qualification of a pension or annuity plan 
will not be issued unless the plan contains satisfactory provisions 
limiting the benefits for officers, etc. , in the event of early termination 
of the plan. The rules for this purpose are set forth in Mimeograph 
5717, C. . B. 1944, 321. Explanatory releases consist of P. S. Nos. 8, 
25, 29, 31, 38, 42, 50, and 52. Similar rules are not applicable to 
stock bonus and profit-sharing plans since acceptable allocation for- 
mulae under such plans are designed to preclude the prohibited dis- 
crimination under comparable ciicumstances. The requirements per- 
taining to permanency, however, are applicable to all types of plans. 
See Part 2(e) hereof. 

(e) Normal retirement age. — The normal retirement age in a pen- 
sion or annuity plan is the lowest age specified in the plan at which the 
employee has the right to retire without the consent of the employer 
and receive retirement benefits based on service to date of retirement at 
the full rate set forth in the phn (i. e. , without actuarial or similar re- 
duction because of retirenient before some later specified age). Ordi- 
riarily, the normal retirement age under pension and annuity plans is 
65, the same as the retirement age in the old-a~e and survivors insur- 
ance provisions of the Social Security Act. X different age may be 
specified, provided that if it is lower than 65 it represents the age at 
which employees customarily retire in the particular company or 
industry and is not a device to accelerate funding. In profit-sharing 
or stock bonus plans, where there is a stated retirement age it is merely 
one of several events which may be designated as fixing the time for 
making distributions. Since the amouiit of the distributions is de- 
pendent upon profits, there is no definitely stated rate of benefits pay- 
able at such age. Consequently, the stated retirement age in a profit- 
sharing or stock bonus plan does not have the same meaning as "normal 
retirement age" in a pension plan. 

(f) Optional retirement prior to normal retirement age. — Any rea- 
sonable optional early retirement ages will generally be acceptable 
whether or not the consent of the employer is required for retirement 
at such ages or for payment of benefits beginning upon retirement at 
such ages~ 

If the optional early retirement age is earlier than 65 for males or 
60 for females and either: 

(1) the employer's consent is required for such early retirement 
benefits, or 

(2) there is a minimum salary required for participation or the 
benefit, formula involves a step-up in the rate for salaries in excess 
of a specified amount so tliat integration requirements must be 
satisfied, 
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then the amount of benefits payable upon early retirement must be such 
that they meet the appropriate limit indicated below: 

a. In a unit benefit plan the actuarial value of benefits payable 
upon such retirement must not substantially exceed the actuarial 
value at that time of the benefits which would be payable be- 
ginning at normal retirement age on the basis of service credits ac- 
cruecl to the time of actual retirement. 

b. In a, fixed benefit plan the amount of benefits payable upon 
early retireinent must not substantially exceed the actuarial value 
at that time of the normal retireinent benefits multiplied by the 
ratio that the actual number of years of service of the employee 
at retirement bears to the total number of years of service he woulcl 
have had if he had remained in service until normal retirement 
age. This requirement is assumed to be met when the benefits 
provided upon such early retirement are those obtained by appli- 
cation of the then cash value of an insurance or annuity policy 
calling for level premiunis to normal retirement age. 

c. In a money purchase plan the amount of benefits payable 
upon early retirement must not exceed those purchasable by 
the contributions based on compensation received up to the time 
of actual retirement. 

Where the benefiits payable upon such early retirement meet the 
above conditions they will be acceptable even if no benefits would 
be vested if the employee's service v ere terminated at that tiine for 
other reasons, unless it appears from the facts in a particular case 
that the prohibited discrimination is likely to result because of the 
provision for early retirement. 

(g) Participation after normal retirement age. — The normal retire- 
ment age is the time from which definitely determinable benefits under 
a pension plan become fixcd and payable. A. ccordingly, an employee 
who has reached such age and. has fulfilled the service requirement 
and other uniformly applicable provisions of the plan must, be per- 
mitted to retire and to commence receiving the benefits payable there- 
uncler. Arrangements, however, may be mutually made for continued 
employment beyond normal retirement age. In such event provision 
may be ma. de with respect to the treatment of the pension benefiits 
such as, for example, payment as though the employee had actually 
retired, cleferment to actual retirement without increment for the 
interval between normal retirement date and actual retirement, or 
actuarial equivalent on actual retirement of the benefit at normal 
retirement age. Whatever provisions are ma. de, however, must bc 
uniformly applied to all participants. 

(1) Additional lenef'its for service after normal ret~'rement 

age. — Provision may be made for additional benefits on account 
of service after normal retirement age provicled such provision 
is uniformly applicable and does not result in the prohibited 
discrimination. In a unit benefit plan, the units may be con- 
tinued during the time of the extended service and the total coin- 

puted to the time of actual retirement. Under a money purchase 
plan, the regiilar rate of contributions may continue to actual 
retirement. Under a fixed benefit plan the benefits payable at 
actual retirement may be the actuarial equivalent of those payable 
at normal retirement age. 



(2) Continued participation under a prof!t-sharing or stock 
bonus p/an. — A provision for continued participation under a 
profit-sharing or stock bonus plan and for contributions to pro- 
vide additional benefits for employees who remain in employ- 
ment beyond the stage age does not adversely affect the 
qualification of the plan, provided, however, that such provision 
is u»iformly applied and does not result in the prohibited 
discrimination. 

(h) Basis of compensation on &chich benef!ts are computed. — Sec- 
tion 165(a) (5) of the Code provides in part: "Xeither shall a plan 
be considered discriminatory ~ * * merely because the contri- 
butions or benefits of or on behalf of the employees under the plan 
bear a uniform relationship to the total compensation, or the basic or 
regular rate of compensation, of such employees * * *. " [Italics 
supplied. ] Thus, total compensation (which may include bonuses, 
commissions& or overtime pay), basic compensation, or regular rate of 
compensation may be used, provided that whatever is used is con- 
sistently and uniformly applicable to all participants. In this respect, 
attention is invited to section 29. 165 — 1(a) of Regulations 111 which 
provides in part: "* * ~ a plan is not for the exclusive benefit of 
employees in general if it discriminates either in eligibility require- 
ments, contributions, or benefits by any device whatever in favor of 
employees who are oQicers& shareholders, persons whose principal 
duties consist in supervising the work of other employees, or the 
highly compensated employees. See section 165(a) (3), (4) & 

and 
(5). " ThUs& benefit computed at a uniform rate of compensation for 
all participants may be nondiscriminatory [section 165(a) (5)] but 
if compensation is adjusted to favor one or a select few the plan may 
become discriminatory in operation. For example, under a 50 percent 
fixed benefit plan, a $10&000 a year ofiicer who fulfills all require- 
ments for retirement would be entitled to an annuity of $5, 000, but 
if shortly before retirement his compensation is increased to $20&000 
per an»um his retirement annuity computed on final salary would be 
$10&000& or 100 percent of compensation before the increase, ~hereas 
others would only be receiving 50 percent. Section 29. 165 — 1(a) of 
Regulations 111 also points out: "The law is concerned not so much 
with the form of any plan as it is with its efi'ects in operation. For ex- 
ample, in section 165 (a) (5) the law specihes certain provisions, which 
of themselves are not discriminatory, but this does not mean that a 
plan containing these provisions may not be discriminatory in actual 
operation. " Accordingly, provision is generally made that increases 
in compensation during the last 5 years of employment are not to be 
considered for the purpose of computing benefits. Provision is also 
generally made that past service credits be computed on the average 
compensation for the 5-year period immediately preceding the estab- 
lishment, of the plan. If in a particular case, however, it can be demon- 
strated tha, t the use of compensation for some other period does not 
result in the prohibited discrimination, compensation for such other 
period may be used. 

(i) Adjustment of benefits due to increases or decreases in compen- 
sat!on. — Consistent and uniform bases of compensation for determin- 
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ing benefits under a plan are essential in order to preclucle the pro- 
hibited discrimination trom materializing. If benefits are based on 
compensation at the time the plan is established, and if certain highly 
compensated employees are within a few years of retirement, their 
benefits will be based on the highest, or nearly the highest, compensa- 
tion, while lower paid employees wlio entered the service of the em- 
ploy~er shortly before the plan w, is established will receive benefits 
based on the lowest, or nearly the lowest, compensation. To eliminate 
discriinination a, consistent and uniform application should prevail 
as between both groups, e. g. , where coinpensation within a few years 
before retiremeiit, v hich includes salary increments since original 
employment, is used for the highly conipensated employees, similar 
compensation sliould be used for the lower paid employees. There- 
fore, provision will have to be made for increases in benefits when com- 
pens~ation on which benefiits are computed is increased. ( Sce 
Mimeograph 5077, C. B. 1044, 820. ) Plans may also provide for de- 
creases in benefits because of decreases in compensation but since the 
aforesaid reason is not applicable such provision is not required. 

(j) Discretion as to payment of benefltsunder basic options. — I'lans 
may include various modes of settlement for payment of benefits under 
the p]an if, in determining the mode used in any particular case, a 
more favorable treatment is not provided for employees who are 
overs, etc. , than for other employees, and further, if, upon retire- 
ment (or event calling for a distribution in a profit-sharing plan) each 
participant is entitled to a fully vested right in the amount which has 
been accumulated for his benefit. In an insured plan, any type of 
benefit which is provided under the options contained in the insurance 
contract is the actuarial equivalent of any other option. (. 'onsequently, 
discretion in the trustee to determine under which option benefits will 
be paid does not result in the prohibited discrimination. Simijar dis- 
cretion may be provided for in a profit-sharing plan which, for ex- 
ample, permits the trustee to determine whether lump-sum or periodic 
distributions are to be made in particular cases. The total distribut- 
able must be fully vested in the employee in either situation, and, if 
periodic distributions are to be made to some as against lump-sum pay- 
ments to others, the present value of. all such periodic amounts payable 
to any employee should be equal to the immediate lump-sum otherwise 
distributable to him. 

(h) Provisions for disability and hardship cases. — Plans may 
contain provisions for early retirement because of disability provided 
that the terin "disability" is defined and the rules with respect thereto 
are uniformly and consistently applied to all employees in similar 
circumstances. Provisions may also be made in stock bonus ancl 

profit-sharing plans for accelerated distributions because of harclship 
provided that the term "hardship" is defined, the rules with respect 
thereto are uniformly and consistently applied, and the distributable 
portion does not exceed the employee's vested interest. 

(t) Provision that benefits be based on cash surrender value in 
insured p/ans. — If an insured plan provides that benefits shall be 
based on cash surrender values, all contracts purchased must provide 
uniform cash surrender values with respect to all employees under 
similar circumstances. 

26 ss4' — 53 — 19 
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( m, ) Loan privileges. — Provision may be made for the granting 
of loans to participants up to the extent of their vested interests sub- 
ject to the application of specified uniform rules consistently followed. 
(It should be noted that so-called "loans" may constitute "distribu- 
tions" if there is tacit understanding between the parties that collec- 
tion is not intended. ) 

(n) Past service benefits in p/ans which contain a minimum age 
or service requirement for eligibility. — A plan which contains a mini- 
mum age or service requirement for eligibility and provides for past 
service credits for all prior service of original, but not subsequent, 
participants will generally be considered objectionable within the 
purview of section 165(a) (8) (8) and (4) of the Code unless it can 
be demonstrated that such credits do not result in the prohibited dis- 
crimination. (Where the difFerence is only 1 year, however, e. g. , if 
there is a 1-year waiting period for eligibility, but original partic- 
ipants are given credit for all prior service, including the 1-year 
waiting period, and new participants do not receive credit based on 
the 1 year, such a provision may be acceptable. ) Provision may, how- 
ever, be made for credits on account of past services rendered after 
attainment of. a specified age or completion of minimum service, if 
ap lied to original as well as subsequent participants. 

o) Eight of trustee to borrow on insurance contracts. — Provi- 
sion may be made granting the trustee the right to borrow against 
the loan values of insurance contracts provided that in doing so the 
remaining interest of employees who are oScers, etc. , is proportion- 
ately no greater than the interest of other employees. 

(p) Distribution of funds upon termination. — Plans are to con- 
tain provision for distribution of funds upon termination. At such 
time the rights of all participants should be fully vested. Any provi- 
sion for distribution will be acceptable if it specifies the method of 
distribution and cannot confiict with the restrictions set forth in 
Mimeograph 5717, supra, and cannot otherwise discriminate in favor 
of employees who are oIFicers, etc. The distribution of unallocated 
funds may be in cash or in the form of other benefits provided under 
the plan. The distribution among employees other than those whose 
benefits have been restricted in accordance with Miineograph 5717 
need not necessarily benefit all such other emplovees. For example, 
a distribution which benefits only the employees then over age 50, or 
only those who then have at least 10 years of service, or only those 
who meet both such age and service requirements may be acceptable 
if there is no possibility of discrimination in favor of employees who 
are highly compensated, etc. Such a situation may exist in a plan 
covering only wage and hourly rated employees. Upon termination, 
the funds may be used first to continue benefits to retired employees, 
then for employees who have met the requirements for retirement but 
have not actually retired, then for employees over age 60, and so on 
until the funds are fully exhausted. 

(q) Earmarked investments under a profit-sharing p/an. — Where 
amounts to be distributed to participants under a profit-sharing plan 
are measured by earmarked investments (such as annuity and life 
insurance contracts), the trustee must invest each participant's interest 
under the plan proportionately unless all participants have the right 
to direct the trustee as to such investments. 
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APPENDIX 

RULINGS INCORPORATED BY REFERENCE 

TREASURY DECISIONS 

[) 29. 165-1 

Reference 

C, B. 1944, 318 
COMMISSIONER'S MIMEOGRAPIIS 

5539 
5677 
5717 
5985 
6020 
6136 
6394 
6641 

C. B. 1943, 409 
C. B. 1944, 320 
C. B, 1944, 321 
C, B. 1046-1, 72 
C. B. 1946-1, 74 
C. B. 1947-1, 58 
C. B. 1949-1, 118 
C. B. 1951-1, 41 

I. R. MIMEOGRAPIIS 

96 (Published as Rev. Rul. 12) I R. B. 1953 — 3 50 
97 (Published as Rev. Rul. 13) I It. B. 1953 — 3 54 

I. T. RULINGS 
3350 
3613 
3614 
8615 
3660 
3678 
3685 
3686 
4020 

5 
8 
13 
22 
23 
25 
28 
29 
30 
31 
34 
37 
38 
42 
50 
52 
56 
57 
60 

P. S. RULINrGS 

C. B. 1940-1, 64 
C. B. 1943, 475 
C. B. 1943, 476 
C. B. 1943, 477 
C. B. 1944, 136r 
C. B. 1944, 321 
C. B. 1944, 324 
C. B. 1944, 826 
C. B. 1950-2, 61 

Da&ed 

July 29, 1944 
August 4, 1944 
August 24, 1944 
September 2, 1944 
September 2, 1944 
September 2, 1944 
September 2, 1944 
September 16, 1944 
September 16, 1044 
September 16, 1944 
September 23, 1944 
October 7, 1944 
October 7, 1944 
November 11, 1944 
July 12, 1945 
August 9, 1945 
June 27, 1946 
August 5, 1946 
June 19, 1947 

SECTION 29. 16, ~ — 1; EmplOVCCSe truStS. 

INTEI&NAL REVENUE CODE 

Hev. Hul. 40 

Factors to be considered in determining the qualih&'ation of a stock 
bonus, pension, or profit-sliaring trust under section 165(a) of the 
Internal Hevenne Code xvliere the trust: (1) borro&vs capital, (2) 
invests in the securities of or enters into transactions &vith the 
eniployer hy which it ivas established and from which it has re- 
ceived or does re& eive contributioiis, or with an entity ciosely re- 
lated to that employer. 

Advice is requested relative to the factors to be considered in deter- 
mining the qualification of a stock bonus, pension, or profit-sharing 
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trust under section 165(a) of the Internal Revenue Code where the 
trust: (1) borrows capital, (2) invests in the securities of or enters 
into transactions with the employer by which it was established and 
froin which it has received or does receive contributions, or with an 
entity closely related to that employer. 

Section 165(a) of the Internal Revenue Code provides in part that 
a trust forming part of a stock bonus, pension, or profit-sharing plan 
of an employer for the exclusive benefit of his employees or their 
beneficiaries shall not be taxable. There is no prohibition in the Code 
or in the regulations promulgated thereunder against such a trust 
borrowing funds to purchase investments. Accordingly, it is held 
that the borrowing of funds by a trust would not serve to disqualify 
a plan as one for the exclusive benefit of the emplovees unless it is 
shown that the borrowing is undertaken for the purpose of benefiting 
the employer as, for example, borrowing in order to furnish capital 
or property for use in the employer's business at a time when the em- 
ployer's financial condition is such that it is unable to borrow money. 

With respect to investments in the securities of or transactions with 
an employer by which a trust was established and from which it has 
received or does receive contributions, or with an entity closely related 
to that employer, which investments or transactions yield returns 
to the trust higher than normally expected and result, in eGect, in con- 
tributions to the trust in excess of the applicable limitations imposed 
under section 23(p) of the Internal Revenue Code, it is held that 
neither the plan nor the trust is disqualified for that reason under sec- 
tion 165(a) of the Code. However, amounts paid to a trust, with 
respect to such investments or transactions by an employer or an 
entity closely related to that employer, to the extent that they exceed 
the applicable limitations imposed by section 23 (p) of the Code, should 
be disallowed as deductions under other sections of the Code if they 
are found not to be bona fide but to be part of a scheme or device to 
circumvent the limitations imposed by section 28(p) of the Code. 

SEGTIQN 29. 165-1: Employees' trusts. Rev. Rul. 82 

INTEkNAL REVENUE CODE 

A pension plan which otherwise meets the requirements of section 
165 (a) of the Internal Revenue Code, will not fail to qualify as a plan 
established and maintained by an employer primarily to provide sys- 
tematically for the payment of "definitely determinable" benefits 
within the meaning of section 29. 165 — 1(a) of Regulations 111 merely 
because it provides that pension benefits shall be suspended for any 
period of time during which primary insurance payments under the 
I&'ederal Social Security & ct, shall be discontinued because of employ- 
ment after retirement date. 

SEOTIoN 29. 165-1: Einployees' trusts. 
(Also Section 29. 165-4. ) 

INTERNAL REVENUE CODE 

Rev. Rul. 109 

So-called "money purchase" pension plans in which funds arising 
from forfeitures are used to provide increased benefits for the re- 
maining participants in the plan instead of being applied against 



280 [3 99. 166 6. 

subsequent contributions required to be made by the employ&r, &lo 
not meet the requirements of section itis(a) of the Internal Revenue 
Code. 

Advice is requested whether under a so-called "Inoney purchase" 
pension plan forfeitures which occur due to the severance of einploy- 
ment may be utilized to increase the benefits of remaining participants 
in the plan instead of being applied against subsequent contributions 
required to be made by the employer. 

A pension plan within the meaning of section 165 (a) of the Internal 
Revenue Code is clearly defined in section 29. 165 — 1(a) of Regulations 
111 as a plan established and maintained by an employer primarily to 
provide systematically for the payment of definitely determinable 
benefits to his employees over a period of years, usually for life, after 
retirement. That section further provides that benefits are not defi- 
nitely determinable if funds arisin&r from forfeitures on termination 
of service, or other reason, may be used to provide increased benefits 
for the remaining participants instead of being used to reduce tile 
amount of contributions b" the employer. 'I'he aforementioned sec- 
tion of the regulations, as amended by T. D. 5422, C. B. 1944, 318, 
makes no distinction as to application of forfeitures under any type 
of pension plan. 

In view of the foregoing, it is held that in so-called "Inoney 
purchase" pension plans in which funds arising from forfeitures are 
used to provide increased benefits tor the remaining participants in 
the plan instead of being applied against subsequent contributions re- 
quired to be made by the employer, do not meet the requirements of 
section 165(a) of the Code. 

SEGTIGN 29. 165 — 3: Requirements as to coverage. 
(Also Section 29. 165 — 4. ) 

T. D. 6011 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOIIE TAX; TAXABLE TEARs BEGINNING AFTER DK&'EIIBKR sl, 1941 

Regulations 111 amended to reQect the increase, from $6, 000 to 
$6, 600, in the limitation on wages provided for by the Social Security 
Act Amendments of 1900. 

TREABURY DEPARTMENT, 
OFFIUE or COMxiissioNER oF INTERNAL REvENUE, 

lVashin9ton 85, D. C. 
To Officers and Emp/oyees of the Interna/ Revenue Service and Others 

Concerned: 
In order that Regulations 111 [26 CFR, part 29] will refiect the 

increase, from $3, 000 to $3, 600, in the limitation on wages provided 
for by the Social Security Act Amendments of 1950, Public Law 
734 (81st Cong. ) [C. B. 1950 — 2, 217], approved August 28, 1950, such 
regulations are hereby amended as follows: 

PARAGRAPH 1. Section 29. 165 — 3 is amended as follows: 
(A) By striking out in the first, sentence of the sixth paragraph 

u$3, 000" and inserting in lieu thereof "$3, 600 (or, prior to 1951, 
$3, 000) ". 

(B) By striking out in the seventh sentence of the sixth paragraph 
"earning $3, 000 per annum" and inserting in lieu thereof "whose an- 
nual remuneration is $3, 600 (or, prior to 1951, $3, 000) ". 
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)) 0. GORDON DEI, K, 
'Acting Commissioner of Internal Revenue. 

Approved May 21, 1958. 
M. B. FoisoM, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register Nay 26, 1953, 8: 49 a. m. ) 

PAR. 2. Section 29. 165-4, as amended by Treasury Decision 5422 
[C. B. 1944, 818], approved December 18, 1944, is further amended by 
striking the sixth sentence which begins "Thus, a plan" and substitut- 
ing in lieu thereof the following sentence: 
Thus, a plan will not be considered discriminatorv merely because the contribu- 
tions or benefits bear a uniform relationship to total compensation, or to the basic 
or regular rate of compensation, or merelv because the contributions or benefits 
based on the first $8, 600 (or, prior to 1951, the first $8, 000) of annual compensation 
of employees subject to the Federal Insurance Contributions Act differ from the 
contributions or benefits based on the excess of such annual compensation over 
3 8, 600 (or, prior to 1951, over $3, 000). 

Because this Treasury Decision is merely to conform the regulations 
to the increase in the limitation on wages provided for by the Social 
Security Act Amendments of 1950, it is unnecessary to issue the Treas- 
ury Decision with notice and public procedure thereon under section 
4(a) of the Administrative Procedure Act, approved tune 11, 1946, 
or subject to the efi'ective date limitation of section 4 (c) of said act. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat. 82, 467; 
26U. S. C. 62 8791 . 

SEcTIQN 29. 165-8: Requirements as to coverage. 

INTERNAL REVENUE CODE 

Rev. Rul. 12* 

Integration of pension and annuity plans of railroad employers 
with the benefits of the Railrodrl Retirement Aet as amended 
through October 1951. 

1. Introduction. — Section 29. 165 — 8 of Regulations 111 provides that 
a classification of employees under any plan which results in relatively 
or proportionately greater benefits for employees earning above any 
specified salary amount or rate than for those below such salary 
amount or rate may be found to be discriminatory within the meaning 
of section 165(a) (8) (B) of the Internal Revenue Code unless such 
relative or proportionate difi'erences in benefits as between employees 
resulting from such classification are approximately ojfset by the 
retirement benefits provided by the Social Security Act. It is further 
provided that similar considerations, to the extent applicable in any 
case, will govern classifications under plans supplementing the bene- 
fits provided by other Federal or State laws. See also the second 
paragraph of section 29. 165 — 4 of Regulations 111 as to differences in 
proportionate benefits or contributions which may be considered non- 
discriminatory within the meaning of section 165(a) (4) of the Code 
because of integrating with benefits provided under State or Federal 
law. 

aoriginally issued as IR-&Iimeograph 96, dated January 6, 1958. 
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Integration rules for determining whether a plan is integr;ifed 
with the benefits provided under the Railroad Retirement Act as 
amended througli October 1951 are set forth below. 

2. Defi'nitions. — )%here used herein certain terms ivill have the 
meaning indicated below: 

(a) The term "plan" means a pension plan as defined in section 
29. 165 — 1(a) of Regulations 111, or an annuity plan as defined 
in section 20. 23(p) — 4 of Regulations 111, and in which benefits 
are related to service for an einployer as defined in part I section 
1 of the Railroad Retirement Act. 

(b) The term "service" refers to service for the employer pro- 
viding the plan, and may include service for associated employers whose employees are covered by the same plan. 

(c) The term "integrated, " as applied to a plan or benefif. s 
under a plan, means th;it differences in proportionate benefits 
favoring employees earning above any specified rate of compen- 
sation, as compared with those earning belosv such rate, result- 
ing from a classification and/or difference in benefit rates under 
such plan will be considered approximately offset by the Railroad 
Retirement Act benefits, so tliat the plan is not, considere&l dis- 
criminatory under the provisions of the regulations referred to in 
paragraph 1 by reason of such differences. 

(d) The term "$;3, 600 excess plan" means a plan under which 
employees earning less than $8, 600 a year are excluded from beiie- 
fits, either by an eligibility requirement or by a benefit formula 
basing benefits only on compensation in excess of $3, 600 a year. 

3. Basic rule for plans meeti nt certain conditions. — A $'3, 600 exc. ss 
plan is integrated if the rate oi normal annual retirement benefit for 
each year of credited service cannot. exceed 1. 6 percent of annual com- 
pensation in excess of $3, 600, prouicled tliat tlie plaii conforms to all 
of the follosvin«conditions: 

(a) The rate of normal retirement benefit for each year of 
credited service is applied to the actual compensation (or sonic 
lower amount) in excess of ~, &, 600 for each vcar of such service, 
past or future. (For other cases, see paragraph 4. ) 

(b) There are no benefits payable in case of death before re- 
tirement. (For other cases, see paragraph 5. ) 

(c) The normal form of retirement benefit is a straight life 
annuity, and if there are optional forms the benefit payments are 
adjusted so that the total value of the optional form is the same 
as the value of the normal form oi retirement benefit. (For other 
cases, see para«raph 6. ) 

(d) Xormal retirement age is not lower tlian age 65 for men 
and not losver than age 60 for women, and if benefits of any 1'iud 
are payable in case oi retirement or severance of employment be- 
fore normal retirement age such benefits are appropriately ad- 
justed in accordance with paragraph 7. 

(e) The employees do not contribute. (For other cases, sce 
paragraph 8. ) 

4. Benefits based on compensation, other than actual compensation, 
in excess of 88, t'00. — A $'3. 600 excess plan which conforms to;ill tlie 
conditions of paragraph 3, except that benefits are based on compensa- 
tion other than actual compensation in each year of credited service, ie 
integrated: 
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(a) If the rate of normal retirement benefit for each year of 
credited service does not exceed 1. 25 percent of the annual com- 
pensation in excess of $8, 600 averaged over a definite period of at 
least 10 consecutive years; (if the total period of service of an 
employee is less than such definite period, the total period of 
service must be used for such employee) . 

(b) If the rate of normal retirement benefit for each year of 
credited future service does not exceed 1. 6 percent of the actual 
compensation in excess of $3, 600 in each year of credited future 
service and the rate of normal retirement benefit for each year 
of credited prior service does not exceed 

('i) 1. 25 percent of the annual compensation in excess of 
$8, 600 averaged over a definite period of at least 10 consecu- 
tive years prior to the date on which an employee becomes 
eligible for membership in the plan or 
(ii) 1 percent of the annual compensation in excess of $8, 600 
as of the date on which an employee becomes eligible for 
membership in the plan, or as of some earlier date. 

For the purpose of paragraph 4 it is not acceptable to define the 
10 year period as the period which will produce the highest average. 
However, for the purpose of paragraph 4(a) the 10 year period end- 
ing at actual retirement, or at the earlier of actual retirement or 
normal retirement age, or at the age 5 years before normal retire- 
rnent age is acceptable. 

5. Flenefl ts in case o f death be fore retirement. — A $8, 600 excess plan 
which conforms to the conditions of paragraph 8, 4(a), or 4(b), ex- 
cept that it provides benefits in case of death before retirement not 
exceeding the higher of the reserve or the total prior contributions 
on a typical individual level annual premium funding method (and 
no other death benefits or life insurance except those for which the 
current cost is included in the income of the employee) is integrated 
if the rate of normal retirement benefit for any employee does not 
exceed 8/9 of the rate or rates specified in whichever of such para- 
graphs is applicable. 

6. 1Vormal form of retirement benefit an annuity for 10 years cer- 
tain and life thereafter. — A $8, 600 excess plan w hich conforms to the 
conditions of paragraph 8, 4(a), 4(b), or 5, except that the normal 
form of retirement benefit is an annuity for 10 years certain and life 
thereafter, is integrated if the rate of. normal annual retirement bene- 
fit for each year of credited service does not exceed 90 percent of the 
rate or rates determined from whichever of such paragraphs is 
applicable. 

7. Retirement or severance benef'its beginning before age b5 (ti0 
for ioomen). — If a $8, 600 excess plan provides benefits attributable 
to employer contributions in case of retirement or severance of em- 
ployment before age 65 for men or 60 for women, and if such retire- 
ment or severance benefits are paid in the form of an annuity begin- 
ning at any time before age 65 (60 for women), then in order for 
such plan to be integrated, such retirement or severance benefits can- 
not exceed the maximum benefits accrued to the time of such retire- 
ment or severance, determined in accordance with paragraphs 8 
through 6, reduced by one-fifteenth thereof for each year that the age 
of the employee at the time such benefits begin is less than age 65 
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(60 for women). In a plan providing for a normal retireinent age 
not lower than 65 for nien and not loiver than 60 for women, this 
requirement will be considered satisfied if the benefits on such early 
retirement or severance are actuarially equivalent to the norm;il re- 
tirement benefits accrued to the time of such early retirement or sev- 
erance, or are equal in v;ilue to the reserve for normal retire»ie»t bene- 
fit accumulated under a typical level preniium fundin«method or 
unit credit cost method. 

8. Increase for ernplo&/ce cont&ilrzztions. — A contrib»tory '$8, 600 ex- 
cess plan is integrated if the annual retirement bczzefit of any eiri- 
ployee ivhose benefits do not commence before age 65 (60 for women) 
cannot exceed the applicable amount determined in accordance with 
the above rules, increase by one-tenth of his aggregate contributions 
exclusive of those applzcable to the current cost of' inszz& az&ce or sleuth 
benefits in excess of the reserve or cash value. If the be»eCits co»i. 
mence before age 65 (60 for woz»en) such i»crease must be re&laced 
by one-fifteenth for each vear that the a«e of the employee at the tinie 
of commencement of such benefits is less than 65 (60 for women). 
&»eh increases are applicable regardless of the forin of retire»ient 
benefit or provision for cleath benefits. It should be note&i that ivhere 
the plan provides for return of only employee contrib»tions and inter- 
est thereon in case of death before or after retireme»t, such as when 
the retirement benefits are on a modified cash refund for&», a red»c- 
tion in otherwise allowable limits on account of such death benefits 
is not required. It should further be noted that if the increase for 
employee contributions is expressed in the form of a percentage of 
compensation, such percentage must be applied to the same compen- 
sation as such contributions were, even though compensatio» aver- 
aged over a shorter period is used as the basis for benefits attributable 
to employer contributions. 

9. 3IonezI purchase plans. — A @, 600 excess plan which provides ben- 
eflts v ith respect to service after the inception of the plan from em- 
ployer contributions of a fixed amount or fixeR perce»tage of each 
einployee's compensation after the effecti1e date of the plan is inte- 
grated if (a) the rate of employer contributions used for the benefit 
of any employee cannot exceed in any year 12 perce»t of such em- 
ployee's actual compensation in excess of $3, 600 in that year, and (b) 
the benefits for prior service of any employee do not exceed the 
amounts acceptable for prior service credits, as set forth in paragraphs 
3 through 7. 

10. Off'set plans. — The term "ofFset plan" means a plan in which no 
employee and no portion of compensation is explicitly excluded by 
reason of a minimum compensation requirement, and in wliich all the 
provisions including the be»efit rates apply uniformly to all covered 
eznployees regardless of compensatio», except that the benefits otlier- 
wise provided by the plan forinula are reduced or offset by a percent- 
age of the employee's retirement annuity under the Railroad Retire- 
ment Act. An offset plan which conforr»s to conditions (b), (c), and 
(e) listed in paragraph 8 is integrated if the offset does not exceed 
85 percent of the retirement annuity for which the employee is imine- 
diately eligible. If the plan is as described in the preceding sentence 
except that it provides for death benefits of the form de~scribed in 
paragraph 5, the off'set must not exceed 75. 5 percent of such retire- 
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ment annuity. If the plan is as described above except that the nor- 
nial form of retirement benefit is an annuity for 10 years certain and 
life thereafter, the offset Inust not exceed Y6, 5 percent if the plan does 
not include death benefits of the form described in paragraph 5, or 
68 percent if the plan does include such death benefits. 

11, Permissible mimimum benefits. — A plan is integrated if it con- 
forms to the rules set forth in paragraphs 8 through 10 except that 
it provides a minimum retirement benefit not in excess of $240 a year, 
or $8 a year per year of service, plus increase for employee contribu- 
tions as set forth in paragraph 8, or for minimum employer contribu- 
tions with respect to any employee of $60 a year. However, such min- 
imum is not to be used as a tolerance and may not be taken into account 
in determining whether higher benefits conform to the above rules. 

12. Correspondence relating to this ruling should refer to its num- 
ber and to the symbols T: S: P. 

SEcTIoN 29. 165 — 3: Requirements as to coverage. 

INTERNAL REvENDE CODE 

Rev, Rul. 16* 

Integration of deferred benefit plans of employers with the old- 
age and survivors insurance benefits provided by the Social Security 
Act, as amended by Public Law 590, Eighty-second Congress, second 
session, approved July 18, 1952. 

1. Mimeograph 6641 (C. B. 1951 — 1, 41), dated May 8, 1951, sets 
forth certain rules for determining whether a pension or profit-sharing 
plan is so integrated with the benefits provided by the Social Security 
Act Amendments of 1950 that the plan will not be considered discrimi- 
natory in favor of officers, shareholders, supervisors or highly com- 
pensated employees under the provisions of section 165(a) (3) (B), 
(4), and (5) of the Internal Revenue Code and sections 29. 165 — 3 and 
4 of Regulations 111. In view of the amendments to the Social Se- 
curity Act effected by Public Law 590, Eighty-second Congress, sec- 
ond session, approved July 18, 19M, consideration has been given to 
the rules in Mimeograph 6641, supra, (sometimes referred to herein- 
after as the basic mimeograph) for the purpose of making such modi- 
fications as are warranted. 

2. Under the amended old-age and survivors insurance lirovisions, 
the monthly old-age insurance benefits under the "new start ' formula, 
which will apply in most cases of retirement of insured individuals at 
or after reaching age 65 in the future, will be equal to 55 percent of 
the first $100 of average monthly wage plus 15 percent of the next $200 
of average monthly wage. The maximum monthly old-age insurance 
benefit, payable in the case of an eligible retired worker v~ hose average 
monthly wage is $800, will be $85 a month, or 281/8 percent of his 
average monthly wage. As indicated in the basic mimeograph, the 
total Social Security benefits with respect to an employee may be con- 
sidered for integration purposes as equal in value to 150 percent of 
his old-age insurance benefits. Thus, the total Social Security bene- 
fits with respect to an employee whose average monthly wage is $800 

«Originally issued as IR-Mimeograph 97, dated January 5, 1959. 
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may be considered as equivalent to a straight life annuity beginning 
at age 65 or later retirement of 4')1/2 percent of average monthly wa~e. 

As pointed out in the basic mimeograph, employees covered u»Ier 
the old-age and survivors insurance provisions must contribute 
under the Federal Insurance Contributions Act, and the cost estimates 
indicate that in the long run employees in the aggregate will pay 
approximately half the cost of their benefits. It was recognized in 
the basic mimeograph, however& that employees retiring in the near 
future would contribute much less (han half the cost of their benefits, 
and, in developing the integration rules, a relatively small adjustment 
was made on account of the required employee contributions. I& ur- 
ther consideration has led to the conclusion that a larger adjustment 
is justified at the present time. 

Consequently, it has been determined that no increase should be 
made in the basic integration limits for excess plans with a minimum 
compensation level of $3, 600 a year. However& because of tne heavier 
zveight given in the new formula to the first $100 of average monthly 
wage, some increase appears warranted in the limits for excess plans 
with a minimum compensation level betzveen $1, 200 and $3, 600 a year. 
Also, because of the greater recognition given to the required employee 
contributions, changes are required in the rules for integrating ojfset 
plans. 

3. The definitions in paragraph 4 and the rules in paragraphs 5 
throuoh 10 of Mimeograph 6641, supra& remain unchanged. 

4. Paragraph 11 of Mllneograph 6641, supra, is arne»ded to read 
as follows: 

11. Excess plans taith minimum compensation bnrcl bct&ace» $1, 300 and $0, 000 
a year. — A noncontributory excess plan in which the n&iniu&u&n annual compensa- 
tion level is lower thun 83, 600 but not lower than 31, 200 is integrated if the annual 
retirement benefits for any employee cannot exceed an amount determined as 
follows: 

(a) Divide!I)720 by the minimum annual compensation level. The fraction 
thus obtained should then be multiplied by 8/0 if the plan provides 
benefits in case of death before retirement as described in paragraph 6, 
and should also be appropriately adjusted in the manner provided in para- 
graphs 7 and 10 where the plan contains provisions described in those 
paragraphs. The resulting percentage is the rnazimum rate v hich may 
be applied to the portion of average nr&nual con&pensstion in excess of the 
minimum compensation level but not in excess of I)3, 600. 

(b) Compute the actual nor&nal annual benefit (but not in excess of the 
amount produced by applying the maximum rate determined in (a) ) pro- 
vided by the plan cn the portion of average annual con&pensation between 
the minimum annual compensation level and $3, 60(). Divide this amount by 
33, 600. Add the percentage thus obtained to the appropriate percentage set 
forth or determined in accordance with paragraphs o, 6, 7, or 10. The result- 
ing percentage is the maximum rate which may be applied to the average 
annual compensation in ezcess of $3, 600. 

(c) The sum of the amounts determined in accordance with subpara- 
grsphs (a) and (b) should then be adjusted for cases of nor&nal retirement 
with less than 15 years of service or early retirement or severance in the 
manner set forth in paragraphs 8 snd 9. 

Erampbsr A noncontributory ezcess plan in which the minimum compensation 
level is $3, 000 a year provides normal annual retirement benet)ts upon retire- 
ment at age 65 with at least 15 years of service of 18 percent of average annual 
compensation in excess of 83, 000 but not in excess of 83, 600 plus 33 percent of 
average annual compensation in excess of $3, 600, on a 10 years certain and 
life form. In case of death or severance of employment for other reason before 
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normal retirement, benefits equal to the reserve accumulated on a typical level 
funding method are paid. Such plan is integrated; this is determined as 
follows: 

(a) Step (1): $720 divided by $8, 000 equals 0. 24 
(2): 0. 24 && 8/9 && 90% equal 19. 2% 

Thus, the 18 percent rate provided by the plan does not exceed the maximum 
permissible rate. 

(b) Step (1): 18% of $600 equals $108 
(2): $108 divided by $8, 600 equals 8% 
(8): 8% plus 80% equals 88% 

Thus the 88 percent rate provided by the plan does not exceed the maximum per- 
rnissible rate. 

(c) The benefits determined by application of the above percentages are 
appropriately adjusted in cases of severance of employment before normal 
retirement. 

5. Paragraphs 12, 13, 14, 16, 17, 18, and 19 of Mimeograph 6641, 
supra, remain unchangeid except that any references to paragraph 11 
contained therein shall refer to paragraph 11 as amended in paragraph 
4 of this supplement. 

6. Offset plans. — A plan in which no employee and no portion of 
compensation is explicitly excluded by reason of a minimum compen- 
sation requirement, and in which all the provisions including the 
benefit rates apply uniformly to all covered employees regardless of 
compensation, except that the benefits otherwise provided by the 
plan formula are reduced or offset by a percentage of the employee's 
old-age insurance benefits, is often referred to as an "offset plan". In 
order for such a plan to be integrated: 

(a) If the offset is applied to a percentage of the employee's 
old-age insurance benefit as computed under the formula in the 
Social Security Act Amendments of 1950 prior to the ainendments 
effected by Public Law 590, Eighty-second Congress, second ses- 
sion, approved July 18, 1952, such percentage may not exceed the 
appropriate percentage set forth in or computed in accordance 
with paragraph 15 of the basic mimeograph. 

(5) If the offset is applied to a percentage of the employee's 
old-age insurance benefit as computed under the formula con- 
tained in Public Law 590, Eighty-second Congress, second ses- 
sion, approved July 18, 1952, such offset may not exceed 180 per- 
cent of such old-age insurance benefits in a plan which conforms 
to conditions (a), (6), and (e) listed in paragraph 5 of the basic 
mimeograph. If the plan is as described in the preceding sen- 
tence except that it provides for death benefits of the form de- 
scribed in paragraph 6 of the basic mimeograph, the offset may 
not exceed 115 percent of such old-age insurance benefits. If 
the plan is as described in either of the two preceding sentences 
except that the normal form of retirement benefits is one of those 
listed in paragraph 7 of the basic mimeograph, the offset must 
not exceed such 180 percent or 115 percent, whichever is applic- 
able, multiplied by the appropriate percentage set forth in such 
paragraph 7, of such old-age insura, nce benefits. 

The accepta. ble methods of applying the offset in cases where bene- 
fiit payments under the plan can commence before age 65, as set forth 
in paragraph 15 of the basic mimeograph, remain applicable. 

L~'xample: A plan covering all employees regardless of earnings 
provides normal annual retirement benefits at age 65, on a 10 year 
certain and life form, of 40 percent of aniiual conipensation as defined 
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jn the plan less 100 percerit of the old-age insurance benefit to which the employee is, or ivould on filing application be, entitled. Iri case of death before retirement, there is a benefit equ il to the reser ve or the total prior contributions, whichever is greater. 5o other bcnelits are payable before age 65. Such plan is integrated because the ONset of 100 percent of old-age insurance benefits does not exceed the m;ixi- 
muni oNset permissible i» a plan of this type. Such maximum oil'sct 
for tliis type of plan is deterniined as follows: 

90/o X 115% =108. 5% 
Note that if the plan liad been identical with that described in tlie ex;imple except tliat the retireinent benelits were on an instullrneiit refund or more experisive form, the plari ivould not be integrated, since the 100 perceiit ONset would be naore than the maxiniurn g~ermis- 
sible, determined as follovvs in the case of an installment refund form: 

80% X 115/o 92% 

SUPPLEMENT F. — PARTNERSRIPS 

SECTION 188. — COMPUTATION OF PARTNERSHIP 
INCOME 

SEcTIQN 29. 188-1: Computation of partnership 
income. 

INTERNAL RL&'VENUE CODE 

Costs attributable to meals, lodging, and other personal accommoda- 
tions of the managing partner of a hotel business. (See Rev. Rul. 80» 
page 62. ) 

SUPPLEMENT G. — INSURANCE COMPANIES 

SECTION 201. — LIFE INSURANCE COMPANIES 

T. D. 5992 SEOTroN 29. 201 — 1: Tax on life insurance corn- 
panies. 

(Also Sections 29. 201 — 5, 29. 201-6; Section 
202, Section 29. 202 — 2; Section 208A, Sec- 
tions 29. 208A — 1, 29. 208A-2; Section 488, 
Section 40. 488(a) — 2, Regulations 180. ) 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND PART 40 

Regulations 111 and 180 amended to conform to Public Law 468 
(82d Conx. ) [C. B. 1852 — 2, 8ST], approved July 8, 1052, relating to 
taxability of life insurance companies. 

TREASURY DEPARTMENT) 
OFI'ICE OF CoMMISSIONER OF INTERNAL REVENUE) 

Washington 85, D. C. 
To Officers and Employees of the InternatRetienue 8ervr'ce and Others 

Concerned: 
In order to conform Regulations 111 [26 CFR, part 29] and Regu- 

lations 180 [26 CI'R, part 40] to Public Law 468, Ei lity-second 
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Congress [C. B. 1952 — 2, 357], approved July 8, 19M, relating to 
taxability of life insurance coInpanies, such regulations are amended 
as follows: 

REGULATIONS 111 [26 CER, PART 29] 

PARAGRAPII 1. There is inserted immediately before section 29. 201-1 
the following: 

PUBLIC LAW 408, EIGHTY-SECOND CONGRESS, APPROVED 
JULY 8, 1952 

Be it enacted by the Senate and Ifonse of Representatiaes of the tTnited 
States of America in, Congress assembled, That section 201(a) (1) (re- 
lating to imposition of tax on life-insurance companies) of the Internal 
Revenue Code is hereby amended by adding after "1951" wherever it ap- 
years, "and 1952". 

SEc. 2. The provisions of section 201(f) ~ * ~ and sections 201(a) (1) 
~ * ~ of the Internal Revenue Code as amended by this Act shall be ap- 
plicable to taxable vears beginning in 1952. 

PAR. 2. Section 29. 201-1, as amended by Treasury Decision 5885 
[C. B. 1952 — 1, 121], approved February 21, 1952, is further amended 
as follows: 

(A) By inserting in the first sentence after the words "with respect 
to taxable years beginning in 1951n the words "and 1952". 

(B) By changing the last sentence of the second paragraph thereof 
to read as follows: 
For computation of 1951 or 1952 adjusted normal-tax net income from the normal- 
tax net income for such year, see sections 29. 208A. — 1 and 29. 208A-2. 

PAR. 8. Section 29. 201-5, as amended by Treasury Decision 5885, is 
further amended by changing in the second, sentence thereof the words 
"in the case of taxable years beginning in 1951" to read as follows: "in 
the case of a taxable year beginning in 1951 or 1952". 

PAR. 4. Section 29. 201 — 6, as amended by Treasury Decision 5885, is' 
further amended by inserting in the first sentence in lieu of the ~ords 
"for taxable years beginning in 1951" the words "in the case of a tax- 
able year beginning in 1951 or 1952". 

PAR. 5. Section 29. 202 — 2, as amended by Treasury Decision 5885, is 
further amended by changing the last paragraph thereof to read as 
follows: 

In the case of a taxable year beginning in 1951 or 1952, an amount equal to 
eight times the amount of the applicable adjustment provided in the preceding 
paragraph must be added to normal-tax net income for such vear as a factor in 
determining 1951 or 1952 adjusted normal-tax net income. 

PAR. 6. There is inserted immediately preceding section 29. 208A — 1, 
as added by Treasury Decision 5885, the following: 

PUBLIC LAW 408, EIGHTY-SECOND CONGRESS, APPROVED 
JULY 8, 1952 

III ~ t III 

(b) Section 208A (relating to adjusted normal-tax net income of life- 
insurance companies) of the Internal Revenue Code is hereby amended 
by adding after "1951", wherever it appears, "and 1952". 

Src. 2. The provisions of section ~ * * 208A ~ * ~ of the Internal 
Revenue Code as amended by this Act shall be applicable to taxable 
years beginning in 1952. 
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PAR. 7. Section 29. 203A-1, as added by Treasury Decision 5885, 
is amended to read as follows: 

TAx oN LIFE INsURANcE COMPANIEs IN THE CA$E oF A TAZABLE YEAR BKoi N NING 
IN 1951 oR 1952. — Section 201 (a), as amended by section 886 of the Revei» ie 
Act of 1951 and Public Law 408 (82d Cong. ), provides that in the case of a 
taxable year beginning in 1951 or 1952, the tax imposed on a life insurance 
company for such year shall consist of a tax upon the 1951 adjusted nornml-iax 
net income or the 1952 adjusted norn&al-tax net income of the con&I&any equal 
to 8s/4 percent ot' tlie amount of such income not in excess of $200, 000, pius 
6I/2 percent of the ainount of such income in excess of $200, 000. The terms 
"1951 adjusted normal-tax net income" and "1952 adjusted normal-tax net 
income" Incan the normal-tax net income (consisting of net income coml uted as 
provided in section 29. 201 — 7 less the credit for partially tax-exempt interest 
allowed under section 26(a) and less the credit for dividends received allowed 
under section 20(b) ) for the taxable year beginning in 1951 or 1952, as the case 
may be, plus eight tinies the amount of the adjustment for certain reserves 
computed as provided in section 202(c) (see section 29. 202 — 2), and minus the 
reserve interest credit, if any, provided in section 208A (b) (see section 
29. 208A-2). The reserve and other policy liability credit is not allowed for 
purposes of the computation of 19ol adjusted normal-tax net income or 1952 
adjusted normal-tax net income. 

The tax iinposed upon 1951 adjusted normal-tax net income or upon 19;&2 
adjusted normal-tax net income, as the case may be, by section 201(a) is in 
lieu of the tax on adjusted normal-tax net income and the tax on adjusted 
surtax net income imposed by section 201(a) for taxable years other than 
taxable years beginning in 1951 and 19o2. 

PAR. 8. Section 29. 203A-2, as added by Treasury Decision 5885, 
is amended by inserting after "1951" in the first sentence thereof the 
words "or 19M". 

REGULATIONS 160 [26 CFR, PART 40] 

PAR. 9. There is inserted immediately preceding section 40. 433 (a) -1 
the following; 

PUBLIC LAW 408, EIGHTY-SECOND CONGRESS, APPROVED 
JULY 8, I, ')52 

(c) Section 488(a) (I) (H) (relating to excess profits net income 
of life-insurance coinpanies) of the Internal Revenue Code is hereby 
amended by adding after "1951", wherever it appears, "and 1952". 

SEc. 2. The provisions of section * ' " 488(a) (1) (H) of the 
Internal Revenue Code as amended by this Act shall be applicable to 
taxable years beginning in 1952. 

PAR. 10. Section 40. 433(a) -2(h), as amended by Treasury Decision 

5885, is further amended as follows: 
(A. ) By inserting in the parenthetical phrase in the first sentence 

thereof after "1951" the following: "or 1952". 
(B) By inserting in the parenthetical chi»se in the second sentence 

thereof after o1951" the followi»g: "or 1952". 
PAR. 11. Because this Treasury Decision merely makes applicable 

for taxable years beginning in 1952 the same rules as:ire applicable 
for taxable years beginning in 1951 for determining the income and 
excess profits tax liabi]ity of life insurance comp nies it is hereby found 

to be unnecessary to issue this Treasury Decision witli notice and public 
procedure thereon under section 4 (a) of the A&lmi»istrati ve Proce&lure 

Act, approved June 11, 194(), or subject to the ef1'ective date limitation 
of section 4(c) of that act. 
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(This Treasury Decision is issued under authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat. 82, 467; 
26 U. S. C. 62t 8791). ) 

T. COLEMAN ANDREWst 
Cornrnissi oner o/ Infernal Retienue, 

Approved February 17, 1958. 
ELBERT P. TVTTLE, 

cicting 8ecretary o j the Treasury. 

(Filed with the Division of the Federal Register February 20, 19M, 8: 50 a. m. ) 

SECTION 202. — ADJUSTED NOR5IAL-TAX 
NET INCOME 

SEcTIoN 20. 202 — 2: Adjustment for certain reserves. 
INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5002, page 297. ) 

SECTION 208A. — 1951 AND 1952 ADJUSTED NORMAL-TAX 
NET INCOME 

SEcTIoN 29. 208A-1: Tax on life insurance com- 
panies in the case of a taxable year beginning 
In 1051 or 1052. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5902, page 297. ) 

SUPPLEMENT J. — POSSESSIONS OF THE UNITED STATES 

SECTION 251. — INCOME FROM SOURCES WITHIN 
POSSESSIONS OF UNITED STATES 

SEcTION 29. 251-1: Citizens of the United States and 
domestic corporations deriving income from sources 
within'a possession of the United States. 

(Also Section 116, Section 20. 116-1; Section 181, Sec- 
tion 20. 181-1; Section 1621, Regulations 116, Sec- 
tion 405. 102. ) 

INTERNAL REVENUE CODE 

Rev. Rul. 8« 

Applicability of income tax and income tax withholding to earned 
income derived by Unitecl States citizens for services performed on 
Guam, 

1. The purpose of this Revenue Ruling is to outline, in response to 
many inquiries, the basic principles, under the Organic Act of Guam 
(64 Stat. 884; C. B. 1050-2, 214), approved August 1, 1050, and the 

«Originally issued as Ik-Mimeograph 73, dated Deceraber 2, 1952. 
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amendments to the Internal Revenue Code e8ected by the Revenue 
Act of 1950 and later laws, for determining the liability incurred (a) 
by a citizen of the United States for reporting and paying income tax 
in respect to earned income derived from the performance of personal - services on Guam, and (5) by an employer for withholding, pursuant 
to Code section 1692, income tax upon wages paid United States citi- 
zens for employee services performed on Guam. 

2. Section 81 of the Organic Act of Guam which was placed in 
operation as of January 1, 1M1, by Executive Order 10211 (C. B, 
1051-1, 155), provides: "Tlute income tax laws in force in the Unil ed 
States of America, and those which may hereafter be enacted shall be 
held to be likewise in force in Guam. " The system of income taxation 
thus created has been held to be local in its nature and separate from 
the Federal income tax system. Thus, as explained in I. T. 4046 
(C. B. 1051-1, 57), there are two separate tax systems, each arising 
from an identical statute, the one subject to administration by the 
Government of Guam and the other by the United States. In con- 
struing the Guamanian income tax law, it is necessary in some in- 
stances to substitute the word "Guam" for the expression "United 
States" where it occurs in the applicable statute, and to make such 
other substitutions as are indicated in order to give proper eBect to 
the Guamanian system. 

8. A citizen of the United States who is a resident of Guam is liable 
to Guam for tax on his income from whatever source derived, except 
such as may be exempt from the tax by statutory provisions. A citizen 
of the United States who is not a resident of Guam incurs income tax 

~atiiIity to Guam only as to income derived from sources within Guam. 
Compensation for personal services rendered in Guam by a United 
States citizen who is not a resident of Guam is, for Guamanian tax 
purposes, deemed by law not to be income derived from sources within 
Guam where it relates only to military or naval service. IIowever, 
the government of Guam has informed the Bureau that it will not 
require any citizen of the United States, whether military or civilian, 
and whether resident or nonresident as to Guam, to report and pay to 
Guam income tax upon remuneration derived for services performed 
on Guam in the employ of the United States or any agency thereof. 
The primary reason for this is that satisfactory arrangements have 
been made to have the various Federal agencies vvith employees on 
Guam report to the Commissioner of Internal Revenue the amount of 
income tax withheld from the salaries and wages of such employees. 
Equivalent amounts are then transferred to tice Treasury of Guam. 
Insurmountable administrative burdens prevent the use of similar 
procedures with respect to the United States citizens vvho are employees 
of private employers. 

4. A. citizen of the United States, wherever resident, is liable to 
the United States for tax on his income from whatever source derived, 
except such as may be exempt from the tax by statutory provisions. 
In the computation of tax due under the Federal income tax system, 
remuneration derived by a citizen of the United States for services 
performed on Guam in the employ of the United States or any agency 
thereof. may not be excluded from the recipient's gross income for 
taxable years beginning after 1950 under 'the provisions of sections 

263364' — '63 — 20 
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116 (a) or 251 of the Internal Revenue Code. In general, no exclusion 
will otherwise be found in the Code in respect of such income, which 
must, if taxable, be reported to the United States and the appropriate 
income tax paid with respect thereto. A citizen of the United tates 
who is employed on Guam by an employer other than the United. 
States or an agency thereof is entitled to the benefits of section 251 
of the Code, provided the requirements of that section are inet. An 
individual who is eligible for and elects to claim the benefits provided 
by section 251 is required to report to the United States only such 
income as is derived by him from sources within the United States 
or which is received within the United States. Such an individual 
must report such income, if any, on Form 1040; must file with such 
return a properly executed schedule on Form 1040E; may claim only 
one exemption under section 25(b) of the Internal Revenue Code; 
may not claim the standard deduction or compute his tax by the use 
of the tax table printed on page 4 of Form 1040; and may not claim 
the credit provided in section 161 of the Code for taxes paid or 
accrued to a foreign country or possession. If such individual is 
not eligible, or, being eligible, does not elect to claim, for purposes 
of computing the income tax due the United States, the benefits pro- 
vided in section 251, his remuneration derived from services per- 
formed on Guam must be reported to the United States and the tax 
due the United States must be computed upon the total income 
disclosed in his return. 

5. In any case where a citizen of the United States incurs liability 
both to Guam and to the United States for tax upon the same income, 
he may claim a credit for the tax paid to Guam, under the provisions 
of section 181 of the Internal Revenue Code, subject to the conditions 
and limitations of that section, provided that he does not also claim 
the benefits of section 251 of the Code and neither claims the standard 
deduction nor computes his tax by the use of the tax table printed on 
page 4 of Form 1040. 

6. The withholding of United States income tax from remunera- 
tion paid on or afte' January 1, 1951, by an employer to citizens of 
the United States for services performed on Guam is controlled by 
section 1621 (a) (8) (8) of the Internal Revenue Code. This section 
excepts from "wages" subject to such withholdin~ remuneration paid 
for services for an employer (other than the united States or any 
agency thereof) performed within a possession of the United States 
if it is reasonable to believe that at least 80 percent of the remunera- 
tion to be paid to the eniployee by such employer during the calendar 
year will be for such services. Private eniployers should apply the 
80 percent test stated in section 1621(a) (8) (B) and, where such test 
is not met, should withhold and pay to the United States income tax 
upon the wages paid. citizens of the United States for employee 
services performed on Guam. AVhere that test is met, income tax 
is not required to be withheld for the United States. 

7. Federal tax forms, bearing a Government of Guam overstamp 
or otherwise suitably identified, are presently prescribed by the Gov- 
ernment of Guam for use by individual taxpayers in the reporting 
and paying of Guamanian income tax and by employers in the report- 
ing and paying of Guamanian income tax withheld. Any tax with- 
held and paid or payable to the Government of Guam is, under section 
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N of the Code with respect to tax withheld at the source, allowable 
as a credit only against the Guamanian tax liability, and is not allow- 
able as a credit on page 1 of the Federal income tax return. 

8. It should be particularly noted that the requirements and excep- 
tions as to withholding are not conclusive as to the includibility of 
remuneration in the gross income to be reported by a citizen of the 
United States on a return of income filed with the United States or 
with Guam. 

9. Guamanian income tax liability, and the crediting or refunding 
of income tax withheld and paid or payable to Guam, are matters 
within the jurisdiction of the Commissioner of Taxes, Government 
of Guanl, Agana, Guam, from whom taxpayers concerned may obtain 
information. 

10. Correspondence in regard to paragraphs 3, 4, and 5 of this 
Revenue Ruling should refer to the symbols T: R: I. , ~Correspondence 
in regard to paragraph 6 should refer to T: R: E. 

SECTION 252. — CITIZENS OF POSSESSIONS 
OF UNITED STATES 

SEGTION 29. 252 — 1: Status of citizens of United. 
States possession. 

INTERNAL REVENUE CODE 

Rev. Rul. 56 

The taxpayer, a citizen of Guam, who is a citizen of the United 
States only by virtue of collective naturalization under the Organic 
Act of Guam, 64 Stat 884, C. B. 1950 — 2, 214, is a citizen of a possession 
of the United States for the purposes of section 252 of the Internal 
Revenue Code and is subject to Federal income tax only upon income 
derived from sources within the United States. Such taxpayer is also 
subject to income tax imposed by the government of Guam by reason 
of the dual system of taxation created by the Organic Act of Guam. 
(See I. T. 4046, C. B. 1951-1, 57. ) 

SUPPLEMENT L. — ASSESSMENT AND COLLECTION OF DEFICIENCIES 

SECTION 275. — PERIOD OF LIMITATION UPON ASSESS- 
MENT AND COLLECTION 

T. D. 5971 SEGTIoN 29. 275-1: Period of limitation upon 
assessment of tax. 

(Also Section 42, Section 29. 42 — 1. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 

INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941 

Regulations 111 amended to conform to section 611 of the Revenue 

Act of 1951, relating to income pursuant to award of Interstate Qom- 

merce Commission. 



) 29. 275-1. ) 304 

TRKASVRY DEPARTMENT& 

OFFICE OF COMMIssIONER OF INTERNAI REVENVE) 
Washington M, D. C. 

To Overs ana Employees o j the Internal Revenue Service and Others 
Concerned: 
On November 15, 1952, a notice of proposed rule making was pub- 

lished in the Federal Register [17 F. R. 10464] to conform Regulations 
111 [26 ('FR, part 29] to section 611 of the Revenue Act of 1951, ap- 
proved October 20 1951. No objections to the rules proposed haI~ing 
been received within the 80 days following such publication, the 
amendments set forth below are hereby adopted. 

PARACRAPM 1. There is inserted imlnediately preceding section 
29. 42-1 [26 CFR 29. 42 — 1] the following: 

SEC. 611. INCOME PURSUANT TO A WARD OF INTERSTATE 
COMIIIERCE COMMISSION [REVENUE ACT OF 1951, AP- 
PROVLcD OCTOBLrR 20, 1951]. 

(a) Notwithstanding section 42 of the Internal Revenue Code, 
amounts received, pursuant to an award under the order issued under 
the Railway Mail Pay Act of 1916 by the Interstate Commerce Commis- 
sion on December 4, 1950, as compensation for the transportation of mail 
during 1950 and prior years shall be deemed to be income which accrued 
in the taxable years in which the services to which such compensation 
relates were rendered. Notwithstanding section 292 of such Code, no 
interest shall be assessed or collected for any period prior to July 1, 1951, 
with respect to that part of any deficiency which the Secretary deter- 
mines to be attributable to the inclusion of income in a taxable vear by 
reason of the application of this section. Any deficiency attributable to 
the inclusion of income in any taxable year by reason of the application 
of this section may be assessed at any time prior to the expiration of 
the period for assessment with respect to the taxable year of the tax- 
payer which includes December 4, 1950, notwithstanding the provisions 
of section 275 of the Internal Revenue Code or any other provision of 
law or rule of law which would otherwise prevent such assessment. 

PAR. 2. Section 29. 42 — 1(a), as amended by Treasury Decision 5405 
[C. B. 1944, 154], approved September 22, 1944 [26 CFR 29. 42-1(a) ], 
is further amended by adding at the end thereof the following new 
sentence: 
As to amounts received, pursuant to an award under the order issued on Decem- 
ber 4, 1950, under the Railway Mail Pay Act of 1916 by the Interstate Commerce 
Commission, as compensation for the transportation of mail during 1950 and 
prior years, see section 611(a) of the Revenue Act of 1951. 

PAR. 8. Section 29. 275-1, as amended by Treasury Decision 5942 
[C. B. 1946 — 1, 159], approved October 24, 1952 [26 CFR 29. 275-1], 
is further amended by insertJng immediately preceding the last para- 
graph thereof the following: 

(18) Any deficiency attributable to the inclusion of income ih any taxable 
year bv reason of the application of section 611(a) of the Revenue Act of 1951 
(which qualifies section 42 with respect to the taxable year in which amounts 
received, pursuant to an award under the order issued on December 4, 1950, 
under the Railway Mail Pay Act of 1916 bv the Interstate Commerce Commis- 
sion, as compensation for the transportation of mail during 1950 and prior 
years are to be included in income) may be assessed at any time prior to the 
expiration of the period for assessment with respect to the taxable year of the 
taxpayer which includes December 4, 1950, notwithstanding the provisions of 
section 275 or of a. ny other provision of law or rule of law, such as the provisions 
of section 8760 or the doctrine of res judicata, which would otherwise prevent 
such assessment. 
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PAR. 4. There is inserted immediately preceding section 2M the following: 

SEC. 611. INCOME PURSUANT TO AWARD OF INTICRSTATE 
COMMERCE COL(MISSION [IIEVKNUE ACT OF 1%1, AP- PROVED OCTOBER 20, 1951]. 

(b) Section 202 (relating to interest on deficiencies) is hereby amended by adding at the end thereof the following new subsection: "(d) )Vith respect to any corporation entitled to ren ive payment for the transportation of United States mail, if an award is retroactively received for the transportation of United States mail, and if such arvard is required to be treated as income in the year or years in which the mail was carried, then, notwithstanding the provisions of subsection (a) of this section, no interest shall be due, Ivith respect to any period prior to thirty days after such award is granted, for tax deficiencies resulting from the inclusion of such additional mail payments retroactively. " 
(This Treasury Decision is issued under the authority contained in 

sections 62 and 8791 of the Internal Revenue Code (53 Stat. 32, 467; 
26 U. S. C. 62, 3791). ) 

JOEIN S GRAHAM~ 
A. cting Commissioner of 1nternal Revenue. 

Approved January 8, 1953. 
THOMAS J. LVNCII, 

doting 8ecretary of the Treasury. 
(Filed with the Division of the Federal Register January 12, 1953, 8: 48 a. m. ) 

SEOTIoN 29. 275-1: Period of limitation upon 
assessment of tax. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5968, page 206. ) 

SEcTIQN 29. 275 — 1: Period of limitation upon 
assessment of tax. 

INTERNAL REVENUE CODE 

Regulations 111 ainended. (See T. D. 5991, page 146. ) 

SUPPLEMENT M. — INTEREST AND ADDITIONS To THE TAX 

SECTION 292. — INTEREST ON DEFICIENCIES 

Rev. Rul. 47 
INTERNAL REVENUE CODE 

A Waiver of Restriction on A. ssessment and Collection of Deficiency 
in Tax and Acceptance of Overassessment, Form 870, was filed by a 
taxpayer pursuant to the provisions of section 272 (d) of the Internal 
Revenue Cocle. The waiver provides for the immediate assessment 
of additional tax in the amount of 8a dollars. Subsequent to the 
filing of such waiver, and prior to assessment of the additional tax, 
the taxpayer Gled a second waiver providing for the immediate assess- 
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ment of additional tax in the amount of 5z dollars. The second waiver 
bore the notation that it superseded the waiver previously filed in 
the net amount of 8x dollars. The deficiency was not assessed prior 
to expiration of the thirtieth day after the fiiling of the second waiver. 
Ji'end, for the purposes of section 292(a) of the Code, relating to inter- 
est on deficiencie, interest should be assessed on 8z dollars to the 
thirtieth day after the filing of the first waiver and on 2z dollars to 
the thirtieth day after the filing of the second waiver. 

SUPPLEMENT O. — OVERPAYMENTS 

SECTION 822. — REI UNDS AND CREDITS 
Rev. Rul. 110 SEOTION 20. 322-8: Claims for refund by 

taxpayers. 
INTERNAL REVENUE CODE 

Where claims for refund of Federal income tax were mailed in 
ample time to have been received in the offices of collectors of internal 
revenue in the ordinary course of the mails on or before lilarch 15, 
1952, but such claims were not received on that date because of out- 
standing instructions to the Post Otffce Department to the effect that 
collectors' oiiices would not be open to receive mail ou Saturday, 
tuarch 15, 1932, such claims will be considered to have been received 
on idarch lo, lao2, if they v ere in fact received by ilarch 1 L 1052. 

Advice is requested whether claims for refund which were mailed 
in ample time to have been received in the offices of collectors of inter- 
nal revenue in the ordinary course of the mails on March 15, 1952, but 
due to unusual circumstances were not received until March 17, 1952, 
may be considered to be timely filed. 

The claims for refund ot income tax in question were mailed during 
March 1952 in time to have been delivered to the offices of the collectors 
(now directors of internal revenue) in the ordinary course of the mails 
on Saturday, March 15, 1052. However, due to outstanding instruc- 
tions to tlie E'ost Office Department to the e8ect that the collectors' 
offices would not be open to receive mail on Saturday, these claims were 
not delivered to the collectors' offices until Monday, March 17, 1952, 
at which time the claims were stamped as received. The collectors' 
offices were in fact open on Marcli 15, 1052, and wide publicity was 
given to the fact that their offlces vould be open for the purpose of 
the taxpayer assistance program. Income tax returns, payments, and 
claims for refund which w~ere physically presented tv~ere stamped as 
received on March 15, 1952. EIad the Post Office Department been so 
instructed, the claims in question would also have been delivered and 
stamped as received on that date. 

Ordinarily it is the position of the Bureau that a claim must be 
actually received prior to the expiration of the statute of limitations 
under section 322(b) of the Internal Revenue Code and that the fact 
that it was placed in the mails in ample time to reach the office of the 
collector or the Commissioner by the expiration of the statutory 
period is not sufficient to constitute a "filing" within the meaning of 
section 822(b). (Cf. I. T. 1021, C. B. III — 1, 845 (1024); Pleasant 
Valley YVirie Co. , 14 T. C. 519; Frank A. Gray, 16 T. C. 262, 266. ) 
However, here it appears th:it taxpayers may have been misled into 
believing that mail would be delivered to the offices of the collectors on 
Saturday, March 15, 1052, by the above-mentioned publicity. 
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Accordingly, it is held that where claims for refu»&l of I('ederal 
income tax were mailed in ample time to have been received in the 
ofiices of collectors of internal revenue in the ordinary course of the 
mails on or before March 15, 1052, but such claims were not received 
on that date because of outstanding instructions to the Post Ofiice 
Department to the eÃect that collect~ors' ofiices would not be open to 
receive mail on Saturday, March 15, 1952, such claims will be con- 
sidered to have been received on March 15, 1052, if they were in fact 
received on March 17, 1052. 

SEGTIoN 20. 822 — 7: Limitation upon the crediting 
and refunding of taxes paid. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5068, page 206. ) 

SUPPLEMENT Q. — REGULATED INVESTMENT COMPANIES 

SECTION 861. — DEFINITION 

SEOTIoN 29. 861 — 1: Definition of a regulated 
investment company. 

T. D. 6000 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29, — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941 

Regulations 111 amended to conform to section 887 of the Revenue 
Act of 1991. 

TREASIKY DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 85, D. C. 
To Officers and Employees of the Internal Revenue Service and Others 

Concerned: 
On December 4, 1952, notice of proposed rulemaking with respect 

to section 837 of. the Revenue Act of 1951, approved October 20, 1051, 
was published in the Federal Register (17 F. R. 10072). After con- 
sideration of all such relevant matter as was presented by interested 
persons regarding the rules proposed, the amendinents to Regulations 
111 [26 CFR, part 20] set forth below are hereby adopted. 

PARAGRAPII 1. There is inserted immediately preceding section 
20. 361 — 1 [26 CFR 20. 861 — 1J the following: 

SEC. 387. TAX TREATyfENT OF CERTAIN INVESTMENT CO'. vf- 

PANIEs [KEvENUE AcT oF 1981, APPROvED ocToBER 20, 
19O1]. 

(a) INGLUsIoN GF CKRTAIN RKGIGTKRKD MANAGKMKNT CGMPANIKs Iiv 
THi: DKFINITzoN GF RKGULATKD IlvvKsTMENT CGMFAvv. — Section 861 (re- 
lating to definition of regulated investment companies) is hereby 
amended bv adding at the end thereof the following neiv subsection: 

"(c) CKRTAIN INvasTMKNT COMPANIKS. — If the Securities and Ex- 
change Commission determines in accordance with regulations issued by 
it, and certifies to the Secretary not more than 00 days prior to the close 
of the taxable year of a registered Inanagement investment company, 
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that such investment company is principally engaged in the furnishing 

of capita. l to other corporations which are principally en "a "ed in the 
development or exploitation of inventions, technological improvements, 

new processes, or products not previously generally available, such in- 

vestment company may, in the computation of 50 per centum of the 
value of its assets under subparagraph (A) of subsection (b) (8) for any 
quarter of such taxable year, include the value of any securities of an 
issuer, notwithstanding the fact that such investment company holds 

more than 10 per centum of the outstanding voting securities of such 

issuer, but only if the investment company has not continuously held 

any security of such issuer (or of any predecessor company of such 
issuer as determined under re "ulations prescribed by the Secretary) 
for 10 or more vears precedin such quarter of such taxable year. Tbe 
provisions of this subsect. ion shall not apply at the close of any quarter 
of a taxable year to an investment company if at the close of such quar- 
ter more than 25 per cent. um of the value of its total assets is represented 
by securities of issuers with respect to each of which the investment 
company holds more tlmn 10 per centum of the outstanding voting 
securities of such issuer and in respect of each of which or any predeces- 
sor thereof the investment company has continuously held any security 
for 10 or more years preceding such quarter unless the value of its total 
assets so represented is reduced to 2o per centum or less within 80 days 
after the close of such quarter. The terms used in this subsection shall 
have the same meaning as in subsection (b) (8) of this section. For the 
purposes of this subsection, unless the Securities and Exchange Commis- 
sion determines otherwise, a corporation shall be considered to be prin- 
cipally enga ed in the development or exploitation of inventions, techno- 
logical improvements, new processes, or products not previously gener- 
ally available, for at least 10 years after the date of the first acquisition 
of any security in such corporation or any predecessor thereof by such 
investment company if at the date of such acquisition the corporation 
or its predecessor was principally so engaged, and an investment com- 

pany shall be considered at any date to be furnishin capital to any 
company whose securities it holds if within 10 years prior to such date it 
has acquired any of such securities, or any securities surrendered in 
exchange therefor, from such other company or predecessor thereof. 
For the purposes of the certification hereunder, the Securities and Ex- 
change Commission shall have authority to issue such rules, regulations 
and orders, and to conduct such investigations and hearings, either 
public or private, as it may deem appropriate. " 

(b) TECHNICAL AMENDNKNT. — Section 861(b) (3) (A) is hereby 
amended by inserting after "the total assets of the taxpayer and" the 
following: ", except and to the extent provided in subsection (c), ". 

(c) ErFEC~TIVE DATE. — The amendments made by this section shall be 
applicable only with respect to taxable years beginning after December 
81, 1960, 

PAll. 2. Section 29. 361 — 1 I 26 CFR 29. 361 — 1] is amended as follows: 
(A) By striking out the period and dash in the heading of (5) of 

the section and. inserting in lieu thereof the following: "— (1). In 
generaZ. " 

(B) By inserting in the second sentence of (0) of the section. im- 
mediately after "5 perceni; of the value of the total assets of the cor- 
poration and", the following: 

, except and to the extent provided in section SG1(c) in the case of certain ven- 
ture capital registered roanagement investment companies qualifying thereunder, 

(C) By adding at the end of (Z ) of the section the following: 

( ) reata~e capital registered management inrestment companies. — Section 
301(c) provides, for taxable years be, inning after December 81, 1960, that under 
certain conditions set forth below a regislered management investment company 
which has been certified by the Securities and Exchange Comroission for the 
taxable year. may, in the computation of 60 percent of the value of its assets 
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under clause (A) of section 361(b) (8) for any quarter of such taxable vear, 
include, with respect to securities other thnn Government securities or securities 
of other regulated investment companies, the value of nny 'ecurities of an issuer, 
notwithstanding the fact that such re isiered nmnngement investmerrt corrrpnny 
holds more than 10 percent of the outstanding voting securities or such issuer, 
but only if the investment company hns not contiuuously held any security oi 
such issuer or of any predecessor compnny of such issuer for 10 or more years 
precerling such quarter of. such taxable year. All other provisions and require- 
ments of section 361 and the regulations thereunder are applicable in determin- 
ing whether such registered management investment company qualifies as a 
regulated investment company within tbe nrcnning of such section. 

The provisions of section 861(c) are applicable only to a registered manage- 
rnent investment company which tbe Securities and Exchange Commission hns 
determined, in accordance with regulations issued by it, nnd has certified to 
the Secretary, not more than 60 days prior to the close of the taxable year of 
such investment company, to be principally engaged in tbe furnishing of capital 
to other corporations mhich are priucipally engaged in the development or 
exploitaticn of inventions, technological improvements, new processes, or prod- 
ucts not previously generally nvnilable. For the purpose of the aforementioned 
determination and certification, unless the Securities and Exchange Commission 
determines otherwise, a corporation shall be considered to be principally en- 
gaged in the development or exploitation of inventions, technological improve- 
ments, nem processes, or products not previously generally available, for;rt 
least 10 years after the date of the first acquisition of nny security in suclr 
corporation or any predecessor thereof by such investment company if at the 
date of such acquisition the corporation or its predecessor was principally so 
engaged, and an investment company shall be considered at n. ny date to be fur- 
nishing capital to any company whose securities it hohrs if within 10 years prior 
to such date it has acquired any of such securities, or any securities surrendered 
in exchange therefor, from such other company or its predecessor. 

Section 861(c) does not apply in the quarterly computation of 50 percent of 
the value of the assets of an investment company under clause (A) of section 
361(b) (8) for any taxable year if at the close of any quarter of such taxable 
year more than 25 percent of the value of its total assets (including the 50 
percent or more mentioned in such clause (A) ) is represented by securities 
(other than Government securities or the securities of other regulated invest- 
ment companies) of issuers as to each of which (i) such investment company 
holds more than 10 percent of the outstanding voting securities of such issuer 
and (ii) such investment company has continuously held any security of such 
issuer (or any security of a predecessor of such issuer) for 10 or more years 
preceding such quarter, unless the value of its total assets so represented is 
reduced to 25 percent or less within 80 days after the close of such quarter. 

As used in section 861(c) and this paragraph (b) (2), the term "predecessor 
company" means any corporation the basis of whose securities in the hands of 
the investment company was, under the provisions of section 118, the same in 
whole or in part as the basis of any of the securities of the issuer, and any 
corporation with respect to whose securities any of the securities of the issuer 
were received directly or indirectly by the investment company in a transaction 
or series of transactions involving nonrecognition of gain or loss, in whole or in 
part. The other terms used in this paragraph (b) (2) have the same meaning 
as when used in section 361(b) (8) (see paragraph (b) (1), above). 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (53 Stat. 82, 467; 
26 U. S. C. 62, 3791) . ) 

T. COLEMAN ANDRKWSr 

Commissioner o f Interna/ Revenue. 
Approved March 26, 1958. 

M. B. FoLsoM, 
Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register April 1, 1953, 8:52 a. m. ) 
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SUPPLEMENT R. — EXCHANGES AND DISTRIBUTIONS IN OBEDIENCE TO 
ORDERS OF SECURITIES AND EXCHANGE COMMISSION 

SECTION 878. — DEFINITIONS 

SEGTI0N 29. 878 — 1: Detinitions. T. D. 5085 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOIIK TAX; TAXABLE YKAIIS AFFECTED BY AN EXCHANGE OR DISTRIBU- 
TION MADE AFTER DLrCLrMBKR Sl, 1941 

Regulations 111 amended to conform to section 338 of the Revenue 
Act of 1951. 

TREASURT DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

TVashinffton 85, D. O. 
To Officers and Employees of the Interna/Revenue Service and Others 

Concerned 1 
On November 11, 1952, notice of proposed rule making ivith respect 

to exchanges or distributions in obedience to orders of the Securities 
and Exchange Commission was published in the Federal Register 
(17 F. R. 10268). No objections to the proposed rules having been 
received, Regulations 111 [26 CFR, part 20] are amended as follows: 

PARAGRAPH 1. There is inserted immediately preceding section 
29. 878 — 1 [26 CFR 29. 878 — 1] the following: 

SEC. 338. EXCHANGES AND DISTRIBUTIONS IV OBEDIENCE 
TO ORDERS OF SECURITIES AND EFICHANGE COJIEIISSION 
[REVENUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(a) DKFINITIQN oF SvsTExf. GRQUP. — Section 373(d) (1) (relating to 
the definition of the term "system group") is hereby amended to read as 
follows: 

"(1) At least 90 per centum of each class of the stock (other than 
(A) stock which is preferred as to both dividends and assets, and 
(B) stock which is limited and preferred as to dividends but which 
is not preferred as to assets but onlv if the total value of such 
stock is less than 1 per centum of the aggregate value of all classes 
of stock which are not preferred as to both dividends and assets) of 
each of the corporations (except the common parent corporation) is 
owned directly by one or more of the other corporations; and". 

(b) EsrzcrIYE DArs. — The amendment made by subsection (a) shall 
be applicable with respect to taxable years affected by an exchange or 
distribution made after December 31, 1947. 

PAR. 2. Section 29. 878-1(d) [26 CFR 20. 878 — 1(d) ] is amended as 
follows: 

(A) By amending the heading thereof to read as follows: 
"System Group" — (1) Taxable years affected by an exchange or distribution 

made before January 1, 19)8. 

(B) -By striking from the first sentence thereof "The term 'system 
group' is defined" and inserting in lieu thereof the following: 

For taxable years af'fected by an exchange or distribution made before Janu- 
ary 1, 1948, the term 'system group" is defined 

(C) By adding at the end tliereof the following: 
(2) Taxable years affected 'by an exchange or distribution made after De- 

cembe& 91, 19117. — I'or taxable years afiected by an exchange or distribution 
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made after December 81, 10-I7, the term "system group" is defined in section 
878(d) to mean one or more chains of corporations connected through sto( k own- 
ership with a connnon parent corporation, if at least 00 percent of each class 
of stocl (otlier tlian (A) stock which is pt'eferred as to both dividends and assets, 
and (B) stock which is limited and preferred as to dividends but which is not 
preferred as to assets but only if the total value of such stock is less than 1 per- 
cent of the aggregate value of all classes of stock which are not preferred as 
to both dividends and assets) of each of the corpor;itions (except the common 
parent corporation) is owned directly by one or more of the other corporations, 
and if the common parent corporation owns directly at least 00 percent of each 
class of stock (other than stock preferred as to both dividends and assets) of 
at least one of the other corporations; but no corporation is a member of a 
system group unless it is either a registered holding company or a majority- 
owned subsidiary company. While the type of stock which must, for the purpose 
of this definition, be at least 90 percent owned may be different from the voting 
stock which must be more than 50 percent owned for the purpose of the defi- 
nition of a majority-owned subsidiary company under section 878(c), as a gen- 
eral rule both types of ownership tests must be met under section 878(d), since 
a corporation, in order to be a member of a system group, must also be a 
registered holding company or a majority-owned subsidiary company. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (53 Stat, 32; 26 U. S. C. 62). ) 

JUSTIN F. WINKLE) 
cicting Commiss oner of Interna/ Revenue. 

Approved February 10, 1956. 
ELEERT P. TUTTLE, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register February 18, 1958, 8: 58 a. m. ) 

SUPPLEMENT T. — INDIVIDUALS WITH ADJUSTED GROSS INCOME OF LESS 
THAN $5, 000 

SECTION 402. — MANNER AND EFFECT OF ELECTION 

SEcrIov 29. 402 — 1: Manner of' election to compute 
tax under supplement T. 

LXTERNAL REVENUE CODE 

Regula(ions 111 amended. (Sce T. D. 5965, page 60. ) 

SEUTION 29. 402 — 1: Manner of election to compute 
tax under supplement T. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5993, page 9. ) 



$ 40. 430-2, I!", ;:s 130. ] 

SUBCHAPTER D. — EXCESS PROFITS TAX 

PART I. — RATE AND COI&IPUTATION OF TAX 

SECTIOX 4'0. — IMPOSITIOX OI' TAX 

~lv(TION 40. 480 — 2, REGULA rloNs 180: Rate of tax. T. D. &997 
/ 

'I. 'I'I'I. E as — INTIIRNAL REVENUE. — ('HAI'TER I, SUBCHAPTER A, PART 40, — 
KXULISS I'ROI«ITS TAX; 'IAXABLLI TEARS EVHING Al''l'ER JUNK 80, 1050 

Regulations 100 amended to conforin to section 501 of the Revenue 
Act of 10;&1, relating to niaximum tax for new corporations. 

TREASURY DEPART: I ". . N I' 

OrrIUE OF COXIMISSIONER or IN'IrERNAL RLYENUE, 
)V ashington 85& D. C. 

To Off(cers and Enlptoyees of the Interna/ Revenue Seri'ice and Others 
Concerned: 
Oli December 18, 1952& a notice of proposed rule making was pub- 

lished in the Federal Register [17 k'. R. 11, '&43J to conform Rc«ula- 
tions 180 [20 (. 'I& It& part 40] to section 501 of the Revenue Act of 1951, 
approved October 20, 1951. After consideration of such relevant 
suggestions as were presented regarding the proposals, the amend- 
meilts set forth below are hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
40. 480 — 1 j26 CI&'R 40. 480 — 1] the following: 

SEC, 001. 5IAXISIUII 'I'AX FOR NE&&V CORPORATIONS [REVENUE 
ACT Ob 1001, APE&ROVED OCTOBER 20, 1001]. 

Section 480 (relating to imposition of tax) is hereby amended as 
folio&vs: 

(1) By adding at the end of subsection (a) thereof, as amended 
by s(. ction 121 of this Act, the following: 

"(3) in the case of a corporation for which an amount is de- 
tt'riuined for the taxable year under subsection (e), the amount 
determined under such subsection. " 

(2) By redesignating subsection (e) as subsection (f); and 
(g) By inserting after subsection (d) the following new 

subsection: 
"(e) NEw CospoRATIONs. — 

"(1) ALTERNATIVE ATIOUNT. In the case of a taxpayer which 
commenced business after July 1, 1045, and whose fifth taxable year 
ends after June 80, 1050, the . amount referred to in subsection 
(a) (3) shall be— 

"(A) If the taxable year is the first or second taxable year. 
of the taxpayer, an amount equal to 5 per centum of the excess 
profits net income for the taxable ye;», except that if the excess 
profits net incoine exceeds gs00, 000, the anlount shall be the smu 
of Rlfi&, 000 plus the amount determined under subparagraph (E) 
of this paragraph. 

"(B) If the taxable year is the third taxable year of the tax- 
payer, an amount equal to 8 per centum of the excess profits 
net income for the taxable year, except that if tile excess profits 
net income exceeds $800, 000, the amount shall be the sum of 
$24, 000 plus the amount determined under subparagraph (E) of 
this paragraph. 

"(C) If the taxable vcar is the fourth taxable year of the 
taxpayer, an an&cunt equal to 11 per centuin of the excess profits 
net incoine for the taxable year, except tliat if the excess 
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profits net income exccerls $300, 000, the amount shall be the 
sum of $38, 000 plus. the amount determined under subparagraph 
(E) of this paragraph. 

"(D) If the taxable year is the fifth taxable vear of the tax- 
payer, an amount equal to 14 per centum of the excess profits 
net income for the taxable year, except that if the excess profits 
net income exceeds $300, 000, the amount shall be the sum of 
$42, 000 plus the amount determined under subparagraph (E) of this paragraph. 

"(E) The amount determined under this subparagraph 
shall bc- 

' "(i) if the taxable year ends before April 1, 1951, an 
amount equal to 15 per centum of the excess of the excess 
profits net income for the taxable year over $300, 000. "(ii) if the taxable year begins on January 1, 1951, and 
ends on December 81, 1951, an aiuount equal to 17i/~ per 
ceiitum of the excess of the excess profits net income for the 

~ taxable year over $300, 000. 
"(iii) if the taxable year (other than a taxable year 

described in clause (ii) ) ends after March 81, 1951, an 
amount equal to 18 per centum of the excess of the excess 
profits net income for the taxable year over $800, 000. "(2) Fiasr zivz rx~mE xmas. — For the purpose of this sub- 

section— 
"(A) The taxable year in which the taxpayer commenced busi- 

ness and the first, second, third, and fourth succeeding taxable 
years shall be considered its first, second, third, fourth, and 
fifth taxable years, respectively. 

"(B) The taxpayer shall be considered to have been in exist- 
ence and to have had taxable years for any period during which 
it or any corporation described in any clause of this subpara- 
graph was in existence, and the taxpayer shall be considered to 
have commenced business on the earliest date on which it or 
any such corporation commenced business: 

"(i) Any corporation which during or prior to the taxable 
year was a party with the taxpayer to a transaction de- 
scribed in section 445(g) (2) (A), (B), or (C), determined 
as if the date 'July 1, 1945 were substituted for the date 
'December 1, 1950' in section 445 (g) (2) (C). 

"(ii) Any corporation if a group of not more than four 
persons who control the taxpayer at any time during the 
taxable year also controlled such corporation at any time 
during the period beginning twelve months preceding their 
acquisition of control of the taxpayer and ending with the 
close of the taxable year; but only if at any time during 
such period (and while such persons controlled such corpo- 
ration) such corporation was engaged in a trade or business 
substantially similar to the trade or business of the taxpayer 
during the taxable year. For the purpose of this clause, 
the term 'control' means the ownership of more than 50 
per centum of the total combined voting power of all classes 
of stock entitled to vote, or more than 50 per centum of 
the total value of shares of all classes of stock. A person 
shall not be considered a member of the group referred to 
in this clause unless during the period referred to in this 
clause he owns stock in such corporation at a time when 
the members of the group control such corporation and he 
oivns stock in the taxpayer at a time when the members 
of the group control the taxpayer. For the purpose of this 
clause, the ownership of stock shall be determined in 
accordance with the provisions of section 508, except that 
constructive ownership under section 508(a) (2) shall be 
determined only with respect to the individual's spouse and 
minor children. 

"(iii) In ease the taxpaver during or prior to the taxable 
vear was a purchasing corporation (as defined in part IV), 
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the selling corporation (as defined in such part) zvhose 
properties were acquired in the part IV trarisaction; but 
tliis clause shall not apply unless for the taxable year or 
for any preceding taxable year the conditions of para- 
graphs (I), (2), and (8) of section 474(c) were satisfied 
with respect to such transaction. 

"(iv) Any corporation which, under regulations pre- 
scribed by the Secretary, is determined by one or more 
additional applications of clauses (i) to (iii) to stand indi- 
rectly in the same relation to the taxpayer as though such 
corporation were desi ribcd in any such clause. 

If as of the beginning of December 1, 1050, the adjusted basis 
for determining gain upon sale or exchange of the aggregate 
assets theretofore acquired by tlie taxpayer in transactions 
described in clauses (i) and (iii) (or acquired in the ordinary 
course of business in replacement of such assets) and held by 
it at such time constituted less than 20 per centum of the 
adjusted basis for determining gain upon sale or exchange of 
its total assets held at such time, then transactions described 
in such clauses occurring prior to such date shall be disregarded 
in determining the date as of which the taxpayer shall be 
considered to have commence&i business. 

"(8) LrMrr&rroN. — The provisions of paragraph (1) of this sub- 
section shall not apply to a taxpayer ivhich derives more than 50 per 
centum of its gross income (determined without regard to dividends 
and without regard to gains from sales or exchanges of capital 
assets) for the taxable year from contracts and subcontracts to 
which the provisions of title I of the Renegotiation Act of 1!). &1 (or 
the provisions of any prior renegotiation act) are applicable. " 

SEC. 528. EFI ECTIVE DATE OF TITLE V [REVENUE ACT OF 1051, 
APPROVED OCTORER 20, 1051]. 

Except as otherwise provided in section 500 (d), the amendments made 
by this title [including sec. 501] shall be applicable only with respect to 
taxable years ending after June 80, 1050. 

PAH. 2. Section 40. 430 — 2, as amended by Treasury Decision 5969 
[page 122, this Bulletin], approved December 29, 1952 [26 
CFR 40. 430 — 2], is furtheramencled as follows: 

(A) By striking the period at the end of clause (iv) of (a) (1) of 
the section and inserting in lieu thereof ", or", and by adding after 
such clause (iv) the following new clause: 

(v) in the case of a new corporation for ivhich an amount is determined for 
the taxable year under sectior. 480(e), the amount determined under such section 
and under (e) of this section. 

(B) By redesignating the present (e) of the section as (f) of the 
section. 

(( ) By inserting imlnediately following (d) of the section the 
following: 

(e) Ncii& corporations. — (1) Section 480(c), together with section 480(a) (8), 
provides, in the case of an, & corporation ivhich comuienced business after July 1, 
1045, for a maximum excess pr&fits tax for any of its first five taxable years 
which ends after June 80, 105&0. The dcierminaiion of such maziinum excess 
profits tax, which is the amount referred to in section 480(a) (8) and in (a) 
(1) (v) of tliis section, depends upon the amount of the excess profits net income 
aud upon ivhetlier the taxable year is the first, second, third, fourth, or fifth 
taxable year of the tazp;iycr. If the excess profits net income for the taxable 
year does not exceed $800, 000, the maxiiuuin excess profits tax will be an amount 
equal to o percent of the excess profits net iucome for the tazable year if such 
taxable year is tlie first or second taxable year of the taxpayer; an amount 
equal to 8 percent of the excess profits net income if the taxable year is the 
third tazalile year of the tazpayer; an amount equal to 11 percent of th excess 
profits net incuine if the taxable year is the fourth taxable year of the tax- 
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payer; and an amount equal to 14 percent of the excess profits net income if 
the taxable vear is the fifth taxable year of the taxpayer. If the excess profits 
net income for tbe taxable year exceeds $800, 000, the maximum excess profits 
tax v;ill be an amount equal to the sum of $15, 000, if the taxable year is the 
first or second taxable year of the taxpayer, $24, 000, if the taxable year is the 
third taxable year of the taxpayer, $88, 000, if the taxable year is the fourth 
taxnlile year of the taxpayer, and $42, 000, if the taxable year is the fifth tax- 
able year of the taxpayer, plus, in each case, an amount equal to (i) 15 percent 
0+ the aniount by which the excess profits net income for such' taxable year 
exceeds $300, 000 if the taxable year ends before April 1, 1%5, or (ii) 171/q per- 
cent of such excess if the taxable year begins on January 1, 1951, and ends on 
December 81, 1951 (the calendar year 1951), or (iii) 18 percent of such excess 
if the taxable year ends after March 81, 1951, but is not the calendar year 1951. 

(2) The determina$$on of the maximum excess profits tax, as described in 
(1) above, is shown in the following chart: 

If the excess profits 
tax taxable year of 
the taxpayer is— 

The first or second 
taxable year. 

The third taxable 
year. 

The fourth taxable 
year. 

The fifth taxable 
year. 

If excess profits net in- 
come for the taxable 
year does not exceed 
$300, 000, the maxi- 
mum excess profits tax 
is— 

5 percent of excess prof- 
its net income. 

8 percent of excess prof- 
its net income. 

11 percent of excess prof- 
its net income. 

14 percent of excess prof- 
its net income. 

If excess profits net lu- 
come for the taxable 
year exceeds $300, 000, 
the maximum excess 
profits tax is— 

$15, 000 plus the amount 
specified in column D. 

$24, 000 plus the amount 
specified in column D. 

$33, 000 plus the amount 
specified in column D, 

$42, 000 plus the amount 
specified in column D. 

Amount to be added to column 
C where excess profits net 
income exceeds $300, 000— 

(i) If the taxable year ends 
before April 1, 1951, 15 per- 
cent of the amount by which 
tiie excess profits net income 
for such taxable year exceeds 
$400, 000, or 

(li) If the taxable year begins 
on January 1, 1951, snd ends 
on December 31, 1951 (the 
calendar year 1951), 17it per- 
cent of such excess; or 

(iii) Tf the taxable year ends 
after March 81, 1951 (except 
the calendar year 1951), 18 
percent ofsuch excess. 

(8) The date the corporation commenced business shall be determined for 
purposes of section 480(e) and of (e) of this section under the rules provided 
in the regulations promulgated under section 445, relating to the computation 
of average base period net income in the case of new corporations. See section 
40. 445 — 1(a) (2). The taxable year in which the taxpayer commenced business, 
unless th taxpayer is considered to have had an earlier constructive existence, 
shall be considered its first taxable year and the next 4 succeeding taxable years 
shall be considered its second, third, fourth, and fifth taxable years, respectively. 
The taxpayer, however, shall be considered to have been in existence and to have 
had taxable years for any period during which any corporation described in sec- 
tion 480(e) (2) (B) (i), (ii), (iii), or (iv), and in (5) through (8) below, was 
in existence, and the taxpayer shall be considered to have commenced business 
on the earliest date on which it or any such corporation commenced business. 
See (4) below for the determination of constructive taxable years of the tax- 
paver where such other corporation came into existence prior to the date the 
taxpayer came into existence. 

(4) If the taxpayer is deemed under the provisions of section 430(e) (2) (B) 
and of (e) of this section to have been in existence prior to the date on which it in 
fact came into existence and to have had taxable years prior to such date, its 
first 5 taxable years for purposes of section 439(e) and of (e) of this section 
shall be determined by reference to the annual accounting period first established 
by the taxpayer. Any 12-month period ending with the day on which such 
annual accounting period first established by the taxpayer ends and during all or 
part of which the taxpayer or any corporation describeil in section 480(e) (2) (B) 
(i)-(iv) and in (5) through (8) below was in existence shall be considered a ~ 

taxable year of the taxpayer for the purpose of determining its first 5 taxable 
Years. If both the taxpayer and any other such corporation were in existence 
during all or part of any such 12-month period, such perioil shall nevertheless be 
considered to be only 1 taxable year of the taxpaver. Any such 12-month period, 
however, shall be considered a taxabl. e year of the taxpayer if any such other 
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corporation ivas in existence during all or part of such period, even though such 
period, or the part thereof in whi& h such other corporation was in existence, did 
not consiitute a taxable year of such other corporation. The rule set forth above 
may be illustrated by the following examples: 

Ever&&pie (I). Corporation A came into existence and commenced business on 
April 1, 1&J47. It adopted the calendar year as its annual accounting period and 
filed income tax returns for the period April 1, 1947, through December 81, 1947, 
and for the calendar year 1948. Corporation A was dissolved on June 80, 1949, 
and an inc&uric tax return was filed for the period January 1, 1940, through June 
30, 1&040. Corporation 8 came into existeme anrl comnienced )Iusiness ou July 1, 
1040. Coi poration 8 likewise adopted the calendar year as its annual accounting 
yeviod and tiled income tax returns for the period July 1, 1949, through Deceniber 
81, 1040, and also for the calendar year lfii0 and subsequent calendar years. By 
reason of a transaction described in section 480(e) (2) (8), Corporation 8 is 
d& cmed for purp&&ses of section 480(e) and of (e) of this section to have commenced 
business ou April 1, 1047, the date Corporation A coinmenced business, and to 
have been in existence and to have had taxable years sinre that date. Since 
Corpr&vation 8 first ad&&pted the calendar year as its annual accounting period, 
any 12-inonth period ending on December 81 during which either Corporation 8 
or Coryor:&tion A was in existence will constitute a taxable year of Corporation 8. 
Sin& e Corp&iriition A came into existence on April 1, 1947, it was in existence 
rluring part of the 12-month period January 1, 1947, through December 81, 1047, 
and su& h 12-month period will be rleemed to be the first taxable year of Corpora- 
tiori 8 f&&r purposes of section 480(e) and of (e) of this section. Corporation A' 

was in existence during the whole 12-month period January 1, 1948, through 
Deceuiber 81, 1048, and such period will be deemed to be the second taxable year 
of Corporation B. Corporation A. was in existence during part of the 12-month 
period January 1, 1049, through Deceinber 81, 1940, and Corporation 8 also was 
in existen&e during part of such period. The 12-month period January 1, 1949, 
thr&&u 'h December 81, 1949, accordingly will be considered to be a taxable year 
of Corporation 8 and will be its third taxable year for purposes of section 430(e) 
and of (c) of this section. The calendar years 1&000 and 1901 will be the fourth 
and iif!. h taxable years, respectively, of Corporation B. It is to be noted that 
the 12-month period January 1, 1949, through Deceuibcr 81, 1949, is deemed 
to be 1 taxable year of. Corporation 8 even though both Corporation A and 
Corporation 8 were in existence during part of such period and even though 
Corporation A filed an income tax retuvn for the period January 1, 1949, through 
June 80, 1049, and Corporation 8 filed an income tax return for the period July 
1, 1040, throu h December 81, 1949. It is to be further noted that in this example 
tire 12-moiith period January 1, 1&J49, through December 31, 1949, would con- 
stitute I taxable year of Corporation 8 even though Corporation A imd not been 
dissolved on June 80, 1040, but had continued iu existence until after December 
81, 1040. 

Ez«my/e (2). Assume in the above example that when Corporation A came 
into existence and commenced business on April 1, 1&J47, it adopted the fiscal 
y& sr ending March 81 as its annual accounting period and filed income tax 
returns for t!ie fiscal years April 1, 1047, through March 81, 1048, and April 1, 
1&J48, throu "h March 31, 1049, and also an income tax return for the period Ayril 
1, 1&A&J, through June 80, 1&04&J. Since Corporation 8 first adopted the calendar 
year as its annual accounting period, Corporation 8's first 5 taxable years must 
be deter&nined by reference to the 12-month periods ending on December 81. 
Covpovation A came into existence on April 1, 1047, and accordingly was in 
existence &luring part of !. he 12-month period January 1, 1947, through December 
81, 1047. Such 12-month period January I, 1947, through December 81, 1947, 
accor&lin ly will be deenied to be the first taxable year of Coryoration 8 for 
purposes of section 430(e) and of (e) of this section even though the period 
Apvil 1, 1047, through December 81, 1&J47, did not constitute a taxable year of 
Corporation A. Similarly, the 12-month period January 1, 1948, through Decem- 
ber 31, 1048, ivill be deeiiied to be the second taxable year of Corporation 8 even 
thou h such 12-month period did not constitute a taxable year of Corporation 
A. The 12-mon!h periods January 1, I&0, through December 81, 1049, January 
1, 1000, thi ough December 31, 1&J00, and January 1, 10;&1, through December 81, 
1081, will be deemed to be Corporatioii 8's third, fourth, and fifth taxable 
Years, respectively. 

(5) (i) If, any corporation during or prior to the taxable year for which the 
excess profits tax is being determined was a party ivith the taxpayer to a trans- 
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action described in section 44&&(g) (2) (A), (8), or (C), determined as if the 
date "July I, 1045" were substituted for the date "December I, 1050" in section 
445(g) (2) (C), and if such other corporati&&n had coma&enced business prior to the 
date on which the taxpayer commenced business, then the taxpayer, under the 
provisions of section 430(e) (2) (8) (i), shall be deemed to have commenced 
business on the date such other corporation commenced business. The tax- 
payer shall also be considered to have been in existence durin the whole period 
such other corporation was in existence and to have had taxable years durin" 
such period as detertnined under the provisions of (4) above. I&'or limitation 
on the applicati&&n of section 4:10(e) (2) (8) (i) in certain cases, see (0) below. 

(ii) The provisions of section 430(e) (2) (8) (i) and of (&&) (i) above are 
applicable only if the party to the transaction &vith the taxpayer &v;&s a cor- 
poration. They do not apply, for example, &vhere such party was an individual 
or a partnership. Thus, if an individual who bas been operating a certain busi- 
ness as a sole proprietorship incorporates su&h business and transfers all the 
assets of the business to a newly forn&cd corporation in a transaction which 
qualifies as a section 112(b) (5) transaction, the newly formed corporation v. ill 
not be deemed to have hc&'n in existence during the prior period when the indi- 
vidual was conducting the business as a sole proprietorship nor will the corpora- 
tion be deemed to have had taxable ye:&rs durin" such prior period, 

(0&) (i) If a group of not more th»n four persons control the taxpayer at 
any time during tl&e taxable year for which the excess profits tax is being 
determined an&1 if this sa&ne group of not more than four persons at any time 
during the period beginning 12 monti s prior to its acquisition of control of the 
taxpayer and endin with the close of such taxable y&;&r also controlled a second 
corporation which at some ti&ne durin such period (and whi!e the group con- 
trolled such second corporation) was engaged in a trade or business substan- 
tially similar to the trade or business carried on by the taxpaver during such 
taxable year, then under the provisions of section 430(e) (2) (8) (ii) the taxpayer 
«dll be deemed to have commenced business on the date on which it itself 
commenced business or on the date on which such second corporation conunenced 
business, whichever is the earlier. If the sec&&nd cori&oration commenced busi- 
ness on a date prior to that on which the taxpayer c&&nm&enced business, the tax- 
payer for purposes of section 430(e) and of (e) of this section svi8 also 
be deemed to have been in existence for the entire period during vvhich such 
second corporation was in existence and to have had taxable years during such 
period as determined under the provisions of (4) above. 

(ii) For purposes of section 430(e) (2) (8) (ii) and of (0) (i) above a 
group of not more than four persons vill be deemed to control the taxpaver or 
any other corporatiou if, and only if, the total stock ownership of such persons 
in the taxpayer or such other corporation represents more than 50 percent of 
the total combined voting power of all classes of sto&k entitled to vote or more 
than 50 percent of the total value of the shares of all classes of stock. I"or 
purposes of section 430(e) (2) (8) (ii) and of this provision the ownership of 
stock shall be determined in accordance &vith the provisions of section 503, except 
that constructive ownership under section 503(a) (2) shall be determined on1y 
with respect to the individual's spouse and minor children. A person will 
not be considered to be a member of the group of not more than four persons 
which controls the taxpa)er at some time during the taxable year and which 
also controlled a second corporation at some time during the period referred to 
in section 430(e) (2) (8) (ii) and in (0) (i) above unless such person owned 
stock in the taxpayer at the time the group controlled the taxpayer during 
the taxable year and also owned stock in the second corporation at the time 
the group controlled such se ond corporation during the pres&rihed period. 
The individual does not have to own the same percentage of stock in the tax- 
payer as in the second corporation, but the individual must o&vn some stock in 
the corporation at the time the group controls su& h corporation. It is not 
necessary for the group to control the taxpayer and second corporation at the 
same time. If the group controlled the taxpayer at any time during the taxable 
year for whi&h the ex&ess profits tax is hei&& ~ det rmined and if tbe same group 
also controlled the second corporation at some time during the prescribed period, 
then the requiremerts of control provided in section 430(e) (2) (8) (ii) sill 
be met without regard to whether the group controlled the two corporations at 
the same time or at different times. 

(iii) AYhether or not the second &'orporation, at the tin&e it was controlled 
by the group, was engaged in a trad or business sul&strath&tly simiiar to the 
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trade or business carried on by the taxpayer during the taxable year is a ques- 
tion of fact which must be determiued in each particular ease in the light of 
all the circumstances of that case. 

(7) (i) If during or yrior to the taxable year for which the excess profits 
tax is being determined the taxpayer was a purchasing corporation in a part IV 
transaction and if the selling corporation in such part IV transaction had com- 
menced business on a date prior to tliat on which the taxpayer commenced 
business, then the taxpayer, under the provisions of section 480(e) (2) (B) (iii), 
shall be deemed to have commenced business on the date such selling corporation 
commenced business. The taxpayir shall also be considered to have been in 
existence during the whole period such selling corporation was in existence 
and to have had tax:ilile years during such period as determined under tbe 
provisions of (4) above. Section 480(e) (2) (B) (iii) and this provision shall 
not be applicable, however, unless for the taxable year or any preceding tax- 
able year the conditions of paragraphs (1), (2), and (3) of section 474(c) 
were satisfied with respect to the part IV transaction. I or limitation on the 
application of section 480(e) (2) (B) (iii) in certain eases, see (9) below. 

(ii) The terms "purchasing corporation" and "selling corporation" have the 
same meaning for purposes of section 480(e) (2) (B) (iii) as for purposes of 
part IV. Since an individual operating a business as a sole proprietorship or 
a partnership, under certain circumstances, can be a selling corporation under 
part IV, such an individual or partnership, unlike the situation with respect 
to a transaction described in section 480(e) (2) (B) (i), can likewise be con- 
sidered to be a corporation for purposes of section 430(e) (2) (B) (iii). If the 
taxpayer acquires assets from a sole proprietorship or from a partnership in a 
part IV transaction and if the sole proprietorship or the partnership constitutes 
a selling corporation under part IV, then the taxpayer will be deemed to have 
commenced business on the date the sole proprietorship or partnership commenced 
business, provided such date is prior to that on which the taxpayer itself com- 
menced business, and to have been in existence and to have had taxable years, 
as determined under (4) above, during all such prior period. 

(8) Section 430(e) (2) (B) (iv) provides that the three clauses in section 
430(e) (2) (B) (i), (ii), and (iii) may be applied several times to determine when 
the taxpayer commenced business and what are its first 5 taxable years. 
Thus, if the taxpayer under section 430(e) (2) (B) (iii), for example, is deemed 
to have commenced business on the date Corporation A commenced business 
and to have been in existence and to have had taxable years during the period 
Corporation A ivas in existence, and if Corporation A under section 430(e) 
(2) (B) (i) in turn would be deemed to have commenced business on the date 
Corporation E had commenced business and to have been in existence and to 
have had taxable years during the period Corporation B was in existence, then 
tbe taxpayer, for yurposes of section 480(e) and of (e) of this section, 
shall be deemed to have commenced business on the date Corporation B com- 
menced business and to have been in existence and to have had taxable years 
during the entire period beginning with the date Corporation B came into exist- 
ence. The taxpayer's first 5 taxable years accordingly will be determined, under 
the provisions of (4) above, by reference to the date on which Corpor;itiou B 
came into existence. It is immaterial that the taxpayer had no direct rela- 
tionship with Corporation B. It is sufficient that Corporation B stands indi- 
rectly in the same relationshiy to the taxpayer as if it were a corporation 
described in one of the three clauses in section 430(e) (2) (B) (i), (ii), or 
(iii). It is immaterial which of the clauses in section 430(e) (2) (B) (i), (ii), 
and (iii) are to be applied, or how many times they are to be applied, or in 
vvhat order. The taxpayer shall be considered to have commenced business 
and iis first 5 taxable years will be determined by reference to that corpora- 
tion ivhich first came into existence aud commenced business and with which 
the taxyayer directly or indirectly stands in a relationship described in any 
of the three clauses in section 430(e) (2) (B) (i), (ii), or (iii). 

(0) If as of the beginning of December 1, 1050, the adjusted basis for de- 
terniining gain upon the sale or exchange of the aggregate assets which had been 
acquired prior to that date by the taxpayer in 1 or more transactions de- 
scribed in section 480(e) (2) (B) (i) or in section 480(e) (2) (B) (iii) (or acquired 
in the ordinary course of business in replacement of such assets) and which 
were helcl by it at such time constituted less than 20 percent of the adjusted 
basis for determining gain upon sale or exchange of all the assets held by the 
taxpayer at such time, then such transactions shall be disregarded in determin- 
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ing the date as of which the taxpav&'r shall be consider&'d to have commen& ed 
busiuess and also iu determiniiig the first 5 tax;ible years of !. he taxpaver. The 
provisions of the prece&liug seuteiice:ire applicable only to transactions whi& h 
occurred prior to Deceiuber 1, 105&0, but have no appli«ation to any transaction 
u hich occurred on or after December 1, 1050. 

(10) The m:iximum excess profits tax provided in section 430 (e) (1 ) and in 
(e) of this sectiou shall not be available to a taxpayer which derives niore 
than 50 percent of its gross income (dctermined without regard to dividends 
and without regard to gains froui sales or ex& hanges of capital assets) for the 
taxable year for whi&'h ihe excess profits tax is being determined from contr:i«ts 
or subcontr:icts to which the provisions of title I of the Reu& gotial. ioii A&. t of 
]051 (or the provisious of aiiy prior renegotiation act) a&e app)icab)e. Iri 
determining whether the taxpayer has derived more th;ui 50 percent of its gros~ 
income in any taxal&le rear fr&un contracts or subcontracts &vhich are su)i!& ci 
to renegotiation, all income from contracts or subcontracts which are subject 
to renegotiation uuder the applicable renegotiation act in&i the 1'cgillations 
promulgated thereunder with respect to such y«ar must lie t:iken into account 
without regard to whether a parti& ular c&mtract or subconti act is in f:ict 
renegotiated. The determination whether a taxpayer has derived uinre than 
50 percent of its gross incoiue in any t:ix;ible veiir from contracts and subcon- 
tracts wliich are subject to reucgotiation, however, shall be macle without regard 
to the provisions of the Renegotiation Act of 10;i1 which provide that receipts 
and ac«mals of $2&5&0, 000 or less in any taxable year shan not be renegotiate&i. 
If a taxpayer, for ex&i inple, h:id gi'oss income for the taxable yea& of $2&00, 000 of 
which $150, 000 was derived froin a contract of a type which is subject to re- 
negotiation umler title I of tlie Renegotiation Act of 1051 (assuming that the 
receipts and accruals in respe& t of which snch $150, 000 was derived were g250, - 
000 or less), such taxpayer would not be eligible for such taxable year for the 
benefits of the maximum excess profits t ix provided in section 430(e) (1) since 
75 percent of its gross income for such taxable year was derived from a contract 
of a type that is subject to renegotiation under title I of the Renegotiation Act 
of 10, . &1 even though the receipts and accruals from such contract in f:ict are 
not renegotiated nn&!er the provisions of such Act. In determining whether the 
taxpayer has derived &nore than 50 percent of its gross income in any taxable 
vear from contra& ts or subcontracts u bi«h are subject to renegotiation. the 
taxpayer's total gross income for the taxable year aml also its inconie from 
contracts or sub«ontracts which are subject to renegotiation shall each be 
computed after taking into account the effect of any renegotiation previously 
efi'ected with respect to such year. In filing its return, however, the taxpayer 
shall make such deteriuination without regard to any renegotiation not pre- 
viously effected with respect to such year. If a subsequent renegotiatiou with 
respect to such year mal-es the taxpayer eligible for the benefits of the maxi- 
mum excess profits tax provided in section 43&0(e) (1), it may within the ap- 
plicable period of limitations file a claim for credit or refund of the overpayment, 
if any, resulting from the application of such maximum excess profits tax 
provisions. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62) . ) 

T. COLEI&IAN ANDREWS) 
Commie8i oner of Internal revenue. 

Approved March 16, 1MB. 
M. B. FOLsor&r, 

Acting 8eeretarg of the I' "eavury. 

(Filed with the Division of the Federal Register 5Iarch 10, 1053, 8: 51 a. m. ) 

SEGTI0N 40. 460 — 2& REGIII ATroxs 180: Rate of tax. 
INTL&'1&NAL RES ENUE CODE 

Re&rn]ations 130 amended. (See T. D. 5060. Page 122. ) 
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SECTION 488. — EXCESS PROFITS NET INCOME 

SEGTICN 40. 438 (a) — 2, REGULATICNs 180: Compu- 
tation of excess larofits net in. come for the 
taxable year. 

T. D. 5958 

TITLE 20 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40, — 
EXCESS PROFI'I'S TAXL'S l TAXABLE YEARS ENDING AFTER JUNE 90, 1950 

Section 40. 488(a) — 2(j) (8) of Kegulations 180 amended 

TREASURY DEPARTMENT& 

OzrICE OF COMMISSIONER or INTERNAL REVENUE, 

washington 85, D. C. 
To Officers and Employees of the Internal Bet enisle Service and Others 

Concerned: 
On October 1, 1952, a notice of proposed rule making was published 

in the Federal Register (17 F. R. 8691) to conform Regulations 180 
t26 CFR, part 40J to section 122(b) of the Internal Revenue Code, 
as amended by section 880(b) of the Revenue A. ct of 1951, approved 
October 20, 1951. No objections to the rules proposed having been 
received within the 80 days following publication, section 40. 483(a)- 
2(j) (8) of such regulations is amended by striking "1950 and 1951" 
from the third sentence from the end, and by insertmg in lieu thereof 
"1950, 1951, and 1952", and by inserting "and any subsequent taxable 
year" immediately after "for 1950" in the second sentence from the end, 
so that such sentences as so amended will read as follows: 

If the excess profits credit for 1950 is determined under section 485 or under 
section 486(a) by the use of section 458, the $85, 000 so computed may, at 
the election of the taxpayer made on its return for 1950, be treated as a net 
operating loss carry-over from 1949, and the $85, 000 carry-over will, subject to 
the provisions of section 122(b) (2), be a carry-over to the years 1950, 1951, 
and 1952. The n, . t operatin loss deduction for 1950 and any subsequent 
taxable year is determined without regard to any other carry-over from a 
taxable year ending before tune 80, 1950, for example the loss for 1948, if 
such loss exceeded the net income for 1949, and the net operating loss deduction 
for any subsequent taxable year for which the excess profits credit is computed 
under neither section 485 nor section 458 is determined without regard to the 
$85, 000 carry-over from the base period. 

(This Treasury Decision is issued under the authority contained in 
sectIon 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62) . ) 

JOHN S. GRAE l:I, 
Acting Commissioner of Internal II:euenne. 

Approved December 16, 1952. 
THOMAS J. I YNCa. , 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register December 19, 1952, 8: 56 a, m. ) 
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SEUTIGN 40. 488(a) — 2, RFGULABIoNs 180: Compu- 
tation of excess profits net incoine for the 
taxable year. 

T. D. 5078 

TITLE 26 — INTERNAL REVENUE&. — CHAPTER I, SUBCHAPTER A, PART 40. — 
EXCESS PROI'ITS TAX; TAXABLE YKAIIS Kv'DING AFTER JUNE 30, 1060 

Amendment of part I of Regulations 130 to conform to sections 325, 50' through 504(a), 505 through 512, 520, 522, and i)02 of the lteveuue 
Act of 1951. 

TREASURY DEPARTMENT, 
OFFICE OI' Col&IMISSIONKR OI' INTERNAL REVENUE& 

Hrashington 85& D. C. 
To Off&cers and Employees o f the Internal Eeverlue Service and Others 

Concerned: 
On October 18, 1052, notice of proposed rule making, regarding 

amendments to Regulations 180 (20 CFR, part 40) made necessary 
by sections 825, 502 through 504(a), 505 through 512, 520, 522, and. 
002 of the Revenue (ct of 1051, approved October 20, 1051, was pub- 
lished in the Federal Register (17 F. R. 9259). Xo objection to the 
rules proposed having been received, the amendments set forth below 
are hereby adopted. 

PARAGRApII 1. There is inserted immediately preceding section 
40. 488(a) — 1 [26 CFR 40. 488(a) — 1] the following: 

SEC. 502. PAYBIENTS FROEI FOREIGN SOURCES FOR TECHNICAL 
ASSISTANCE, ETC. [TITLE V, REVENUE ACT OF 1951, AP- 
PROVED OCTOBER 20, 1!L&1]. 

(a) AMsxnussT oF Sacr&oN 433(a) (1). — Section 433(a) (1) (relat- 
ing to excess profits net income for taxable ye;&rs ending after . Tune 30, 
1950) is hereby amended by adding at the end thereof the following nerv 
subparagraph: 

"(R) Payments From Foreign Sources for Technical Assist- 
ance, Etc. — In the case of a domestic corporation which renders 
to a related foreign corporation technical assistance, engineer- 
ing services, scientific assistance, or similar services (su&. h 
services or assistauce heing related to the producti&&n or im- 
provement of products of the type manufactured by such d&&mes- 
tic corporation), there shall be excluded the remuneration for 
such services or assistance if such remuneration c&&nstitutes 
income derived from sources without the United States. Any 
deductions in connection with or properly allocable to the ren- 
dering of such services or assistance shall not be allowed. For 
the purp&&se of this subparagraph, a foreign corporation shall 
be considered to be a 'related foreign corporation' if the domestic 
corporation at the time it renders such services or assistan& e 
owns 10 per centum or more of the outstanding stocl- of such 
forei n corporation. " 

SEC. 508. KI. ECTION WITII RESPECT TO CEPTAIN INADMIS- 
SIBLE ASSETS [TITLE V, PEVKNUE ACT OI&' 1051, API'ROVED 
OCTOBER 20, 1951]. 

(b) A»&ssnMKvr or Sscrzov 433(a) (1). — Sect&on 433(a) (relat- 
ing to ad]ustm& nts in excess profits net income for the taxable year) is 
hereby amended by adding the following new subparagraph at the end 
thereof: 
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"(S) Interest on Certain Government Obligations. — For ad- 
justment in the case of a taxpayer making an election pro- 
vided in section 440(c), relating to dealers in certain Govern- 
ment obligations, see section 440(c). " 

SEC. 523. EFFECTIVE DATE OF TITLE V [TITLE V, REVENUE 
ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

the amendments macle by this title [including sections 502 
and 508] shall be applicable onlv with respect to taxable years ending 
after June 30, 1050. 

PAR. 2, Section 40. 4, '33 (a) — 9, as amended by Treasury Decision 
5058 [page 320, this Bulletin], approved December 16, 1952 t26 
CFB 40. 483(a) — 2], is further amended by adding at the end thereof 
the following: 

(r) (1) Section 483(a) (1) (R) provides that there shall be excluded, in 
computing excess profits net income, any income accrued or received by a do- 
mestic corporation which constitutes remuneration to such domestic corpora- 
tion for the rendering of technical assistance, engineering services, scientific 
assistance, or similar services to a related foreign corporation. The services or 
assistance rendered by the domestic corporation must be related to the pro- 
duction or iruprovement of products of the type manufactured by the domestic 
corporation. The remuneration, in addition, must constitute income from 
sources without the United States. Any deductions which are connected with 
or properly allocable to the rendering of such services or assistance shall not 
be allowed in computing excess profits net income. 

(2) Any remuneration accrued or received by a domestic corporation shall 
not be excluded, however, in the case of a domestic corporation whose principal 
business consists of the furnishing nf technical assistance or services. The terra 
"related forei n corporation", for the purpose of section 483(a) (1) (R) and of 
(1), above, means a foreign corporation 10 percent or more in value of the 
outstanding stock of which is owned by the domestic corporation at the time 
the domestic corporation renders such services or assistance. The determina- 
tion whether any remuneration constitutes income derived from sources without 
the United States shall be made in accordance with the provisions and principles 
of sec(. ion 110 and the regulations thereunder. 

(3) There shall not be excluded under section 433(a) (1) (R) and (1), above, 
any income which in substance represents payments for the use of assets, royal- 
ties for the use of patents, fees for the use of copyrights or other licenses, or 
other similar payments. The income to be excluded shall be the income derived 
from imparting technical or managemeut kuowledge or skill for the production 
or improvement of certain products, but shall not include any income derived 
from the license or sale of the right to produce a product or to use a certain 
method of production. Thus, there may be excluded remuneration received bv 
the domestic corporation for the services of an engineer to instruct the personnel 
of the related foreign corporation or to establish or improve production tech- 
niques, and for the equipment used by such engineer in connection with the ren- 
dering of such services, but there shall not be excluded any incom received for 
the use of equipment to produce the products of the related foreign corporation. 
If the remuneration of the domestic corporation consists of elements of more than 
one type of income, only that part of the remuneration which is clearly iden- 
tified as being attributable to the activities described in section 488(a) (1) (R) 
shall be excluded in computing excess profits net income. 

(s) F' or adjustment in the case of a taxpayer making the election provided in 
section 440(c), relating to dealers in certaiu Government obligations, see section 
440 (c) and sectiou 40. 440-1(g) (2). 
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PAR. 8. There is inserted immediately preceding section 40. 438 (b) -1 
[26 CFR 40. 438 (b) — ]. ] the following: 

SEC. 325. TAX TREATJIE (T OF COAI ROYAT. TIES [REVE!VUE 
ACT OI&' 1051, API'ROVED OCTOBER 20, 1051]. 
III 

(e) CoNFGRI&ING AIIENDMENTs, — 
(1) Section 433 (relating to computation of ex«ess profits n«t 

incoiue) is hereby amended by inserting at the eud thereof the fol- 
loiving new subsection: 

"d" GAIN oR Loss UPoN CERTAIN DiscosAI. s 0F CoAL IN BAsE PE- 
RIGD. — For the purpose of subsection (b), tlie excess profits net inconie 
shall be computed as if the provisions of section 117 (j) and (k) (2) 
which relate to disposals of coal v ere a part of ihe laiv appli«able to the 
taxable vear for which excess profits net income is couiputed. " 

(3) The amendni&'nts made by th!s subsection shall he appli&able 
in coinputing the tax under subchapter D of chapter 1 for taxable 
years eudirig after December 31, 1050. 

III lit 

SEC. 502. PAYrdE. 'c7 S FRO. ;I I'OREIGN SOURCES FOR TECH- 
I&'ICAIi ASSISTAXCE. ETC. [TITLFi V, RFVLciV ULF ACT OIR 
1051, APPROVED OCTOBER 20, 1&051]. 

(b) AMENDAtENT oF SEcTIGN 433(b). — Section 433(b) (relating to 
taxable years in base period) is hereby amended by adding at the end 
thereof the folloiving neiv paragraph: 

"(16) PAYA1EN'is I'Roif FCREIGN soURcEs FoR TEOHNIOAE AssIST- 
ANCE, ETC. — In the case of a domestic corporation wliich rendered 
to a related foreign corporation technical assistance, engineering 
services, scientific assistan&«, or similar services (such se~rvices or 
assistance being related to the produi tion or improvement of prod- 
ucts of the type manufactured by su& h domestic corporation), there 
shall be ex&luded the remuneration for such services or assistance 
if such remuneration constituted income derived from sources with- 
out the United States. Any deductions in connection with or prop- 
erly allocable to the rendering of su«h services or assistan&e shall 
not be allowed, For the purpose of this paragraph, a foreign cor- 
poration shall be considered to be a 'related foreign corporation' 
if the domestic corporation at the time it rendered such services or 
assistance owned 10 per centum or more of the outstanding stock of 
such foreign corporation. " 

SEC. 503. ELECTIOV 1VITH RFiSPECT TO CERTAIN IVADJIIS- 
SIBLE ASSETS [TITLE V, RFl'EiUE ACT OF lfiol, APPRO1 ED 
OCTOBER 20, 1&dol]. 

(c) AMENDMENT QF SECTIGN 433(b). — Section 433(b) (relating to 
adjustments in excess profits net income for taxable years in base period) 
is hereby amended by adding at the end thereof the following new 
paragraph: 

"(17) INTEREsT GN cl:RTAIN GGVFRNIIENT GRIIGATIGNs. — FGI' ad- 
justment in the case of a taxpayer making an election provided in 
se&. tion 440(c), relating to dealers in certain Government obliga- 
tions, see section 440(c). " 

SEC. 523. EFFECTIVE DATE OI' TITI, F, V [TITLE V, REVENUE 
ACT OI' 10 1, AI'I'ROVED OCTOBL'R 20, 1!!51]. 

the ameudnients made by this title [including sections 502 
and 508] shall be applicable ouly with resiiect to taxable years ending 
after June 80, 1050. 
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PAR. 4. Section 40. 433(b)-2 [26 CFR 40. 433(b) — 2j is amended by 
striking from the second sentence of (a) of such section "and (8) the 
adjustment to income in the case of life insurance companies. " and by 
inserting in lieu thereof the following: 
(8) the adjustment to income in the case of life insurance companies, (9) the 
a&I]ustment for payments from foreign sources for technical assistance, etc. , and 
(10) the adjustment for interest on certain Government obligations (see section 
40. 440-1(g) (2)). For the purpose of computing the tax for taxable years 
ending after December 31, 195&0, excess profits net income shall be computed 
as if the provisions of section 117 (j) and (k) (2) which relate to disposals of 
coal were a part of the law applicable to the taxable year for which the excess 
profits net incoine is being computed. 

PAR. 5. There is inserted immediately preceding section 40. 485-] 
[26 CI'R 40. 435-1j the following: 

SEC. 503. AVERAGE BASE PERIOD NET INCOJ!E IN CASE OF CER- 
TAIN FISCAL YEAR TAXPAYERS [TI'fLE V, REVENUE A(:T Ol' 
1951, AP1'ROVED OCTOBER 20, 1951]. 

Section 435(d) (relating to the general avera "e method for the computa- 
tion of average base period net income) is hereby amended by adding at 
the cnd thereof the followin: "For the purpose of the computations under 
this subsection in the case of a taxpayer whose first taxable year under this 
subchapter is a tax ible year which either began before January 1, 1950, or 
was preceded by a taxable year beginning before January 1, 1950, and 
ending after March 31, 1950, t!iere shall be substituted for the base period 
of the taxpayer the period of 48 consecutive months ending March 31, 1950, 
if such substitution produces a lesser tax under this subchapter for the 
taxable year for which the tax is being computed. In computing the average 
base period net income for such substituted period, the excess profits net 
income for January, February, and March of 1950 shall be computed by 
use of the weighted excess profits net income', as defined in section 
435(e) (2) (E), for the taxable vear in which such months fall. " 
SKC. 504. AVERAGL' BASE PERIOD NET INCOME — ALTERiNATIVE 

BASED OiN GROWTH IiV CASE OF NL&W CORPORATIOiNS [TITLE 
V, REVLi'NUE ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

(a) GENEBAL RvLE. — Section 435(e) (1) (relating to the alternative based 
on rowth) is hereby amended by striking out the phrase "the beginning of 
its base period" and inserting in lieu thereof the following: "the end of its 
base period. " 

SEC. 505. AVERAGE BASE PERIOD NET INCOME — ALTERNATIVE 
BASED ON GROWTH [TITLE V, REVENUE ACT OF 1951, APPROVED 
OCTOBER 20, 1951]. 

Section 435(e) (2) (G) (relating to the alternative based on growth) is 
herebv amended by striking out the word "only"; 

SEC. 500. ADJUSTiMEiNTS FOR CHANGES IN IiNADMISSIBIE ASSETS 
IN CASK OF BANKS [TITLE V, REVEl&(UK ACT OF 1951, APPROVED 
OCTOBER 20, 1951]. 

(a) AMENDMENT oF SEOTICN 435(g). — Section 435(g) (relating to net 
capital addition or reduction) is hereby amended by redesignating para- 
gra!;h (8) as paragraph (11) and by adding after paragraph (7) the follow- 
ing new paragraph: 

"(8) ADJUSTMKNTS FOR CIIANOES IN INADMISSIBLE ASSETS IN CASE OF 

BANKS. — In the case of a bank (as defined in section 104)— 
"(A) If the in& reuse in total assets for the taxable year exceeds 

the net capital addition computed ivithout re"ard to the adjustment 
under paragraph (1) for an increase in inadmissible assets, then the 
net capital addition for the taxable year shall not be less than the 
excess of— 
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"(i) the amount deternfined under the first sentence of para- 
graph (1 ) over 

"(ii) an amon&it Ivhich bears the same ratio to the increase 
in inadmissible assets for the taxable year, determined under 
paragraph (5), as the amount couiputed und& r such first sen- 
tence bears to the increase in total assets for the taxable year. 

"(B) If the decrease in total assets for the taxable year excce&ls 
the net capital reduction computed vvithout re "ard to the adjust- 
ment under para" raph (2) for a decrease in inadmissilile assets, 
then the net capital reduction for the taxable year shall not be less 
than the excess of- 

"(i) the amount determined under the first sentence of 
par&! graph (2) over 

"(ii) an amount which bears the same ratio to the de- 
crease ''n inadmissible assets for the taxable year, deter- 
ruined under paragraph (5), as the amount computed un&ler 
such first sentence bears to the decrease in total assets 
for the taxable year. 

For the purpose of this paragraph, the increase or decrease in total 
assets for the taxable year shall be computed in the sa&ne manner 
as the increase or decrease in inadmis. ible assets for the taxable 
year is computed under para raph (5), except that such computa- 
tions shall be made with respect to all assets, whether a&1&nissible 
or inadmissible assets as defined in section 440. " 

(c) Ax&EN Ox&EN r OF SEOTICN 485 ( f ) . — Section 485 ( f ) (relating to 
capital additions in base period) is hereby amemled as follows: 

(1) By inserting immediately after the word "reduced" in para- 
graph (1) thereof the following: "(but not below zero) ". 

(2) By adding at the end of paragraph (1) thereof the following: 
"For special rule in the case of banks, see paragraph (6). " 
(8) By renumhering paragraph (6) as paragraph (7), and by 

adding immediately after paragraph (5) the following new para- 
graph: 

"(6) YEARLY BABE PERIOD cAPITAL oF BANRs. — In the case of a 
bank (as defined in section 104), the yearly base period capital for 
any taxable year shall be determined as follows: 

"(A) A tentative yearly base period capital shall be com- 
puted under paragraph (1) Ivithout regard to par;&graph 
(1) (A). 

"(B) The tentative yearly base period capital so deter&oined 
shall be reduced by the amount determined under section 
440 (b) (relating to inadmissible assets) . For the purpose of 
th:s subparagraph, the computation under section 440(b) shall 
include only the daily amounts (described in such section) for 
the first day of such taxable vear. " 

(d) ErFEOTIvE DATE oF S& BsEOTICN (c) (8) . — The amendment made 
by subsection (c) (8) (adding a new paragraph (6) to section 485 (f ) ) 
shall be applicable with respect to taxable years beginnin on or after 
the date of the enactm, . nt of this Act, and, at the election of the tax- 
payer ma&le in accordance with regulations prescribed by the Seer&. tary, 
shall be applicable to all taxable years endin after June 80, 1MO. 

507 DECREA'SE IN D ADTIISSIBLE ASSETS [TITI. E V, 
REVENI:E ACT OF 1051, APPROVED OCTOBER 20, 1051]. 

Section 485 (g) (relating to net capital addition or re&luction) is 
hereby amended as follows: 

(a) Bv adding at the end of paragraph (I ) thereof the follo 
&' For furtller ad. )ustment with respect to the amount determined 

IIIider the preceding provisions of this paragraph, see paragraph 

(b) By adding immediately after paragraph (8), as added by section 
506 of this Act, the following new paragraphs: 
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'(9) DEOREARE Ilv INADMIssIRLE xssKTS. — 
"(A) Except as otherwise provided in subparagraph (B) (re- 

lating to banks), the excess of tbe amount computed under 
paragraph (2) (A) or (B), whichever is applicable to the tax- 
payer (wbether or not any ainount is determined under the 
first sentence of paragraph (2) ), over the amount, if any, rom- 

puted under the first sentence of paragraph (2) shall be con- 
sidered the net capital addition for the taxable year or shall 
be added to the net capital addition otherwise determined under 
paragraph (1), as the case may be. The amount of the excess 
so determined shall be subject to the exceptions and limitations 
provided in paragraph (10). 

"(B) In the case of a bank (as defined in section 104), the 
computation under subparagraph (A) shall be made by substi- 
tuting for the amount coinputed under paragraph (2) (A) or 
(B) whichever of the following amounts is the lesser: 

"(i) An amount which bears the same ratio to the de- 
crease in inadmissible assets as the sum of the equity cap- 
ital (as defined in section 437(c) ) and the dailv borrowed 
capital (as defined in section 439(b) ), each determined as 
of the first day of tbe first taxable year ending after June 
30, 1950, bears to the total assets as of tbe beginning of 
such day; 

"(ii) If paragraph (8) (B) is applicable, the amount 
computed under paragraph (8) (B) (ii). 

"(10) ExcKPTIoxs %ED LIMITETIoxs FCR TIIE PURPosE oF PER!1- 
OR&PH (9). — For the purpose of paragraph (9)— 

"(A) The adjustment to the decrease in inadmissible assets 
required under subparagraph (B) of paragraph (2) shall not 
be, reater than 25 per centum of the excess of the net capital 
reduction computed under tbe first sentence of paragraph (2) 
(and computed without re ard to tbe percentage liinitations 
in paragraph (4) (C) and (E) ) over the net capital reduction 
comouted under such sentence without regard to paragraph (4) 
(C) and (E). 

"(B) The amount determined under paragraph (9) shall not 
be greater than the excess of the increase in operating assets 
for the taxable year over the net capital addition (deter- 
mined without regard to paragraph (9) and determined without 
regard to the limitation to 75 pcr centum provided in paragraph 
(3) (C) and paragraph (4) (C) and (E) ). For the purpose of 
the preceding sentence, the increase in operating assets for the 
taxable year shall be determined in the same manner as the in- 
crease in inadmissible assets for the taxable year is determined 
under paragraph (5). For the purpose of such determination, 
the term 'operating assets' means- 

"(i) property used in the taxpayer's trade or business 
within the meaning of section 117(j) (1) except that such 
property need not be held more than six months, and 

"(ii) stock in trade or other property of a kind which 
would properly be includible in the inventory of the tax- 
payer if owned at the close of the taxable year, and prop- 
erty held by the taxpayer primarilv for sale to customers 
in the ordinary course of the taxpayer's trade or business, 

except any such assets wh!cb constitute inadmissible assets, 
stock, securities, or intangible property (such intangible prop- 
erty not being limited to the property described in section 
441(i) ), 

"(C) The amount determined under paragraph (9) shall be 
subject to reduction to the extent that the Secretary determines 
that the iucrease in operating assets is a result, directly or in- 
directly, of an increase in indebtedness of the taxpayer (other 
than indebtedness which constitutes borrowed capital). " 
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SEC. 509. ALTERNATIVE AVI'. RACE BASLD P!'1IIOD NET INCOME 
[TITLE V, REVENUL&' ACT OF 1051, Al'l'ROVED OCTOL'Elt 
20, 1951]. 

(b) TECHNICAL AMENDMENTS. — 
(1) Section 485(f) (8) (relntin to capitnl nddition in the base 

period) is hereby amend&'d by i»seri ing immediately after the words 
"under section 442& c) (1)", wherever appeiiring therein, the follow- 
ing: "or under section 442(h)". 

SEC. 528. Ek'l&LDCTIVE DATE OF TI'I'I k', V [T TLE V, REVENUE 
ACT OF 10&&1, Ai'PROVL&'D OCTOBL'R 20, 1051]. 

Except as otherwise prox ided in section 500(&1), the;im& iidments ma&le 
by this title [se&tions 501 thron"h 5'&;l] shall bc iipplicable only with 
respect to taxable pears niding aft& r Jullc 80, 19, &0. 

SEC. 002. EXCESS PROFITS CREDIT BASI'. D ON IN&'OJIL [REV- 
ENUE ACT Ol 1051, APPROVI'D OCTOBER 20, 1051]. 

(a) PERcKNTAGE ol' AYERAGE Bass PERICD NET Ixcox&E TAKEN IN'i'0 
ACCOUNT. — 

(1) IN GENERAL. — P»rngraph (1) (A), and paragraph (2), of sec- 
tion 485(a) (relating to excess profits credit b;ised on income) are 
each amended by strihin&g out "85 per ccntuin" a»d inserting in lieu 
thereof "88 per centum. " 

(2) TAXABIE YEARs BEGINNING BEFoi'K JULY I, 10, &1, AND EvmNG 
AFTFR JUNE 80, 1951. — Section 485(a) is hereby amended by adding 
at the end thereof the following new paragraphs: 

"(4) CALENDAR YEAR 1951. — In the case of a tnxable vear begin- 
ning on January I, 1951, and ending on December 81, 1951, there 
shall be used, for the purposes of paragraph (1) (A) and para 'raph 
(2), in lieu of 8, & per &'entum of the avernge base period net income, 
an amount equal to 84 per centum of the average base period net 
income. 

"(5) TAXABIE YEARs (GTHER THAN cALENDAR YEAR 105&1) BEGIN- 
NING BEI CRK JULY 1, 1 ' &1, AND ENDING AI'TKR JUNE 80, 1051. — In tlie 
case of any taxable Year (other than a taxable y&:ir des& ribed in 
paragraph (4) ) beginning before July 1, 1951, nnd ending after 
June 80, 1951, there shall be used, for the purposes of paragrapli 
(1) (A) and paragraph (2), in lieu of 85 per centum of the average 
base period net income, an amount equal to the suin of— 

"(A) that portion of nn amount equal to S5 per centum of the 
average base period net income which the number of days in 
such taxable year prior to July I, 1051, bears to the total num- 
ber of days in such taxnble year, plus 

"(B) that portion of an amount equal to 88 per centum of tbe 
average base period net income which the number of days in 
such taxable year after June 80, 1951, bears to the total number 
of days in such taxable year. " 

(b) EFFKOTIvE DATE. — The amendments made by subsection (a) shall 
be applicable only with respect to taxable years ending after June 80, 
1951. 

PAR. 6. Section 40, 485-1 [26 ( I R 40. 435-1] is amended as follows: 
(A) By changing (n) of such section to read as follows: 
(a) Introductory. — (1) In order for a corporation to determine for nny par- 

ticular taxable year the amount of its excess profits credit based on incoine, it is 
necessary first to compute the amount of the average base period net income. 
The first item in deterrniiiing the excess profits credit based on income is an 
amount equal to a percenta"e of such average base period net income. See (2), 
below, and section 485(a) for the percentage applicable to the taxable vear for 
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which the credit is being computed. Two methods are provided in section 
485 for determining the average base period net income: (i) the general average 
niethod set forth in section 485(d) and in (d) of this section, and (ii) the alter- 
native method set forth in section 485(e) applicable to certain taxpayers whose 
growth entitles them to the benefits of a method provided in such section, if such 
method results in a lesser excess profits tax. 

(2) lVith respect to the particular taxable years indicated, the following 
percentages of average base period net income shall be taken into account as the 
first item in determining the amount of the excess profits credit based on income: 

(i) 8o percent in the case of a taxable year ending after June 80, 1950, 
and not ending after June 80, 1951. 

(ii) 84 percent in the case of a taxable year which is the calendar 
year 1951. 

(iii) 88 percent in the case of a taxable year beginning after June 80, 19ol. 
(iv) In the case of any taxable year (other than a taxable year which 

is the calendar year 1951) beginning before July 1, 1951, and ending after 
June 80, 1951, there shall be used an amount equal to the sum of— 

(A) that portion of an amount equal to 8o percent of the average 
base period net income which the number of days in such taxable year 
prior to July 1, 1951, bears to the total number of days in such taxable 
year, plus 

(B) that portion of an amount equal to 88 percent of the average 
base period net income which the number of davs in such taxable year 
after June 80, 1951, bears to the total number of days in such taxable 
year. 

(B) By changing (d) of such section to read as follows: 
(d) Compatation ender general average method. — (1) The following steps 

are required for the computation of the average base period net income under 
the general average method: 

(i) The excess profits net income is determined for each month during 
which the taxpayer was in existence during the base period. This amount 
is determined for any month during any part of which the taxpayer was in 
existence by dividing the excess profits net income (computed in accordance 
with the provisions of section 488(b) ) for the taxable year in which such 
month falls by the number of full calendar months in such taxable year. 
In no case shall the excess profits net income for any month be less than 
zero. The excess profits net income for any month during no part of which 
the taxpayer was in existence shall be zero. 

(ii) The 86 months which produce the highest aggregate excess yrofits 
net income are selected under either of two methods: (A) the 12 consecu- 
tive months having the lowest aggregate excess profits net income may be 
eliminated; or (B) the 86 consecutive months having the highest aggregate 
excess profits net income may be retained. 

(iii) The excess profits net income for each of the 86 months selected 
under (ii) is aggregated. 

(iv) The aggregate amount computed under (iii) is divided by 8. 
(2) A taxpayer which had a taxable year beginning in 1949 and ending after 

March 81, 1950, may compute an average base period net income under the 
general average method described in (1), above, either for its base period as 
defined in section 485(b) and in (b) of this section or for a substituted period 
consisting of 48 consecutive months ending March 81, 1950, whichever period 
produces the lesser excess profits tax for the taxable year. In computing the 
avera e base period net income for such substituted period, the excess profits 
net income for January, February, and March of 1950 shall be a "weighted excess 
profits net income", as defined in section 485(e) (2) (E) and in section 40. 485- 
5(b), for the taxable year in which such months fall. 

(8) A taxpayer having a taxable year beginning in 1949 and ending after 
March 81, 195i0, shall indicate on Schedule EI' — 2 (Icorm 1120) which period is 
used in the computation of its average base period net income. A taxpayer 
may use tlie substituted 48-month period for the purpose of determining its 
unused excess profits credit adjustment as defined in section 482(b) but shall 
use the base period as defined in section 485(b) and in (b) of this section for 
the purpose of any other computation under subchapter D of chapter 1. I'or 
example, the base period and not the substituted 48-month period shall be used 
for the purpose of any reference in section 442 tu 485(d). 
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PAR. V. Section 40. 485 — 4 [26 CFH 40. 485 — 4] is amended as follows: 
(A) By striking out the phrase "the beginning of its base period" 

wherever appearing therein (such phrase appear)ng in the first sen- 
tence of (a), (b), and (c) of such section) and inserting in lieu thereof 
the following: "the end of its base period". 

(B) By inserting at the end of such section the following: 
(d) Corporations commencing business during base period. — In the case of a 

corporation &vhich commenced business during its base period, tot:il payroll, gross 
receipts, net sales, and excess profits net income, for any portion of its base 
period during which it &vas not in existence, vill be taken into account under 
section 435(e) at zero. A corporation not in existence on the first day of its 
base period &vou{d, unless it is a member of an affiliated group for its first taxable 
year ending after June 30, 10 &0, automatically satisfy the total assets reqiiire- 
ment of section 435(e) (1) (A) (i) and of (b) ot this section since its total 
assets as of the 1st day of its base period &vould be zero. 

PAR. 8. Section 40. 485 — 5 [26 CFR 40. 485 — 5] is amended by striking 
from (a) (7) thereof the phrase "and does not qualify under the 
general requirements for the alternative based on growth (see section 
40. 485-4(b) ) ". 

PAR. 9. Section 40. 485-6 [26 CI'H 40. 485-6] is amended as follows: 
(A) By adding at the end of (a) of such section the following: 
(5) For special rules applicabie in the ca e of a bank, see (e) of this section 

and section 435(f) (6). 
(B) By inserting in the third sentence of (b) (1) of such section 

immediately after the words "Such sum shall be reduced" the follow- 
ing: "(but not below zero) ". 

(C) By inserting at the end of (d) of such section the following: 
(3) If the taxpayer computes an average base period net income hy referen«e 

to section 442(h), the rules stated in (i) through (iii) of (2), above, without 
regard to the 110 percent qualification therein, shall be applicable in detcrminin 
the base period capital addition. 

(e) Yearly base p&riod capital of banks. — (1) For the purpose of computing 
the tax for taxable years beginning on or after October 20, 1951, the adjustment 
to the yearly base period capital for inadmissible assets in the case of a bank, 
as defined in section 104, must he m de un&ier section 435(f) (6) which provi&les 
a proportionate adjustment with respect to such assets. The yearly base period 
capital shall be determined under such section as follows: 

(i) A tentative yearly base period capital shall be computed under sec- 
& 

tion 435(f) (1), without any reduction under section 435(f) (1) (A) for 
' inadmissible assets. 

(ii) The amount determined under (i) shall be reduced by an amount 
which bears the same ratio to the amount determined uuder (i) a. s the 
ratio which the total of the inadmissible assets bears to tlie total of ad- 
missible and inadmissible assets, each such total being determined only by 
reference to the daily amounts of admissible and inadmissible assets for 
the first day of the taxable year for ivhich yearly base period capital is 
determined. See section 440(b) and section 40. 440 — 1. 

(2) A taxpaver using the adjustment for inadmissible assets provided in sec- 
tion 435&(f) (6) shall so indicate on Schedule EI' — 2(A) (Form 1120) and shall 
file with, and as a part of, its return a schedule showing the computation of its 
base period capital addition pursuant to such section. In the case of a taxpayer 
making the election described in (3), below, such schedule shall l&e filed for all 
taxable years beginning before October 20, 1951, and shall be filed with the 
election. 

(3) If the taxpayer elects by a statenient attached to its return for a taxable 
year beginning before October 20, 195&1, the adjustment for inadmissible assets 
under section 435(f) (6) shall be applicable in the computati&m of its ex&cess 
probts tax for all taxable vears beginning before October 20, 1!), &1. In the case 
of a taxpayer electing to use such adjustment for a taxable rear beginning l&e- 
fore October 20, 1051, for which a return has been filed, such election shall be 
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made in writing and shall be filed with and as a part of an amended return, or, 
if made in connection with a claim for credit or refund, with and as a part of 
such cia&m, An election once made shall be irrevocable and shall apply to the 
computation of the tax for all taxable years beginning before Gctober 20, 1951. 
In such case, section 485(f) (0) is applicable in computing the yearly base period 
capital of each taxable year involved in determining the base period capital 
addition. 

Pnn. 10. Section 40. 435-7 p6 CI& R 40. 435 — 7] is amended as follows: 
(A) By redesignating "(5)" in (a) of such section as "(6)" and by 

adding after (4) thereof the following: 
(5) For special rules for changes in inadmissible assets in the case of banks, 

see section 485 (g) (8) and (f) of this section. 

(8) By inserting at the end of (b) of such section the following: 
(4) For further adjustment with respect to the amount of the net capital 

addition, as determined above, by reason of a decrease in inadmissible assets, 
see section 485(g) (9) and (g) of this section. 

(C) By adding at the encl of such section the following: 
(f) Adjustment for changes in inadmissible assets in tice case of ban)N. — (1) 

In the case of a bank, as defined in section 104, a limitation on the adjustment 
to the net capital addition for an increase in inadmissible assets is required 
under section 485(g) (8) (A). This limitation shall be applicable where the 
increase in total assets for the taxable year (as determined under (8), below) 
exceeds the net capital addition computed without regard to any adjustments 
for an increase in inadmissible assets. In such a case, the amount of the adjust- 
meut for inadmissible assets shall not be greater than an amount which bears 
the same ratio to the increase in inadmissible assets for the taxable year as the 
amount of the net capital addition, computed without adjustment for such in- 
crease, bears to the increase in total assets for the taxable year. 

(2) In the case of a bank, a limitation on the net capital reduction for a 
decrease in inadmissible assets is required under section 485(g) (8) (B). This 
limitation shall be applicable where the decrease in total assets for the taxable 
year (as rletermined under (8), below) exceeds the net capital reduction for 
such year computed without regard to any adjustments for a decrease in inadmis- 
sible assets. In such a case, the amount of the adjustment for inadmissible 
assets shall not be greater than an amount which bears the same ratio to the 
decrease in inadmissible assets for the taxable year as the amount of the net 
capital reduction, computed without adjustment for such decrease, bears to the 
decrease in total assets for the taxable year. 

(3) For the purpose of (1) and (2), above, total assets shall include all 
assets, whether admissible or inadmissible assets as defined in section 440, and 
total assets as of any time shall be determined in accordance with the rules for 
determining assets set forth in section 40. 437 — 5(b). An increase or decrease in 
inadmissible assets for the taxable year shall be determined under section 
485(g) (5). See (d) and (e) of this section. An increase or decrease iu total 
assets shall also be determined under section 485(g) (5) as if that section had 
refereuce to all assets held by the taxpayer, whether admissible or inadmissible 
assets as defined in section 440. 

(4) A taxpayer required to apply the limitation on the acljustment for changes 
in inadmissible assets provided in section 485(g) (8) shall so indicate on Sched- 
ule KP — 2 (B) (Form 1120) and shall attach thereto a separate schedule showing 
the computations under such section. 

(g) Decrease in inadmissible assets. — (1) In, general. — A net capital addition 
for the taxable year may be allowed, or the amount otherwise determined under 
section 485(g) (1) and under (d) of this section may be increased, in certain 
cases described in section 435 (g) (9) where a decrease in inadmissible assets (in 
excess of the net capital reduction, if any) is accompanied by a corresponding 
increase in operating assets. For this purpose, an increase in operating assets 
is taken into account only to the extent that it exceeds the net capital addition 
as adjusted under section 435(g) (10) (B). The term "operating assets" means 
(i) property used in the taxpayer's trade or business within the meaning of sec- 
tion 117(j) (1) determined without regard to any holding period specihed in 
such section, and (ii) stock in trade or other property of a kind which would 
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properiy ne includible in the inventory of the taxpayer if owned at the close oi 
the taxable year, and property held by the taxpayer primarily for sale to cus- 
tomers in the ordinary course of the taxpayer's trade & r business. Such term 
does not include cash, inadmissible assets, stor k, s«curities, or intan'ible prop- 
erty, whether or not su«h intangible property is des& ribed in section 441(i). 
Section 495(g) (9) sets forth two rules for the computation of tlie addition to 
tbe incoiue credit under such section, one of which is applicable iu tlie &;isa of a 
taxpayer other than a bank, as defined in section 104, and the other of wliich 
is applicable in the case of such a banlr. 

(2) 1'&ra'p&&l&«rs other than ban)&'s. — In the case of a taxpayer other than a 
l&ank (as defined in section 104), the following steps are required under sec- 
tion 495(g) (9) and (10) in order to d«termine the amount of the nct capital 
addition for the taxable year, or the amount to l&e added to the nct capital;id&li- 
tion deterrriined under se&&tion 4:5;&lg) (1), s the case may be: 

(i) There is determined the excess of the tot;&l of the inadmissible assets, 
as defined in se&tion 440(b), for the first d &y of the taxpayer's hrst t &x:ihle 
year ending afier June 80, 19;&0, over the tot &1 of the daily amounts attribut- 
able to the inadiuissible assets for the taxable year, divided l&y the nun&ber 
of dars in such year. 

(ii) There is d«te&uuined the ex«ess, if any, divided by tl&e number of days 
iu the taxable vcar, of the aggregate of the d:iily capital re&'. u«tion for each 
day of the t»xal&le rear over the a "greg&ite of the daily capital addition for 
each day of the &axal&le year. See (b) an&1 (c) of this section. 

(iii) The excess of the amount computed und&« (i) over the amouut, if 
any, compuied under (ii) is deteruiined. Wt&ere the amount computed under 
(i) exceeds the amount, if any, computed under (ii) without regaid to se&- 
tion 455(g) (4) (C) and (E), relating to a de«rease in borrowed capital and 
to an increase in loaris to members of a «or&trolled r&&up of corporations uf 
which the taxpayer is a member, t2!e an&ount couiputed umler (i) may be 
redu«ed. In such a case the ar&iouut coinputed under (i) shall be reduced 
by 2o percent of the «xc«ss, if any, of— 

(A) an amount comput«d nnder (ii) by using 100 percent, in lieu of 
75 per«eut, of the amounts determined urider section 495(g) (4) (C) 
and (E), over 

(15) an aruount con&puted under (ii) without regard to section 
435(g) (4) (C) or (E). 

(iv) There is determined the excess of the total of the daily ainou&its 
attributable to operating assets for the taxable year, divided by the nun&ber 
of days in such year, over the total amount of such assets for the first day 
of the taxpayer's first taxable year ending after June 90, 1950. 1«or tt&is 

purpose the adjusted basis of such ass&. ts for determining gain upon sa!e 
or exchange shall be used. 

(v) The net capital addition, if any, under section 485(g) (1) is recom- 
puted without regard to the percentage limitations under section 
485(g) (8) (C), relating to an increase in borroived capital, an&1 under section 
495(g) (4) (C) and (E), relating to a decrease in borrowed capital and to 
an increase in loans to members of a controlied group of corporations of 
which the taxpayer is a member. 

(vi) The amount to be a&'. d&. d to the net capital addition, or the amount 
which shall be considered the net capital addition, as the case may be, is 
whichever of the following amounts is the lesser— 

(A) the amount, determined under (iii), or 
(15) the ex&ess of the amonnt determined under (iv) over the amount 

determined under (v). 
(8) St&ectal rule in the case of a bank. — In the case of a bank (as defined in 

section 104), tl&e adjustment for a decrease in inadmissible assets shall l&e 

determined as provided in (2), above, except that in lieu of the amount c&un- 

puted under (2) (i) ther'e shall be substituted whichever of the fo11o«ing amonnts 
is the lesser (and such aniounts shall not be adjusted under the second and 
third sentences of (2) (iii), above): 

(i) An amount which bears the same ratio to the amount determined 
under (2) (i), «bove, as the sum of the equity capital, as defined in section 
487(c), and the daily borrowed capital, as defined in section 4:59(b), each 
determined as of the 1st day of the first taxable year ending sfler June 80, 
1950, bears to the total assets (deterinined as provided in section 485 (g) (8) ) 
as of the beginning of such day, or 
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(ii) If the decrease in total assets for the taxable year exceeds the net 
capital reductiou, computed without regard to adjustments for a de- 
crease in inadmissible assets, the amount computed under section 
435(g) (8) (B) (ii). See (f) (2) of this section. 

(4) Special rules applicable to tfie section $55(g) (9) adjustment. — The ad- 
justment to the net capital addition for a decrease iu inadmissible assets 
provided in section 435(g) (9) shall be subject to reduction in any ease in which 
the Coinniissioner determines that the increase in operating assets is the direct 
or indirect result of an increase in indebtedness of the taxpayer, other than 
indebte«lness which constitutes borrowed capital as defined in section 439(b). 
This limitation m:iy be applied, for exainple, in a ease where the addition to 
operating assets is accompa. Died by increased open account indebtedness to a 
meinber of a controlled group, as defined in section 435(g) (6). A. taxpayer 
computiug a net capital addition by reference to section 43o(g) (9) shall attach 
to Schedule EP — 2(B)' (Form 1120) a schedule showing the computation under 
such section and shall include a statement of its operating assets. 

PAn. 11. There is inserted immediately Preceding section 40. 488 — 1 
[26 CFR 40. 438 — 1J the following: 

SEC. 506. ADJUST5IFNTS FOR CHANGES IV INADjEIISSIBLE 
ASSETS IN CASE OF BANKS [TITLE V, REVENUE ACT OF 
1051, AYE'ROVED OCTOBER 20, 19o1]. 

(b) AMENDMENr oF SEcnoN 438. — Section 438 (relating to new capital 
credit changes) is hereby amended by adding after subsection (f) the 
following new subsection: 

"(g) ADJUSTMFNss F08 INADM&ssIDLE Assxrs IN CABE oF B&LNIIS. — In 
the case of a hank (as defined in section 104), if the increase in total 
assets for the taxable year (deterinined in the manner provided in the 
last sentence of section 435(g) (8) ) exceeds the net new capital addition 
coniputed without re 'ard to the adjustment uniler subsection (b) for an 
increase in inadmissible assets, then the net new capital addition for 
the taxable year shall not be less than the excess of the amount deter- 
mined under the first sentence of subsection (b) over an amount which 
bears the . arne ratio to the increase in inadmissible assets for the tax- 
able ) ear, deterinined under section 435&(g) (5), as the amount computed 
under such first sentence bears to such incre;ise in total assets for the 
taxable year. " 

SEC. 523. EI'I ECTIVE DATE OF TITLE V [TITLE V, REVENUE 
ACT OF 1951, APPROVED OCTOBER 20, 1951]. 

the amendments made by this title [including section 506(b) ] 
shall be applicable only with respect to taxable years eniling after June 
30 1950 

PAn. 12. Section 40. 438 — 4 [26 CI&'R 40. 438 — 4J is amended as follows: 
(A) By adding at the end of (a) of such section the following: 

For special rules for changes in inadmissible assets in the case of banks, see 
section 438(g) and (c) of this section. 

(B) By adding at the end of such section the following: 
(c) Adjustmcnts for inarlniissible assets in the case of banks. — (1) In the case 

of a bank, as defined in section 104, a limitation on the adjustment to the net 
new capital addition for an increase in inadmissible assets is required under 
section 438(g). This limitation shall be applicable where the increase in total 
assets (as determined under (2), below) for the taxable year exceeds the net 
new capital addition for such year coniputed without regard to adjustments for 
an increase in inadniissible assets. In such a case, the amount of the adjust- 
ment for inadmissible assets shall not be greater than an amount which bears 
the same ratio to the increase in inadmissible assets for the taxable year as the 
amount of the net new capital addition, coniputed without regard to any adjust- 
ment for inadmissible assets, bears to the increase in total assets for the taxable 
year. 
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(2) For the purpose of (1), above, total assets shall include all assets, whether 
admissible or inadmissible assets as defined in sectiim 440, and total assets as 
of any time shall be determined in accordance with the rules for determinino 
assets set forth in section 40. 437 — 5(b). An increase or decrease in inailmissible 
assets for the taxable year shall be determined under section 435(g) (5). Sec 
(d) and (e) of section 40. 485 — 7. An increase or ilecrease in total assets shall 
also be determined under section 435(g) (5) as if that section had reference to 
all assets held by the taxpayer, whether admissible or inadinissible assets as 
defined in section 440. 

(8) A taxpa ver required to apply the limitation on the adjustment for chan es 
in inadmissilile assets provided in section 438(g) shall so indicate on Schedule 
EP — 4 (Form 1120) and shall attach thereto a separate schedule showing the 
computations un&ler such section. 

PAIt. 18. There is inserted immediately preceding section 40. 440 — 1 
[o6 CFR 40. 440 — 1] the following: 

SEC. 825. TAX TllEAT;CLIENT OF COAL ROYALTIES [REVENUE 
ACT OF 1051, APPROVED OCTOBER 20, 1051]. 

kl 

(e) CoNFoIiliIING AEIKNBMENTs. — 
A 

(2) Section 440(a) (1) (relating to definition of "inadmissible 
assets") is hereby amended by striking out "and" at the end of 
subparagraph (A); by striking out the period at the end of 
subpara "ra)i)h (B) and inserting in lien thereof "; and"; and by 
adding at the end thereof the following neiv subparagraph: 

"(C) The economic interest referred to in the provisions 
of section 117(k) (2) relating to coal if the taxpayer is sub- 
ject to such provisions with respect to the income from such 
coal. " 

(8) The amenilments made by this subsection shall be applica- 
ble in computin the tax under subchapter D of chapter 1 for tax- 
able years ending after Deccinber 81, 1050. 

SEC. 508. ELECTION AVITH RESPECT TO CERTAIN INADlVIISSI- 
BLE ASSETS [TITLL&' V, REVENUE ACT OF 1051, APPROVED 
OCTOBER 20, 1051]. 

(a) AMENOMENT oF SFFTIoN 440. — Section 440 (relating to admissi- 
ble and inadmissible assets) is hereby amended by adding at the end 
thereof the following new subsection: 

' (c) TREATMENT QF GovERNMENT ORLIGATIGNs As ABMIssIBLE 
AssETs. — If the taxpayer elects for any taxable year, in accordance 
with regulations prescribed tIy the Secretary, to increase its excess 
profits net income by an amount equal to the amount by which the in- 
terest received or accrued during the taxable year on Government ob- 
ligations exceeds the sum of— 

"(1) the amount of interest paid or accrued during such year 
which is not allowed as a deduction under section 23(b), and 

"(2) the amount of the adjustments required for the taxable 
year under section 22(o) (relating to adjustment for certain bond 
premiuins), but not in excess of the amount of interest received or 
accrued during the taxable year on Government obligations to 
which such section is applicable, 

then for the taxable year for which the election is made the term 
'adtuissible assets' shall include Government obligations, and the term 
'inu. dmissible assets' shall not include Government obligations. For the 
purpose of applying section 485 to the taxable year for which the election 
is made, Government obligations shall not be considered 'inadruissible 
assets' in determining original inadmissible assets or yearly base 
period capital. As used in this subsection the term 'Government obli- 
gations' means obligations described in section 22(b) (4) any part of the 
interest from which is excludible from gross income or allowable as a 
credit against net income; but such term shall include only such obli- 

263364' — 53 — 22 
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gations as in the hands of the taxpayer are property described in sec- 
tion 117(a) (1) (A). I&or the purpose of determining the excess profits 
cre&iit for a taxable year for vvhich the election is made, the excess 
profits net income under section 433(b) for any taxable year shall in- 
clude the amount by which the interest received or accrued during such 
taxable year on Government obligations exceeds the amount of interest 
paid or accrued during such year which is not allowed as a deduction 
under section 23(b) and, if the taxable year ends after June 30, 1950, 
the an&ount with respect to such year described in paragraph (2). " 

SEC. 523. EI'FECTIVE DATE OF TITI. E V [TITLE V, REVENUE 
ACT OF 1951, APPROVL'D OCTOLEIt 20, 1951]. 

the amend&sents n&ade hy this title [including section 503] 
shall be applicable only with respect to taxable years ending after June 
30, 1950. 

PAH. 14. Section 40. 440 — 1 [26 Ck H 40. 440-1] is amended as follows: 
(A. ) By inserting at the end of (a) of such section the following: 

For the election in certain eases to treat Government obligations as admissible 
assets, see section 440(c) and (g) of this section. 

(B) By striking the first sentence from (b) of such section and by 
inserting in lieu thereof the following: 

The term "inadmissible assets" means (1) stock in all corporations, domestic 
or foreign, except stock in a foreign personal holding &on&pany. and except stock 
which is not a capital asset (such as stock held primarily for sale to customers by 
a dealer in securities), (2) all oblIgations des&ril&ed in section 22(b) (4), any 
part of the interest fro&n which is excludable from gross income or allowable 
as a credit a "ainst net in& ome, and (3) for the purpose of computing the tax 
for taxable years ending after De«en&ber 31, 1950, the economic interest referred 
to in section 117(k) (2), relating to coal, if the taxpayer is subject to the pro- 
visions of such section with respect to the income from such coal. 

((. ') By striking front (c) of such section "section 436(a) (1) and 
section 448(b) (3)" and by inserting in lieu thereof the following: 
"section 435 (f) (6), section 436(a) (1), and section 448(b) (3) ". 

(D) By striking the last sentence of (f) of such section and inserting 
in lieu thereof the following: 
The amount so determined is the amount of the reduction referred to in section 
430(a) (1) or section 448(b) (3), as the ease may he. Section 440(b) similarly 
applies in determining the amount of the reduction referred to in section 
435(f) (6), except that for such purpose only the daily amounts of admissible 
and inadmissil&le assets for the first dav of the taxable year are used. 

(E) By adding at the end of such section the following: 
(g) (1) Section 440(c) provides that, if the taxpayer makes the election 

described in that section, its Governu&ent obligations described in section 
22 (b) (4) to which the election is applicable, any part of the interest from which 
is excludable frou& gross income or allowable as a credit against net income, 
shall be treated as a&hnissible assets. Tbe election under secti&m 440(c) is 
appli«able to such Government obligations as are not capital assets in the tax- 
payer's hands and as are stock in trade or other property of a 1-ind 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 to 
customers in the ordinary course of its trade or business. In the case of such 
election, the term "admissible assets" shall include such Governn&ent obligations 
and the term "inadmissible assets" shall not include such obligations. For 
this purpose, the term "obli& atious described in section 22(b) (4)" includes 
obligations, the discount on which, if issued at a discount, would be treated as 
interest described in section 22(b) (4). An clcciion uuder section 440(c) shall 
be tnade in the manner described in (4), below. 

(2) In the case of a taxpayer making the election under section 440(c) for 
any taxable year, the excess profits net income shall be increased by an amount 
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equal to the amount by which the interest received or accrued during the tax- 
able year on the Government obligations to which the election is applicable 
(see (1), above) exceeds the sum of- 

(i) the amount of interest paid or accrued during such year which is 
not allowed as a deduction under section 23(b) and which is properly al- 
locable to the Government obligations to which the election is applicable, 
aild 

(ii) the amount of the adjustments required for the taxable year under 
section 22(o) (relating to adjustment for certain bond preruiums) with re- 
spect to the Government obligations to which the election is applicable, but 
not in excess of the amount of interest received or accrued during the taxable 
year on such Government obligations. 

(8) For the purpose of applying section 435 to the taxable year for which 
the election is made, the Government obligations to which such election is ap- 
plicable shall not be considered inadmissible assets in determining yearly base 
period capital under section 435(f) (1) or in determining original inadmissible 
assets under section 435( ) (5). See sections 40. 435 — 6 and 40. 435 — 7. I'or the 
purpose of determining the excess profits credit for a taxable year for which the 
election under section 440(c) is made, the excess profits net income computed 
under section 433(b) for any taxable year shall be increased by the excess of the 
amount of interest received or accrued on such obligations during such taxable 
vear reduced (but not below zero) by the amount of interest paid or accrued dur- 
ing such taxable vear which is not allowed as a deduction under section 28(b) 
and which is properly allocable to such obligations. In the case of a taxable 
year ending after June 30, 1950, such interest shall further be reduced by the 
amount of the adjustment required under section 22(o) (relating to the ad- 
justment for certain bond premiums with respect to such obligations), but not 
by an amount greater than the amount of interest received or accrued during 
the taxable year on such obligations. For the purpose of determining the 
amount of interest received or accrued with respect to any taxable year, the 
term "interest" includes, in the case of obligations issued at a discount, so much 
of such discount as (for the purpose of determining gain upon sale or disposi- 
tion) is treated as interest in the hands of the taxpayer for the taxable vear. 

(4) The election pursuant to section 440(c) shall be made in a statement at- 
tached to Schedule EP (Form 1120) accompanying the income tax return for 
such year or by the use of figures on such schedule which clearly reflect the elec- 
tion. Such election must be made for each taxable year for which the benefits 
of section 440(c) are claimed. If the taxpayer has failed so to elect or desires 
to change its election, such election or change in election may, subject to the 
approval of the Commissioner, be made by the taxpayer filing with the Com- 
missioner of Internal Revenue, Washington 25, D. C. , within the period of limi- 
tations for the filing of claims for credit or refund with respect to the year or 
years involved, a notice of its election or change in election accompanied by a 
recomputation of its excess profits tax for such year. If the recomputation re- 
sults in an overpayment for such year, the taxpayer should file a claim for credit 
or refund on Form 843 in accordance with the provisions of section 322. 

PAH. lo. There is inserted immediately preceding section 40. 442 — l 
[26 CI! R 40. 442 — 1] the following: 

SEC. 509. ALTERNATIVE AVERAGE BASE PERIOD NET IN('ONE 
[TITLE V, RE&ENUE ACT OF 1951, APPROVED OCTOI;ER 20, 
1951 ]. 

(a) Axisxox!Evr ov Szcrroiv 442. — Section 442 (relating to ab- 
normalities during the base period) is hereby amended as follows: 

(1) By inserting at the end of subsection (a) thereof the follow- 
ing: 

"If such taxpayer is also entitled to the benefits of subsection (h), the 
taxpayer's average base period net income determined under this section 
shall be the amount computed under subsection (c) or (d), whichever is 
applicable to the taxpayer, or the amount computed under subsection 
(h), whichever results in the lesser tax under this subchapter for the 
taxable year, In the case of any otl!er taxpaver entitled to the benefits 
of subsection (h), the taxi!oyer's average base period net income deter- 
mined under this section shall be the amount computed under subsection 
(h) " 
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(2) By striking out "determined under this section" in subsec- 
tions (c) and (d) thereof each place it occurs and inserting in lieu 
thereof the following: "computed under this subsection". 

(8) By inserting after "subsection (c) (2)" in subsection (e) (1) 
thereof the following: "and subsection (h)". 

(4) By redesignating subsections (h) and (i) thereof as (i) 
and (j), respectively, and by inserting after subsection (g) thereof 
the folloiving new subsection: 

"(h) AiaERKETIVE ABREGE BASE PERIoD NET INcoME, — 
"(1) EnroiszniTT REqurREMENTS. — A taxpayer which commenced 

business on or before the first day of its base period shall be en- 
titled to the benefits of this subsection if— 

"(A) the aggregate excess profits net income (if any) for 
the 12 months selected under paragraph (2) (B) is less than 
3fi per centum of one-half of the aggregate excess profits net in- 
come for the 24 months remaining under such paragraph; and 

"(B) normal production, output, or operation was inter- 
rupted or diminished because of the occurrence, within 12 
months preceding (i) the first day of the 12-month period se- 
lected under paragraph (2) (B) (i), or (ii) the first day of anv 
period of six or more consecutive months selected under para- 
graph (2) (B) (ii), of events unusual or peculiar in the experi- 
ence of such taxpayer. 

This subsection shall have no application unless the taxpayer has 
an aggregate excess profits net income for the 24 months remaining 
under paragraph (2) (B). 

"(2) COMPCT~TioN. — If the taxpayer is entitled to the benefits of 
this subsection, its average base period net income con. puted under 
this subsection shall be computed as follows: 

"(A) By deterinining under subsection (b) the period sub- 
ject to adjustment under this section. For the purposes of 
subparagraph (B) but not for the purposes of paragraph 
(1) (B) such period shall be considered a period of M consecu- 
tive months. 

"(B) Bv selecting from snch period whichever of the fol- 
lowing 12 months results in the higher remaining aggregate 
excess profits net incorre- 

"(i) the 12 consecutive months the elimination of which 
produces the highest remaining a "gregate excess profits 
net income, or 

"(ii) the 12 months which remain after retaining the 24 
consecutive months which produce the highest remaining 
aggregate excess protits net income. 

"(C) By computing for each of the 12 months selected under 
subpara raph (B) a substitute excess profits net income com- 
puted under subsection (e). 

"(D) By computing the sum of- 
"(i) the aggregate of the substitute excess profits net 

income, as determined under subparagraph (C), for the 
12 months selected under subparagraph (B), but the amount 
coinputed under this clause shall not exceed one-half of the 
aggregate excess profits net income for the 24 months re- 
niaining under subpara raph (B), and 

"(ii) the aggregate of the excess profits net income for 
each of the 24 months remaining under subparagraph (B), 
computed in the manner provided by the second sentence 
of section 480 (d) (1) . 

"(E) By dividing by three the amount ascertaiued under sub- 
paragraph (D). 

"(3) AGGl&EGXTE Excxss PRQFITs NET INcoME. — The 'a gre ate ex- 
cess profits net income'-for any period shall be computed for the 
purposes of this subsection in the saine manner as under subsec- 
tion (b). " 

4 4 
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SEC. 510, DEFINITION OF TOTAI. ASSETS FOR PURPOSES OI' 
SECTIONS 442 — 446 [TITLE V, IIEVENUE ACT OF 1951, Al- 
PROVED OCTOPER 20, 1951]. 

The first sentence of section 442(f) (relating to definition of total 
assets) is hereby amended to read as follows: "For the purposes of this 
section, the taxpayer's total assets for any day shall be determine&1 as of 
the end of such day and shall be an amount equal to the excess of— 

"(1) the sum of the cash and the property (other than cash, 
inadmissible assets, and loans to members of a controlleil group as 
defined in section 485(f) (4) ) held by the taxpayer in good faith 
for the purposes of the business, over 

"(2) the ainount of any indebtedness (other than borrowed 
capital as defined in section 489(b) (1) ) to a member of a controlled 
group (as defined in section 435(g) (6) ) which includes the tax- 
payer. " 

SEC. 528. EFI'ECTIVE DATE OF TITLE V [TITLLi' V, REVENUE 
ACT OI' 1951, APPIfOVED OCTOBER 20, 1951]. 

the amendments made by this title [including sections 509, 
and 510] shall be applicable only with respect to taxable years ending 
after June 80, 19o0. 

PAR. 16. Section 40. 442 — 1 [26 CFR 40. 442 — 1] is amended to read as 
follows: 

SEc. 40. 442-1. CEEERAL RuzE. — If a taxpayer which commenced business on 
or before the first day of its base period establishes that it experienced certain 
abnormalities (described in section 40. 442 — 2, below), then such taxpayer may be 
entitled to use the average base period net income computed under section 
442(c) or section 442(d), whichever is applicable. If the taxpayer is also 
entitled to the benefits of section 442(h), the taxpayer's average base period net 
income determined under section 442 shall be the amount computed under 
subsection (c) or (d) of such section, whichever is applicable to the taxpayer, 
or the amount computed under subsection (h) of such section, whichever results 
in the lowest excess profits tax for the taxable year. In the case of any other 
taxpayer entitled to the benefits of section 442(h), the taxpayer's average base 
period net income determined under section 442 shall be the amount computed 
under subsection (h) of such section. See sections 40. 442 — 8 and 40. 442 — 4, 
below, for methods of computation. Section 442 is applicable only if the tax- 
payer makes application therefor in accordance with section 447(e). For rules 
governing the application of section 442 in the case of an acquiring corporation, 
see section 462(d), and in the case of a component corporation, see section 
461(c). 

PAE. 17. Section 40. 442 — 3 [26 CFR 40. 442 — 8] is amended by chan- 
ing the jirst sentence of (d) (1) thereof to read as follows: 

(1) The term "total assets" for any day means the excess, determined as of 
the end of such day, of- 

(i) the sum of the cash and other property (other than inadmissible 
assets, as defined in section 440(a) (1), and other than loans to members of 
a controlled group, as defined in section 435(f) (4) ) held by the taxpayer 
in good faith for purposes of the business, over 

(ii) the amount of any indebtedness (other than borrowed capital, as 
defined in section 489(b) (1) ) to a member of a controlled group, as 
defined in section 48o (g) (6), which includes the taxpayer. 

PAH. 18. There is inserted ifnmediately after section 40. 442 — 8 [26 
CFR 40. 442 — 8] the following: 

Src. 40. 4424. AETER:VOTIVE AvERAGE BABE PERI0D NET I:%co&fE. — (a) 1n gca- 
eraL — Section 442(h) provides that a taxpayer which coinmenced business on 
or before the first day of its base period may use a substitute excess profits net 
income for 12 months (as selected under (1), below) of the period subject 
to adjustment determined under section 40. 442 — 8, that is, the 36 months in the 
base period selected as having the highest aggregate excess profits net income 
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or the lowest aggregate deificit in excess profits net income. In order to deter- 
mine its eligibility for the benefits of section 442(h), a taxpayer must first 
select a period of 12 months, as shown in (1), below, and then ascertain vvhetber 
the requivenients set t'orth in (2), (3), and (4), below, are met. 

(1) After determining under section 442(b) and section 40. 442-3(a) the 
M-montb period subje&t to adjustment, the 12-i»onth period is selected by deter- 
n&ining either (i) the 12 consecutive nionths tbe e!iinination of which produces 
the highest aggregate excess profits net income or the lowest aggregate deficit in 
excess profits net inconie for the remaining 24 months, or (ii) tlie 12 months which 
remain aft& r elii»i»sting tbe 24 coi&sccutive m&mths which produce tlie highest 
aggregate excess profits net inc» i&c or the lowest a, "greg&&te deficit in excess 
li&ofits n t in&or»e. For the puvp&ise of making this selection, the 30 months 
previously &leterinined nndcr section 442(b) and se tion 40. 442 — 3(a) shall be 
considered a period of, && consecutive months. 

(2) The aggregate ex& ess profits net inco»ie, if any, computed as provided in 
se&tion 40. 442-3(a) (1) fo& the 12 m&intbs selected under (1), must be less than 
35 percent of one-balf of the aggreg;ite ex& ess profits net income so computed for 
tiie 24 m&&nths remaining after snc~h sole& tion. 

(3) Tliere roust not be an aggregate deficit in excess profits net income for 
the 24 months remaining in (1). 

(4) The taxpayer must show that normal production, output, cr operation 
was interrupted or diminished be&ause &if the occurrence of eve»ts unusual or 
peculiar in the experience of the taxpayer (see section 40. 442-2(a) ), within 12 
months preceding eithev- 

(i) the first d;&y of the 12-month period selected under. (1), if 12 consecu- 
tive months ave selected under (1), ov 

(ii) if the 12 months selected under (1) are not consecu(ive, the first day 
of any period of six or move consecutiv& inonths in such 12 months. 

(b) ('oi»pi! f&ittoa. — If the tax, &ayer is entitled to the benefits of section 442(h) 
under the rules of (a), above, its average base period net income under section 
412(1&) shall be coniputed as follows: 

(1) A substitute ex&ass profits net income is de ermined for each of the 12 
months selected under (a) (1), above. Such substitute excess profits net income 
is computed under section 442(e) for ea&'h such iuonth by determining the tax- 
payer's total assets (determined under section 4-12(f) and under section 40. 442— 
3(d) ) for tlie last day of the tax~hie vear in which su& h month falls, or for 
the last day of the taxpaver's last taxable vear endin ~ before July 1, 1950, 
n bicliever dav is earlier, aild by n&ultiplving such total assets by the appvopriate 
industrv base period yearly rate of retuvn determined under section 447 for the 
base period year in wliich such month falls. Fce section 442(e) (2) for special 
rules in case of fiscal years. I:niter section 442(g), the appropriate industry 
classification under section 447 is tbe classification to &vhich is attributable the 
lar est amount. of the taxpayer's gross receipts for the t;ixable year within which 
falls the last month for which a substitute excess profits net income is deter&nined. 

(2) The amount determined un&ler (1) is reduced by tlie total interest paid 
or incnrred by the taxpayer for the 12 months beginning ivitb the first day of the 
taxable yeav within which such u&onth falls. 

(3) The am&unt detevmined under (1) and reduced nnder (2) is divided bv 
12. T:&e amount so computed is tbe substitute excess protits net income for the 
month. 

(4) The sum of the folloiving amounts is computed- 
(i) tlie a gre ate of the amounts deteinnined under (3), but such ag- 

gregate shall not exceed one-half of the a gregate excess profits net i»con&e 
cou&puted in the manner provided in section 40. 442 — 3(a) (1) for the 24 
months reinainirig in (a) (1), above, and 

(ii) the a&"gre ate of the excess profits net income for each of the 24 
months ren&aining in (a) (1), above, but computed by dividing the excess 
profits uet inco»ie for the taxable year in &vhich each such month falls by the ni&mber of full calendar months in such taxable year, and raising any 
deficits in excess profits net iiicouie to zero. 

(5) The aniount determined under (4) is divided bv 3. 
(c) For special rules applicable to section 442(h) and to this section, see section 40. 442-3 (d) and (e). 
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PAR. 10. There is inserted immediately preceding section 40. 448-1 
[26 CFR 40. 448-1] the following: 

SEC. 511. AVERAGE BASE PERIOD NET INCOME — CHANGE IN 
PRODUCTS OR SERVICES [TITLE V, REVENUE ACT OF 1951, 
APPROVED OCTOBER 20, 1951]. 

Section 443(f) (relating to change in products or services) is hereby 
amended to read as follows: 

"(f) RCLEs FoR APPLIcATICN oF SEcTICN. — 
"(1) The benefits of this section shall not be allowed imless the 

taxpayer inakes application therefor in accordance with section 
447(e). 

"(2) If after the end of tbe hase period of the taxpayer there 
was a substantial change in the products produced by tbe taxpayer, 
such change shall, for the purpose of subsection (a) (1), be con- 
sidered to have occurred on thc last day of its base period if tbe 
tiixparer prior to July 1, 1950, coinmenced the construction of 
the facilities for the production of such new products, and if such 
construction and the production of such new product is in further- 
ance of a course of action to which the taxpayer (or a corporation 
with which the taxpayer has the privilege under section 141 of filing 
a consolidated return for its first taxable vear under this subchap- 
ter) was coinmitted prior to the close of tbe base period by contract 
Ivith another person, which contract granted a license, franchise, 
or similar right essential for the production of such new product. " 

SEC, 523. EFFECTIVE DATE OF TITLE V [TITLE V, REVENUE 
ACT OF 1951, AI'I'ROVED OCTOBER 20, 1951]. 

the amendinents made by this title [including section 511] 
shall be applicable only with respect to taxable vears ending after 
June 30, 1950. 

PAR. 20. Section 40. 448 — 2 t26 CFR 40. 448 — 2] is amended by adding 
at the end thereof the following: 

(d) Commitment rule. — (1) If after the base period of the taxpayer there 
was a substantial change in tbe products produced by the taxpayer, such change 
shall, for the purpose of section 443(a) (1) and section 40. 443 — 1(a) (1), be 
considered to have occurred on the last day of its base period if- 

(i) tbe taxpayer prior to July 1, 1950, commenced construction of 
tbe facilities for the production of such new product, and 

(ii) such construction and tbe production of such new product is in fur- 
therance of a course of action to which the taxpayer (or a corporation with 
which the taxpayer has the privilege under section 141 of filing a consoli- 
dated return for its first taxable year ending after June 30, 1950) Ivas 
committed prior to the close of the base period by contract with another 
person, which contract granted a license, franchise, or similar ri ht essen- 
tial for the production of such new product. 

(2) The contract referred to in (I) (ii), above, must be in writing. It must 
have been executed prior to tbe end of the base period of the corporation to 
which the license, franchise, or similar right essential for the production of the 
new product were by its terms granted. The corporation granted such license, 
franchise, or similar right to produce the new product may have been either 
the taxpayer or any corporation with which tbe taxpayer has tbe privilege of 
filing a consolidated return for the taxpaver's first taxable year ending after 
June 30, 1950. 

PAR. 21. There is inserted immediately preceding section 40. 444-1 
[26 CFR 40. 444 — 1] the following: 

SEC. 520. INCRI'. ASE IN CAPACITY FOR PRODUCTION OR OP- 
ERATION [TITLE V, REVENUE ACT OF 1951, APPROVED 
OCTOBI'R, 20, 1951]. 

Section 444(f) (relating to increase in capacity for production or 
operation) is hereby amencled to read as follows: 

"(f ) RULEs Foa APPLIcATI0N oF SEcTICN. — 
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"(1) The benefits of this section shall not be allowed unless the 
the taxlrayer makes application therefor in accordance with section 
447(e). 

"(2) If, during its first taxable year ending after June 80, 1050, 
the taxpayer completed constructiou of (including the installation 
ot the nrachinery or equipment for use in) a factory building or 
other manufacturing esiablishment, such factory building or other 
manufacturing establishment and such machinery or equipment 
shall, for the purpose of determining whether there is an increase in 
capacity under the provisions of subsection (b), be considered to 
have been added to its total facilities on the last day of its base 
period if— 

"(A) the taxpayer, prior to the end of ii. s base period, had 
corupleted construction work representing more than 40 per 
centum of the total cost of construction of such factory build- 
ing or other ruanufacturing establishment, and 

"(B) the cornpleticn of such factory building or other manu- 
facturing establishmerrt was in pursuance of a plan to which the 
taxpayer was committed prior to the end of its base period. 

This paragraph shall not apply in determining the amount of the 
taxpayer's total assets for the purpose of subsection (c). " 

SEC. 823. EI'FECTIVE DATE OF TITLE V [TITLE V, REVEXLrE 
ACT OF 1981, APPROVED OCTOBER 20, 1981]. 

the amendments made by this title [including section 520] 
shall be applicable only with respect to taxable years ending after June 
80, 1980. 

Pair. 22. Section 40. 444 — 2 [26 ( FR 4G. 444-2j is amended by add- 
ing at the end thereof the following: 

(c) Commitment rrrie. — (1) If during its first taxable year ending after June 
80, 1930, the taxpayer completed construction of (including installation of the 
machinery or equipment for use in) a factorv building or other manufacturing 
establishment, then section 444(b) (2) provides that such factory building or 
other manufacturing'establishment and such machinery or equipment shall, for 
the purpose of determining whether there is an increase in capacity under the 
provisions of section 444(b) and this section be considered to have been added to 
its total facilities on the last day ot' its base period if- 

(i) the taxpayer, prior to the end of its base period, had completed con- 
struction work representing more than 40 percent of the total cost of con- 
struction of such factory building or other manufacturing establishment, 
and 

(ii) tbe completion of such factory building or other manufacturing es- 
tablishment was in pursuance of a plan to which the taxpaver was com- 
mitted prior to the end of its base period. 

(2) Section 444(f) (2) does not apply in determining the amount of the tax- 
payer's total assets for the purpose of section 444(c) and section 40. 444 — 8. 

(8) Section 444(f) (2) is applicable only in the case of a separate manufac- 
turiug plant, the construction of which (including installation of' machinery 
and equipment for use therein) is completed by the taxpayer during its first 
taxable year ending after June 30, 1950. The section is not applicable, for 
example, to: additions made to plants in existence at the end of the taxpayer's 
base period; a factory or other manufacturing establishment acquired other 
than through construction, such as through purchase; machinery and equipment 
installed in a factory building or manufacturing establishment existing at the 
end of the taxlrayer's base period. 

(4) A legally binding form of commitment is not required; any substantial 
chan, e in position prior to the end of the taxpayer's base period unequivocally 
establishing the intent of the taxpayer to complete thc construction of such 
factory building or other manufacturing establishment after the end of its 
base period, will be taken as suffirient proof that the actual completiou of tbe 
construction of such factory or other manufacturing establishment during the 
taxpayer's first taxable year ending after June 80, 1980, was in pursuance of 
a plan to which the taxpayer was committed prior to the end of its base period. 
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(5) For the purpose of section 444(f) (2), the term "other manufacturing 
establishment" means a production structure, other than a factory building, such 
as an oil refinery. 

PAR. 28. There is inserted immediately preceding section 40. 445 — 1 
[26 CFR 40. 445 — 1] the following: 

SEC. 512. AVERAGE BASE PERIOD NKT INCOI&IE — NEHRU COR- 
PORATION [TITLE V, REVENUE ACT OF 1951, Al'I'ROVED 
OCTOBER 20 1951]. 

Section 445(c) (relating to total assets for first three years of new 
corporation) is hereby amended by adding at the end thereof the 
following ne&v sentence: "For the purpose of this subsection, the net 
capital addition or reduction shall be computed without regard to the 
liu&itation to 75 per centum provided in section 435(g) (3) (C) and sec- 
tion 435(g) (4) (C) and (E). " 
SEC, 523. EI'I'FCTIVK DATE OF TITLE V [TITI, E V, REVENUE 

ACT OF 1951, AE'I'ROVED OCTOBER 20, 1951]. 
the amendments made by this title [including section 512] 

shall be applicable only with respect to taxable years ending after 
June 30, 19;&U. 

PAR. 24. Section 40. 445 — 2 [26 CFR 40. 445 — 2] is amended by in- 
serting at the end of (d) (1) thereof the following: 
For the purpose of this paragraph, the net capital addition or reduction shall be 
computed v ithout regard to the limitation to 75 percent provided in sectiou 
435 (g) (3) (C), relating to an increase in borrowed capital, and section 435 (g) (4) 
(C) and (E), relating to a decrease in borrowed capital and an increase in 
loans to members of a controlled group of corporations of which the taxpayer 
is a member. 

PAn. 25. There is inserted immediately preceding section 40. 450 — 1 
[26 CFR 40. 450-1] the following: 

SEC. 522. STRATEGIC ))IINERALS [TITLE V, REVENUE ACT 
OF 1951, APPROVED OCTOBER 20, 1951]. 

Section 450(b) (1) (relating to corporations engaged in mining of 
strategic minerals) is hereby an&ended by inserting after "chromite, " 
the followin: "bauxite, ". 
SEC. 523. EIFECTIVE DATE OF TITLE V [TITLLc V, IXKVENUE 

ACT Ol& 1951, APPROVED OCTOBER 20, 1951]. 
the amendments made by this title [inclmling section 522] 

, shall be applicable only with respect to taxable Vears ending after 
June 30, 1950. 

PAR. 26. Section 40. 458 — 2, as amended by Treasury Decision 5958 
[C. B. 1052 — 2, 204], approved December 2, 1052 [26 CFR 40. 458 — 2], 
is further amended as follows: 

(4) By striking the second sentence from (c) (5) of such section 
and by inserting in lieu thereof the following: 
The mineral units or timber units of a lessor for the taxable year shall be com- 
puted in the same manner as in the case of a producer, except that- 

(i) in the case of a lessor of a timber block, and 
(ii) in computing nontaxable income from exempt excess output for 

taxable years ending after December 31, 1950, in the case of a lessor of a coal 
property, 

there shall not be included in the timber or coal units for such year any timber 
or coal which has been disi&osed of by the lessor and which is considered to have 
been sold under the provisions of seci, ion 117 (k) (2) . 
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(H) Hy adding at the end of (k) (1) of such section the following: 
In computing nontaxable income from exempt excess output for taxable years 
eiiiling after December 31, 1050, in the case of a lessor of a coal property the 
estimated recoverable units shall be determined without regard to coal which 
has been disposed of by the lessor anil which is considered to have been sold 
under the provisions of section 117(r&) (2). 

(C) Hy adding at the end of (rn) (14) of such section the following: 
In the case of a lessor of a timber bloclt, a»d for taxable years ending after 
Decetnber 31, 1050, in the case of a lessor of a coal mining property, there shall 
not be incluiled in the timber units or coal u»its to be used in the computation 
of unit net income any timber or coal which has been disposed of by the lessor 
and which is considered to have been sold utider the provisions of section 
117(l') (2). 

(This Treasury Decision is issued under the authority contained in 
section 02 of the Internal Revenue Code (58 Stat. 82; 20 U. S. C. 62). ) 

Jori &I S. GRAH &&M~ 

Acting Commissioner of Internal Revenue. 

Approved January 10, 1%8. 
TrroMAS J. Iiviv~cH& 

4cting 8ecretar&&I of the I'reasurrI. 

(I iled with tl, e Division of the Federal Register January 21, 1053, 8: 54 a. m. ) 

SEcTroN 40. 488(a) — 2, ICEGIILATlotxs 180: Compu- 
tation of excess profits net income for the 
taxable year. 

T. D. 5980 

TITI. K 20 — INTKIINAL RKVEXI L'. — CHAPTI', R I, SUBCHAPTER A, PART 40. — 
EXCESS PrtoFITS TAX; TAXABLE YEAIIS Ev'DIXG AFTER JUXK 0, 1950 

Itegulations 130, section 40. 433(a)-2(m) (relaiing to excl»sion 
from excess prorits n, t income of certain iucome derived from 
foreign sources) amended. 

TREAS RY DEPAIFI'3lr:XT, 
OFFrcE oF CGMxrrssrovrrt or IxiEIIIIAL RFvvv. UE, 

IVashington 8o, D. C. 
To Officers and I& mployees of the Internal Eeverrue Service and Others 

C'oncerned: 
On December 10, 1052, notice of proposed rule making with respect 

to amendments ol Regulations 180, section 40. 488(a) — 2(m), relating 
to the exclusion from excess profits net income of certain income de- 
rived from foreign sources, was published in the Federal Register 
(17 I&'. R. 11866). After consideration of such relevant su& ges~tions 
as were presented by interested persons regarding the proposals, the 
alrlendments to Regulations 180 [20 CFR, part 40] set forth below 
are hereby adopted: 

I'ARAGRAPII 1. Section 40. 488(a) — 2, as amended by Treasury De- 
cision 5078 [page 821, this Hulletin], approved January 16, 1&)58, is fur- 
ther amended by striking out all of paragraph (m) and substituting 
in lieu thereof the follow~ing: 

(m) (1) rinder section 433(a) (1) (M) there shall be excluded income de- 
rived from sources within any foreign country to the extent that such income, — 

(i) but for monetary, exchange, or other restrictions imposed by such 
foreign country, or 
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(ii) but for the taxpayer's election to defer the reporting of such income 
under a method of accounting, approved by the Commissioner, applicable 
to income which could not be readily converted into United States dollars 
or into other money or property readily convertible into United States 
dollars, 

would have been includible in the gross income of the taxpayer for any tax- 
able year which preceded its first taxable year ended after June 80, 1950. If 
such income is includible in the gross income of the taxpayer for a taxable year 
succeeding the first taxable year ended after June 80, 1950, and, but for such 
restrictions or such electiou, ivould have been includible in the gross income 
of the taxpayer for its first taxable year eniled after June 30, 1950, and if such 
first taxable rear began prior to July 1, 1950, such income shall be excluded 
in an amount which is the same proportion of such income as the number of 
days prior to July 1, 1950, in such first taxable year is of the total number of 
days in such first taxable year. Deductions properly chargeable and allocable 
to the iuconie excluded under section 488(a) (1) (M) shall not be allowed. 

(2) I'or the purpose of this paragraph- 
(i) The term "blocked foreign income" means income derived from 

sources within any foreign country during any taxable year which would, 
but for the restrictions or the election described in (1) above, have been 
includible in the gross income of the taxpayer for sucli taxable year. 

(ii) The term "unblocked foreign income" means incoioe which was 
"blocked foreign income" during the taxable year in which it was derived 
from sources within any foreign country, but which becomes includible in 
the ross income of the taxpayer for any subsequent taxable year, whether 
as a result of the removal of such restrictions, or of such income becoming 
readily convertible into United States dollars or into other money or prop- 
erty readily convertible into United States dollars, or for other reasons. 

(8) In cases where unblocked foreign income cannot be specifically identi- 
fied as the blocl-ed foreign income or portion thereof of a particular taxable 
year, the determination whether unblocked foreign income from sources within 
any foreign country has become includible in the gross income of the taxpayer 
for a taxable year ending after June 80, 1950, and the determination of the 
taxable vear in which any such unblocked foreign income would have been 
includible but for the restrictions or the election, shall be made in accordance 
with the following rules: 

(i) The aggregate amount includible in gross income for the taxable year 
in respect to income derived from sources within such foreign country 
shall first be deemed attributable to the income derived from sources withiu 
such foreign country during such taxable year. To the extent that such 
unblocked foreign income is attributable to income so derived during the 
taxable vear, such unblocked foreign income shall not be excluded under 
section 488(a) (1) (M). 

(ii) The amount of such unblocked foreign income in excess of the por- 
tion thereof attributable to income derived from sources ivithin such foreign 
country during such taxable year under the rule stated in (i) above shall 
be deemed to be attributable to the earliest blocked foreign income derived 
from sources within such foreign country, which blocked foreign income 
has not been previously deemed unbloclied in a prior taxable year. Such 
excess shall be excluded under section 488(a) (1) (M) only to the extent of 
the aggregate of the blocked foreign income derived from sources within such 
foreign country in all taxable years beginning prior to July 1, 1950, but 
such aggregate shall be reduced by the proportion of the blocked foreign 
income derived from sources within such foreign country during the tax- 
payer's first taxable year ending after June 80, 1950, if such taxable year 
began prior to July I, 1950, as the number of days after June 80, 1950, in 
such first taxable year is of the total number of days in such first taxable 
year, 

In determining whether imblocked foreign income which becomes includible in 
the gross income of the taxpayer for a taxable year ending after June 30, 1950, 
can be specifically identified as attributable to the blocked forei n income or 
portion thereof ilerived from sources within such foreign country in a particular 
taxable year, effect shall be given to the previous application of the rules in 
(i) and (ii) above to unblocked foreign income derived fiom sources within 
such foreign country which became includible in gross income of the taxpayer 
I' or a prior taxable year ending after lune 80, 1950. 
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(This Treasury Decision is issued under the authority contained 
in sections 62, 433(a) (1) (M), and 3791 of the Internal Revenue Code 
(53 Stat. 32, 64 Stat. 1142I 53 Stat. 467; 26 U. S. C. 62, 433 (a) (1) (M), 
3791) . ) 

JUSTIN F. $7INKLE) 
Acting Commissioner of Internal Eevenue. 

Approved February 10, 1953. 
ELBERT P TUTTLE~ 

Acting Secretary of the Treasury. 

(Filed Ivith the Division of the Fe&leral Register February 13, 1953, 8: 54 a. m. ) 

SEOTIoN 40. 433(a) — 2, REGUI ATIQNs 130: Compu- 
tation of excess y&rofits net income tor the 
taxable year. 

INTERNAL REVENUE CODE 

Regulations 130 amended. (Sce T. D, 5992, page 297. ) 

SECTION 40. 433 (a) — 2, RECUI, ATIoNs 130: Compu- 
tation of excess profits net, income for the 
taxable year. 

INTERNAL REVENUE CODE 

Regulations 130 amended. (See T. D. 6006, page 30. ) 

SEOTIGN 40. 433(b) — 2, REGUI. ATIoNs 130: Compu- 
tation of excess profits net income. 

T. D. 5982 

TITLE 20 — INTERNAL IIKVKNUE. — CHAPTER I, SUBCHAPTFR A, PART 40. — 
EXCESS PROF I TS TAX; TAXABLE YEARS E~tDING AI TER JUNE 30, 1000 

Section 40. 433(b)-2(a) of Regulations 130 amended 

TREASURY DEPARTAI ENT~ 
OFFIcE GF CohiIAIIssloNER GF INTFRNAI, REVENUE& 

8'ashington 85, D. C. 
To Officers and Employees of the Internal Revenue Service and Others 

Concerned: 
On November 15, 1952, a notice of proposed rule malting was pub- 

lished in the Federal Register [17 F. R. 10468] to amend Reguiations 
130 [26 CFR, part 40]. No objections to the rules proposed having 
been received within the 30 days following such publication, such 
regulations are hereby amended by adding at the end of section 
40. 483(b) — 2(a), as amended by Treasury Decision 5973 [page 321, this 
Bulletin], approved January 16, 1958, the following new sentence: 
In n&akin the adjustment required by section 433(b) (6) for dividends received, 
the limitation provided in section 26(b) with respect to dividends in kind shall 
be applicable only if the dividend was received after August 31, 1950. 
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'(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62). ) 

JUSTIN F. WINKLE) 
Acting Commissioner of Internal Revenue. 

Approved February 9, 1M8. 
ELBERT P. TUTTLE, 

Acting Secretary of the Treasury. 
(Filed with the Division of the Federal Register February 12, 1953, 8:48 a. m. ) 

SECTION 485. — EXCESS PROFITS CREDI "I"- 

BASED ON INCOME 

SEcTIQN 40 485 1& RKGULATIQNs 180: Excess prof- 
its credit based on income — Determination of 
average base period net income. 

(Also Section 459, Section 40. 459(a)-1. ) 

T. D. 5987 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 
EXCESS PROFITS TAX; TAXABLE YEARS ENDING AFTER JU'. VE 30, 1930 

Regulations 130 amended to conform to section 516 of the Revenue 
Act of 1951, relating to transition from war production and increase 
in peacetime capacity. 

TREASURY DEPARTMENT& 
OFFICE OF COMMISSIONER OI' INTERNAL REVENUE& 

Washington 85, D. C. 
To Overs and Employees of the Internal Revenue Service and Others 

Concerned: 
On November 15, 1M2, a notice of proposed rule making was pub- 

lished in the Federal Register [17 F. R. 10468] to conform Regula- 
tions 180 t 26 CFR, part 40] to section 516 of the Revenue Act of 1951, 
approved October 20, 1951. No objections to the rules proposed hav- 
ing been received within the 80 days following such publication, the 
amendments set forth below are hereby adopted. 

PARAGRAPH 1. There is inserted immediately after section 509 (b) of 
the Revenue Act of 1951, which precedes section 40. 485 — 1 t26 CFR, 
40. 485 — 1], the f ollowing: 

SEC. 516. TRANSITION FROAI WAR PRODUCTION AiND IN- 
CREASE IN PEACETIME CAPACITY [REVENUE ACT OF 
1951, APPROVED OCTOBER 20, 1951]. 

(b) TEcnsicAL AMENuMENrs. — Section 43&(c) (relating to determi- 
nation of average base period net income) is hereby amended as follows: 

(1) By inserting immediately after "445 or 446, " the following: 
"or any subsection of section 459, ". 

(2) By inserting immediately after "or under such section" 
the following: "or subsection". 

PAR. 2. Section 40. 485 — 1(c) t26 CFR 40. 485 — 1(c)] is amended by 
inserting "or any subsection of section 459, " immediately after "or 
446, " and by inserting "or subsection" immediately after "under which- 
ever section" in such section, so that such section 40. 485-1(c) as so 
amended will read as follows: 
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(c) Average buee period net income — Determination. — The average base 
period net income is the auiount determined under section 485(d) (for compu- 
tation, see (d) of this seciion), unless the taxpayer is entitled to the benefits 
of section 435(e), 442, 448, 444, 445, or 446, or any subsection of section 459, 
in which case the average base period net income shall be the amount deter- 
mined under whichever section or subsection, applicable to the taxpayer, results 
in the lowest excess profits tax for the taxable year. 

PAR. 3. There is inserted immediately after section 40. 458 — 8 [26 CFR 
40. 458-8] the following: 

SEC. 516. TRANSITION FROM WAR PRODUCTION AND IN- 
(. 'REASI4 IN I'EACETIME CAPACITY [REVENUE ACT OF 
1951, APPROVED OC'I'OBER 20, 1951]. 

(a) IN GENERA, . — Part I of subchapter D of chapter 1 is hereby 
amended by adding at the end thereof a nebv section to read as follows: 
"SEC. 459. MISCELLANEOUS PROVISIONS. 

"(a) AVERAGE BAsE PERIoD NET INcobIE — TRANsITIoN FRQM Wba 
PlcoDUCTIDN AND INGREAsE IN PFAcKTIME CAPAcITY. — In the case of a 
taxpayer which commenced business before January 1, 1040, and since 
such date bas enga eil primarily in manufacturing, the taxpayer's aver- 
age base period net income determined un&ler this subsection shall 
be the amount coinputed under section 435(e) (2) (G) (i) and (ii) if— 

"(1) The adjusted basis of the taxpayer's total facilities (as 
define in section 444(d) ) as of the beginning of its base period 
(ivhen added to the total facilities at such time of all corporations 
with which the taxpayer has the privilege under section 141 of fi)ing 
a consoliilated return for its first taxable year under this sub- 
chapter) did not exceed $10, 000, 000; 

"(2) The basis (unadjusted) of the taxpayer's total facilities 
(as defined in section 444(d) ) at the close of its base period was 
250 per centum or more of the basis (unadjusted) of its total 
facilities at the beginning of its base period; 

"(8) The percentage of the taxpayer's aggregate gross income 
which was from contracts with the United States and related 
suiicontracts was (A) at least 70 per centum for the period com- 
prising all taxable years beginning after December 31, 1941, and 
ending before January 1, 1946, (B) less than 20 per centum for the 
period comprising all taxable years ending after December 31, 
1045, aud before January 1, 1950, and (C) less than 20 per centum 
for the period comprising all taxable years ending after December 31, 
1949, and beginning before July 1, 1950; and 

"(4) The average monthly excess profits net income of the tax- 
payer (computed in the manner provided in section 443(e) ) for— 

"(A) the period comprising all taxakile years ending with or 
within the last 24 months of its base period, and "(B) the last taxable year ending before the first day of 
its base period, 

are each 300 per centum or more of the average monthly excess 
profits net income (so computed) of the taxpayer for the period 
comprisin all taxable years ending with or bvithin the first 24 
months of its iiase period. " 

SEC. 523. EFFECTIVE DATE OF TITLE V [REVENUE ACT OF 1951, 
APPROVED OCTOBER 20, 1951]. 

Except as otherwise provided in section 506 (d'), the amendruents made 
by this title [including sec. 516] shall be applicable only with respect to 
taxable years ending after June 30, 1950. 

SEc. 46. 459 (a) — 1. TRANsITIoN FRoM HVAR PRQDUOTIoN ibND INCREASE IN 
PEAcETIME CApkcITY. — (a) A corporation which commenced business before 
January 1, 1940, which has been en aged primarily in manufacturing since 
January 1, 1940, and which satisfies all the requirements provided in para- 
graphs (1) through (4) of section 459(a) may compute its average base period 
net in«Dine under section 459(a), for the purpose of computing its excess profits 
tax for any taxable year ending after June 30, 1950, instead of under any 
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other applicable provision of the Code. The average base perioil net income 
computed under section 459(a) shall be the amount computed under section 
485(e) (2) (G) (i) and (ii) and under sections 40. 435 — 5(a) (7) (i) and (ii) 
and 40. 485 — 5(b). If the taxpayer computes its average base period net income 
under section 459(a), the base period capital addition provided in section 435(f) 
shall not be allowed in computing its excess profits credit. 

(b) The date the corporation commenced business shall be determined 
for the purpose of section 459(a) under the rules provided in the regulations 
promulgated under section 445, relating to the computation of average base 
period net income in the case of new corporations. See section 40. 445-1(a) (2). 

(This Treasury Decision is issued under the authority contained 
in section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 
62) ) 

T. COLFMAN ANDREWS' 
Commissioner of Interna/ Revenue. 

Approved February 12, 1058. 
ELBERT P. TUTTLE, 

rioting Secretary of the Treasury. 

, 'Filed with the Division of the Federal Register February 16, 1958, 8: 52 a. m. ) 

SEcTIGN 40. 485 — 1) REGULATIGNs 180: Excess prof- 
its credit based on income — Determination of 
average base period net income. 

INTERNAL REVENUE CODE 

Regulations 180 amended. (See T. D. 5078, page 821. ) 

T. D. 6010 

Regulations 180 amended to clarify eftect on the excess-proQts 
credit of loans to a foreign subsidiary corporation. 

SEOTIGN 40. 485-6i REGULATIGNs 180: Capital 
additions in base period. 

(Also Section 442, Section 40. 442 — 8, Regu- 
lations 180. ) 

TITLE 20 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 
EXCESS-PROFITS TAX; TAXABIE YLrARS ENDING AFTER JUNE So, 1900 

TREASURY DEPARTMKNTi 
OFI'ICE OF COMMISSIONER OI' INTERNAL REVENUKi 

Washington 85, D. C. 
To Officers and Employees of the Internal Revenue Service and 

Others Concerned: 
On July 10, 1052, notice of proposed rulemaking, regarding amend- 

lnents to Regulations 180 [26 CFR, part 40] with respect to the effect 
on the excess-profits credit based on income of loans by a Inelnber of 
a controlled group of corporations to another member of the same 
group, was published in the Federal Register (17 F. R. 6201). After 
consideration of all such relevant matter as was presented by in- 
terested persons regarding the rules proposed, the amendments to 
Regulations 180 set forth below are hereby adopted. 
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PARAGRAPH 1. There is inserted immediately preceding the last 
sentence of section 40. 435 — 6(b) (5) [26 CFR 40, 435 — 6(b) (5)] the 
following: 
The reduction under section 485(f) (1) (B) is required whether or not such other 
member of the controlled group is subject to the excess profits tax, for example, 
in a case in which such other member is a foreign corporation not engaged in 
trade or business wii. hin the United States. 

PAR. 2. There is inserted at the end of section 40. 485-7(c) (5) [26 
CFR 40. 435 — 7(c) (5) ] the following: 

The adjustment under section 485(g) (7) is required whether or not such 
other corporation is subject to the excess profits tax, for example, in a case 
in which such other corporation is a foreign corporation not engaged in trade 
or business within the United States, 

PAR. 8. Section 40. 442 — 3(d) (1), as amended by Treasury Decision 
5973 [page 321, this k)ulletin], approved January 16, 1953 [26 CFR 
40. 422 — 3(d) (1)], is further amended by inserting after the tliird 
sentence thereof the following: 

The exclusion from total assets of loans to a member of a controlled group 
of corporations of which the taxpayer is a member is required whether or 
not such other member of the controlled group is subject to the excess profits 
tax, for example, in a ease in which such other member is a foreign cor- 
poration not engaged in trade or business within the United States. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (53 Stat. 32, 467; 
26 Ik. S. C. 62, 3791). ) 

T COLEMAN ANDREWS i 
Commi8eioner of Internal even(Ie 

Approved May 7 1953 
M. B. FGLsoM) 

Acting 8ecretary of the Treasury. 
(Filed with the Division of the Federal Register May 12, 19o8, 8: 54 a. m. ) 

SECTION 438. — LEE(V CAPITAL CREDIT CHANGES 

SKGTIoN 40. 438 — 4, RKGULATIGNs 130: Conlputa- 
tion of net new capital addition. 

INTERNAL REVENUE CODE 

Regulations 130 amended. (See T. D. 5973, page 321. ) 

SECTION 439. — BORROWED CAPITAL 

SEcTIoN 40 439 1& REGS ATIGNs 130 Hollolved 
capital. 

INTLi'RNAL REiVLi'NUE CODLi 

Rev. Rul. 14 

In determining the daily borrowed capital of an insurance com- 
pany (except a mutual insurance company other than life or ma- 
riue) as of January 1, 1950, the first day of the taxpayer's first 
taxable year for excess profits tax purposes, section 489(b) (2) of 
the Internal Revenue Code requires that the amount of its un- 
earned premiums for such day shall be the mean of the amount 
of such preniiums dei. ermined. at the beginniifg and end of 1950. 
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Advice is requested relative to the interpretation of section 
439(b) (2) of the Internal Revenue Code ivith respect to the manner 
of computing the amount of the uneai ned premiums of an insui ance 
company (e~xcept a mutu;ll insur(nce compa»y other than life or 
marine) to be used in deter»(i»ino tlie daily borroived capit;il f' or 
January 1, 1950, the first day of its f(rst taxable year for excess profits 
tax pill'p uses. 

Section 489(b) of the Intein;ll Revenue Code provides in part as. 
folloivs: 

(h) DAILY I ORROAvsn ('Ap&TAL. — I«&r the purposes of this subchapter (sub- 
chapter D, chapter I, of the Code], the daily l&orru&vcd capital for any d;&V of 
any tazai&le year shall i&e (leierrnined as of the hcgiiiiiing &&f su& h day ai&d 
shall he the sum of the folio&ving: 

(2) In the case of nn insnrnnce con&puny, an:imonnt equal to 66 2/0 per 
centum of the n&e;&n of the a»&oust of the l&ro rata uncs(i&ed pre(»iums 
determined at the h(ginnin ~ and end of tlie taxal&le year 

The reference to "any day" in section 439(b) of' the Code is ap- 
plicable to the first day of any t ixable year as Ivell as to any other day 
during the year. It is clear fiom the literal language of the statute 
that an ave(aging method IIas intended to be (ised in the detcriIIina- 
tion of borrolved capital ior insurance coinpanies. 

Accordingly, it is held that in cleteimining the daily borroived 
capital of an insurance coi»puny (except a miitual iiisiirance comp;i ny 
othe! than life or marine) as of, l;inuary 1, 1950, the first day of (he 
taxpayer's first taxable year for excess profits tax purposes, section 
439(b) (2) of the Internal Revenue Code requires that tlie amount of 
its unearned prenliums for such day shall be the mean of the ainount 
of such premiums determined at the begiimi»&r and end of 10or0. 

SECTIOiV 440. — ADAIISSIBT. E AND INADAIISSIBI. E 
ASSETS 

SECTION 40 440 1& REG'STATIONS 180: Admissible 
and inadmissible assets. 

INTERNAL REVENUE CODE 

Regulations 130 amended. (See T. D. or973, page 321. ) 

SECTION 442. — AVERAGE BASE PERIOD ViET IÃCOAiIE- 
ABVORI&IAI. ITIES DURING BASE I'ERIOD 

SEOT~oN 40. 442 — 1, REGUI. ATIoxs 130: Genci al 
rule. 

INTERNAL REVENUE CODE 

Regulations 130 amended. (See T. D. 5978, page 321. ) 

SEGTIGN 40. 442-3, REGUI, ATIONs 130: Compu- 
tation of avera&&e base period net income. 

IN'I'Ei(NAL 1(L(VENUE CODE 

Regulations 130 amended. (See T. D. 6010, page 347. ) 
2nsa54' — 58 — 22 
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SECTION 448. — AVERAGE BASE PERIOD NET INCOME- 
CIIANGE IN PRODUC'I'S OR SERVICES 

SEcTIUN 40, 448-2, REovI. ATIoNs 130: P. equire- 
Inents as to cha~nge in products or services. 

INTERNAL REVENUE CODE 

Regulations 180 amended. (See T. D, 5078, page 821. ) 

SECTION 444. — AVERAGE BASE PEPiIOD NET INCOME- 
IXCElEA. SE IN CAPACiTY FOli PRODUCTION OR 
OPERATION 

SEOTIDN 40. 444 — 2, REGULATIoxs 180: Require- 
ments as to inclease in capacity for produc- 
tion or operation. 

INTERNAL REVENUE CODE 

Rev. Rul. 84 

For the purposes of section 44i(b) (2) (A) of the Internal Reve- 
nue Code, facilities held under lease by the parent company of an 
afliliated group as of the day prior to the beginning of the last Ss 
months of the consolidated base period constitute facilities held by 
the taxpayer, within the meanin. of section 444(d) of the Code, and 
no increase in capacity for production, under the provisions of sec- 
tior. 444(b) (2) (A) of the Code, results to the affiliated group upon 
the acquisition, by purchase, of such facilities by a subsidiary com- 
pany prior to the close of the consolidated base period. 

Advice is requested. whether, for the purposes of section 
444(b) (2) (A) of the Internal Revenue Code, facilities held under 
lease by the parent company of an aAiliated group as of the day prior 
to the beginning of the last M months of the consolidated base period 
constitute facilities held by the taxpayer, within the meaning of section 
444(d) of the Internal Revenue Code, or if an increase in capacity for 
production, for the purposes of section 444(b) (2) (A) of the Code, 
results to the a%1iated group upon the acquisition, by purchase, of 
such facilities by a subsidiary company prior to the close of the con- 
solidated base period. 

In the instant case the P Company, the common parent of an aSli- 
ated group, leased and operated certain plant facilities for a period be- 
ginning prior to the beginning of the last 86 nlonihs of the consolidated. 
base period. The leasing arrangement continued in effect until the 
leased facilities w ere purchased from the owner thereof by C Company, 
a subsidiary of the aSliated group. The acquisition by purchase of 
these facilities by C Company occurred during the last M months of the 
consolidated base period. . To meet the requirements for an increase 
in capacity for production or operation under section 444(b) (2) (A) 
of the Code, it would be necessary for the alhliated group to exclude 
from capacity for production of the group the capacity attributable 
to the plant facilities held under lease by the P Company as of the 
day prior to the beginning of the last 86 months of the consolidated 
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base period, and to include, as of the last day of the base period, the 
capacity attributable to the satne facilities ivhich in the tueantime ivi re 
acquired by C Company. 

Section 414 of tile Internal Revenue Code provides in part as 
folloIi s: 

(a) IN (rENERAL. If a tazpayer which commenced business on or before the 
first day of its hase period estal&lish& s that. during the 8(l-month period & n&liiig 
on the last day of its base pei iod, there w;is an in& reuse, as &1& fine in suhs« tion 
(b), in its capacity for production or oi&criitioii, tlie tazpiiy&r's at& r;i e h;ise 
period net incunie &letermined un&ler tliis section sliali be the am&aint compiiied 
under subsection (c). 

(b) Izcasass is (. ;ArAcITY. — An increase in &al&acity for prod»& tion or op& ra- 
tion shall be deemed to have occurred, for tbe piirposes of this sectioi&, if the 
tazpayer estal&lislies tllat it ma&in an ad&lition or a&13itions to its f icilities (iis de- 
fined in subsection (d) ) or replaced all or a part of its ezisi. ing facilities, anil 
that: 

(2) (A) as a result of such additions or replacements, its cap:i&ity for 
produ&&tion or operati&&il oli the last day of its 1&ase period was I;&u per ceriium 
or iuure of its cap;&city f&&r production or op& ration on the day prior to the 
begiuning nf such SS-m»nlh period, and (n) the a&tj»sted basis f«r deter- 
mining gain upon sale or ez& hange of its total facilities on the last day of its 
l&ase, && riod was 1SU per centmu or inure of the a&ljusted l&asia for d& ter&i&in- 
ing gain upon sale or ezchange of its t&&t:il facilities on the &lay prior to the 
begiuniug of such gd in&&nth period " " * 
t 

(d) FAcn. IIIEs. — For the purposes of this section, the term "facilities" means 
real property and depreciable tan-ible property, held by the taxpayer in good f:iith 
for the purposes of the busiuess. 

The tern& "capacity for production or operation", as de6ned in sec- 
tion 40. 444 — 2 of Regulations 1, &0, means the capacity to produce or to 
operate rather than the level of production or operation actually 
achieved. Thus, the coiitinued or additional utilization of existing 
facilities does not constitute an increase in capacity. In the instant 
case the leased facilities were utilized by the afliliated group during the 
base period and should be included in the measurement of capacity for 
production as of the day prior to the beginning of the last ~o0 montlis 
of the base period. 

In view of the foregoing, it is held that for the purposes of section 
444(b) (2) (A) facilities held under lease by the parent company of an 
a51iated group as of the day prior to the beginning of the last oo0 

months of the consolida(ed base period constitute facilities held by the 
taxpayer, within the meaning of section 444(d) of the Interiial 
Revenue Code, and no increase in capacity for productio» under the 
provisions of section 441 (b) (2) of the Code, results to the aAiliated 
group upon the acquisition. by purchase, of such facilities by a subsi&li- 
ary conIpany prior to the close of the consolidated base period. 

SEGTIoN 40 444 2& REGUI. ATIQNs 130: Requirements 
as to increase in capacity for production or oper- 
ation. 

INTERNAI. REVENUE CODE 

Regulations 180 amended. (See T. D. 507&& page 821. ) 
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SECTION 445. — AVERAGE BASE PERIOD NET INCOIIE- 
NEI&V CORPORATION 

SEGTIQN 40. 445 — 2. REoULATIONs 180; Computations. 

INTERNAL REVENUE CODE 

Regulations 180 amended. (Sce T. D. 5078, page Ml. ) 

SECTION 448. — EXCESS PROFITS CREDIT — REGULATED 
PUBLIC UTILITIES 

SEUTIUN 40. 448-1: Excess profits credit of 
regulated public utilities entitled to bene- 
fits of section 448. 

( Also Sections 40. 448 — 2, 40. 448-3. ) 

T. D. 5983 

TITI. L&' 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 
L&'XCESS PROF&ITS TAX; TAXABLE YL&'ARS ENDING AFTER JUNE 30, 1930 

Excess profits credit of regulated public utilities entitled to bene- 
fits of section 448 of the Internal Revenue Code. 

TREASIJRY DEPARTMENT) 
OffICE OF COMMISSIONER OI INTERNAL REVE~NIIE& 

Washington 0~, D. 0. 
To Ogcers and P. 'mptoyees o j the Interna/ Revenue Service and Others 

Concerned: 
On June 27, 1M2, a notice of proposed rule making was published 

in the Federal Register (17 F. R, 5772) to conform Regulations 180 
t 26 CI'R, part 40] to sections 513 and 514 of the Revenue Act of 1951, 
ayproved October 20, 1051& and to express in greater detail the regula- 
tions under section 448 of the Internal Revenue Code, relating to the 
excess profits credit of regulated public utilities. After considera- 
tion of all relevant matter presented by interested persons regarding 
the rules proposed, th amendments to Regulations 180 set forth below 
are hereby adopted. 

PARAoRAPH 1. There is inserted iinmediately preceding section 
40. 448-1 [2() CFR 40. 448 — 1] the following: 

SEC. 513. EXCESS PROFlTS CRLDIT — REGULATED PUBLIC 
UTILITIES [Itl"VENUE ACT OY 1051, API'ROVI&. 'D OC'IOBER 20, 
1J &1]. 

Section 448(c) (3) (relating to regulated public utilities) is hereby 
anicnded to read as follows: 

"(3) 0 per centum in the cas of a corporation engaged as a com- 
mon carrier (A) in the furnishing or sale of transportation by rail- 
road, if subject to the jurisdiction of the Interstate Commerce 
Commission, or (B) in the fu&nishing or sale of transportation of 
oil or other petroleum proilucts (including shale oil) by pipe line, 
if subject to the jurisdiction of the Interstate Con&merce Conimission 
or i& the rates for such furnishing or sale are subject to the jurisdic- 
tion of a public service or public utility commission or other similar 
hotly of the District of Columbia or of any State. " 



SEC. 014. CONSOLIDATYD Rl I'URNS OF l(L&'('I'I. &&'I'ICD PUI)I. IO 
UTII. ITlES [RE VL'N l. 'E ACT Ol&' 1001, Al'I'ltOVL&'D OCTOHl&. 'H 20, 
1001]. 

Section 44S(e) (relating to consolidated returns of re, -'ul;&ted public 
utilities) is hereby an&euded by addiug at the end thereof the folio&ring 
ne&v seutence: 
"For purposes of filing a consolidated return with its railroad l&&ss«e 
corporation, n railru &d lessor corporation described in s«&tiou 404(&i) 
( without &'cgard to the rcquircu&m&t of payment of th«. 1«ssor's t;&sos by 
the lessee) shall be considered a corporation des«rib«d in subse«iiun 
(c) (g). " 
SEC. , "'. El'I'I. CTIVE DATE OF TITI. E V [RL&'VEXI'E AC'I' OI&' 

1001, API'I, 'O&&'EI 
& 0(', TOBKH 20, 1(&, )1]. 

the an&en&1&uents u&ade by this title [i&winding sc& ti&ins filg 
and fi14] shall be applicable only &vith r«spect to taxable y&n&rs «nding 
after June g&&, 10, &0. 

PAI&. 2. Section 40. 488-1 [26 (. I& lt 40. 488-1J is a»ic»ded by addi»g 
at the end thereot the follovvi»g: 
For rules appl!cal&le to cons«lidated returns of nfiiliated corporations w'hi&h in- 
«lude &egulatcd public utilities, sce se& iiun 20. 141-1 of It«guh&iio»s 111 and see 
Regulations i 0&, 

PAR. 8. Section 40. 448-2 [26 CI& P 40. 418-2j is arne»dcd as folio~vs: 
(A) By striking paragraph (a) (8) u»d i»scrti»g iu lieu thereof 

the f ol low i »g: 
(g) A corporation en&;& "ed as a common «arrier (i) in the furnishin&. 

or sale of transportation by railroad, if snbject to ti&e juri. &li«tion of the 
Interstate Comm& rce (. 'o!u&nission, or (ii) in the furnishin or s:&le ot tr;»&s- 
portation of oil or other petroleu&n produ«ts (in«i»din" shale oil) by pii&e- 
line, ii subject to the jurisdi«tion of ihe I»ters&ate i'orna&cr&'e Cor&mission 
or if the rates for such furuishing or sale are s»bj&'ct to ihe juris&li& &ion 
of a public scrvi&. e or public utility con!mission or otl&er si»&ilar body of 
the District of Columbia or of anv State. 

(B) By redesignating (b), (c), a»d (d) thereof as (d), (e), and 
(f), respectively. 

(C) By striking tlie last sei&tei&ce of (a) a»d ii&seiti»g i» lieu there- 
of the follovving: 
For the purpose of this section the tcr&n "a corporation en"aged in the fnrnish- 
ing or sale" in& ludes a co&'poration (i) whose op&rations are an int&'gral p;&rt 
of "the furnisi&ing or sale" of a product or service described in sc&tion 44s(c) 
and this section by an interconne«tcd and coordinated public utility svs&e&u 

or systems and (ii) wi&ose rains for furushing products or scrvi«cs to the sys- 
tem or systems are established or approved by a &'egul»tory body des«rib& d in 
this paragraph under the sn&ne type of r«"station npplicable to the svs&em or 
systems for the products or services cl&'scribed in section 44S(c) and ti&is se&. iiou. 

(b) P&ntes. (1) If a schedule of rates has been tiled &vith any reguh&tory bo&ly 

described in (a) of this section having the p&uver to dis;&pprove sn«h »" les, 
then such rates shall be consider«d as esiablished or approved rates for the 
purpose oi (a) of this section even though such bcdy bas tal&cn no action on 
the filed schedule. 

(g) Rates fixed by contract bet&veen the public utility and the pnr«baser, 
except where the purchaser is the United States, a State, the Distri& t of Colum- 
bia, or an agency or political subdivision of the l. nit«d Si;&t&s, a State, or the 
District of Columbia, shall not be consid& red as established or approved rates 
for the purpose of (a) of this section in those cases where they are not subject 
to dire«t control, or where no n&aximun& rate for such contract rat& s has been 
established, by the United Stat& s, a State. the District of Columbia, or by any 
ageucy or political division thereof. Hut see paragraph (3). 
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(8) If the taxpayer estab)ishes to the satisfaction of the Commissioner that 
it. . revenue from regulated rates described in paragraph (1) or (4) of (a) of 
this section and from unregulated rates are derived from its operation of a 
sin Ie interconnected and coordinated system or from its operation of more 
tbnn one such system, and that an unregulated rate applicable in the operation 
ot such system or systems hns been and is substantially as favorable to users 
an&1 curisurners as a comparable regulated rate applicable in the operation of such 
syst«n or systems, the revenue from such unregulated rate shall be considered, 
for the purpose of (a) of this section, as income derived from sources described 
in pnrn raph (1) or (4) of (a) of this section. For the purpose of determining 
whether or not an unregulated rate has been and is substantially as favorable 
to users arid consumers as a comparable regulated rate, due consideration shall 
be given to the factors recognized by the regulatory body described in (a) of 
this section under whose jurisdiction the comparable regulated rate is estab- 
lisln d ur approved. 

(c) Byproducts and residual prod«c&s, — If byproducts or residual products 
are a direct and necessary incident to the furnishing of products or services 
described in section 448(c), and if the revenue from such byproducts or residual 
products is applied in reduction of tbe cost of furnishing the products or services 
described in section 448(c) or is otherwise rejected in the rates established or 
approved by the regulatory body for such products or services, then the revenue 
from su& h byproducts or residual pruducts shall be considered as derived frum 
sources described in section 448(c). 

(D) By striking subparagraph (2) of (e) thereof (as redesignated 
by subparagraph (B) above), and by substituting therefor the 
following: 

(2) In the case of a corporation described in (a) (1) (i) or (ii), (2) or 
(4) of this section, if the corporate books of accouut are maintained in 
a&. cordance with systems of accounts prescribed by an appropriate regulatory 
body (or, if not so prescribed, are maintained in accordance with the uni- 
f&&rin systems of accounts prescribed by the Federal Power Corninission or 
the National Association of Ilailway and Utility Commissioners), tbe ad- 
justed invested capital for such taxable year shall be the sum of the average 
outstanding common and preferred capital stock accounts for the taxable 
year and the averiige capital and earned surplus accounts for the taxable 
year, as properly recorded on the corporate books of account. The fol- 
lowin ~ rules shall apply for the purpose of this paragraph: 

(i) Tlie determination of the adjusted invested capital for any taxable 
year shall be made without regard to the profits or loss for such taxnble 
year couiputed in accordance with such system of accounts and with- 
out regard to distributions out of the profits for such taxable year so 
computed. In determining whether a distribution is out of the profits 
for the taxable yenr, such profits shall be computed as of the close of 
such taxable year without diminution by reason of any distribution 
made during such taxable year or by reason of the income and excess 
profits tax for such taxable year and the determination shnll be made 
vvithout regard to the amount of the profits at the time the distribution 
was mnde. 

(ii) The term "an approprinte regulatory body" as used in this sec- 
tion means a regulatory budy described in section 448(c) (1) and in 
(a) (1) of this section, under whose jurisdiction the corpor&ition 
operates. 

(iii) The average of nny account (such as the common stock ace&&unt 
or the capital surplus account) shall be the suiii, divided by the nuniber 
of dnys in the taxable ye:ir, of the amount of such account as of the 
beginning of each dny of the taxable year. 

(iv) If the adjusted invested capital for any taxnble year is com- 
puted by the method prescril&ed by this paragraph, the tnxpnyer must 
attach a stntenient to its return for such tnxnble year settiug forth 
all the facts which require the use of such method. 

P~tt. 4. Section 40. 448-8 [26 CFR 40. 448 — 8] is amended as folloxvs: 
(A) By changing the cross reference in (a) thereof from "section 

40 448-2(c)" to "section 40 448-2 (e) ", by changing the cross reference 
in (c) thereof from "section 40448-2(d)" to "section 40. 448-2(f)", 
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and by changing the cross reference in (d) thereof from "sectIon 
40. 448-2 (b)" to "section 40. 448-2 (d) ", 

(B) By adding at tire end of (a) thereof the follorving: 
In case the corporation is described in section 40. 448-2(a) (1), (2), (8), or (t)), 
and is also described in s&'ction 40. 44S — 2(a) (4) or (0), the eoiiiputation under 
the preceding sentence shall be as folloivs: 

(1) A first amount shall be eoiuputed by applying a 0 percent rate to the 
suni of the iterus specified in the preceding sentence; 

(2) A second amount shall be coniputed t&y applying a 1 percent: rate 
to the sum of the items specified in the precedin ~ sentence; 

(3) There shall l&e added to the first amount so touch of the second 
amount as the ratio of the gross income froiu the operatious described in 
section 40. 44S — 2(a) (4) aud (5) bears to the total gross income froin the 
operations described in section 40. 44S-2 (a). 

For the purpose of this paragraph gross income shall be computed without re- 
gard to dividends and capital gains and losses. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (56 Stat. 62, 467; 
26 U. S. C. 62, 8791) . ) 

JrrsTIN F. EVrNKr, r. 
& 

Acting Commissioner of Internal Fi'euettue. 
Approved February 10, 1958. 

ELBERT P. TrrTTLE& 
Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register February 18, 1058, at 8: fig a. m. ) 

SEcTIQN 40. 448 — 2(e): Adjusted invested capital. 

INTERNAL REVENUE CODM 

Rev. Rul. 63 

In connection with the computation of the excess profits credit for 
regulated public utilities, the phrase "as properly recorded on the 
corporate books of account", as it is used in section 40. 44S-2(e) (2) 
of Regulations 180, refers to entries in the corporate books of ac- 
count, inclmling all adjustments thereto, which have been made in 
conformity with the rules and system of accounts prescrilied by the 
anpropriate regulatory body, and subject to the liiuitations set forth 
in section 40. 448-2(e) (2) (i) of the regulations. 

Advice is requested relative to the correct interpretation of the 
phrase "as properly recorded" as it is used in section 40. 448-2(e) (2) 
of Regulations 180 with respect to the computation of adjusted in- 
vested capital of a regulated public utility tor purposes of determin- 
ing the excess profits credit under section 448(b) of the Intcn&al 
Revenue Code rn a case where such regulated public utility main- 
tains its books of account in accordance with a system of accounts 
prescribed by an appropriate regulatory body, or if not so prescribed, 
are maintained in accordance with the uniform system of acrourits 
prescribed by the Federal Poiver Commission or the Natio»al Asso- 
ciation of Piailway and Utility Commissioners. 

Section 448 of the Internal Revenue Code provides a special alterna- 
tive niethod for the computation of excess profits credit to certain 
corporations which qualify as regulated public utilities. 

Section 40. 448 — 2(e) (2) of Regulations 1;&0, promulgated pursuant, 
to section 448 of the Code, provides in part. as fol]ows: 

(2) In the case of a corporation described in (a) (1) (i) or (ii), (2) or (4) 
of this section, if the corporate boolrs of account are maintained in accordance 
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with systems of accounts prescribed by an appropriate regulatory body 
the adjusted invested capital for such taxable year shall be the sum of the 
average outstanding common and preferred capital stock accounts for the tax- 
able year and the average capital and earned surplus accounts for the taxable 
year, as properly recorded on the corporate boolcs of account. ' * *. [Italics 
supplied. ] 

In the Senate Finance Committee Report on the Excess Profits Tax 
Act of 1950, C. B. 1951-1, 260, 261, it is stated that in the case of cer- 
tain regulated industries receiving the benefit of this provision where 
the coi porate books of account are maintained in accordance with the 
uniform systems prescribed by a regulatory body, the equity capital 
and retained earnings are the sum of the average outstanding common 
and preferred stock accounts and the capital surplus and earned. sur- 
plus accounts as shown on the corporation's books. It is further 
stated therein that such regulated utilities may compute their equity 
capital and retained earnings in the manner provided by their regu- 
lating bodies rather than by the means provided for ordinary cor- 
poratio»s using the invested capital basis. This method was per- 
mitted to allow these regulated public utilities to compute the ele- 
ments of their adjusted invested capital by use of the same elements 
that are employed in the determination of the base upon which their 
rate of return is computed for regulatory purposes of other govern- 
mental bodies. 

It is accordingly held, in connection with the computation of the 
excess profits credit for regulated public utilities, that the phrase "as 
properly recorded on the corporate books of account, ", as it is used in 
section 40. 448 — 2(e) (2) of Regulations 130, refers to entries in the cor- 
porate books of account, including all adjustments thereto, which have 
been made in conformity with the rules and system of accounts 
prescribed by the appropriate regulatory body, and subject to the 
limitations set forth in section 40. 448 — 2(e) (2) (i) of the regulations. 

SECTION 449. — PERSONAL SERVICE CORPORATIONS 

SEOTIDN 40. 449-1, REGULATIONs 160: Taxation of 
personal service corpora. tions. 

(Also Section 52, Section 29. 52 — 1. ) 
INTERNAL REVKNUL&' CODE 

Taxpayers desiring to use Schedule PS (Form 1120), Computation 
of U»itcd States Personal Service Corporation Income, in filing re- 
turns for the calendar year 1952 or for a fiscal year ending in 1956 
should utilize Schedule PS (I&'orm 1120) for 1951 a»d should Inake the 
appropriate changes in the dates printed on such form. 

SEUTIDN 40. 449-8, RRGUI, ATIo&Ns 180: E&lection T. D. 5961 
as to tax'&lbility. 

(Also Section 454, Section 40. 454-1. ) 
TITI. E 20 — INTERNAL RL&'VENUF. — CHAPTL&'R I, SUBCHAPTER A, PART 40. — 

EXCESS PROI&'ITS TAX; TAXABLE YEARS ENI)ING AFTER JUNE 30, 19oo 

Ile ulations 130 amended to make technical corrections and to pro- 
vide rule for determinin& the excess proQts tax in the case of certain 
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corporations uot subject to the excess profits tax for all taxable 
years eudiug after June 30, 1050. 

TREAsvRv DEFAirrsiENr, 
OFFIOE oF CQMMIssloNER oF INTERNAL REvxvvE& 

lVashington 8o, D. C. 
To Officers and EmpZoyees of the Interna tRevcnue hei vice and Others 

Concerned: 
On September 18, 195, notice of proposed rule niakiiig with respect 

to determining excess profits tax of certain corporatiotis not subject 
to the excess profits tax for all taxable years endin~ after June 80, 
1950, was published in the I&'ederal Register [17 F. ft. 8276]. After 
consideration of all sucli relevant matter as was presented bv inter- 
ested persons regarding the rules proposed, the amendments to Itegula- 
tions 180, set forth below are hereby adopted. 

PARAOR&FH 1. Section 40. 449 — 8 [26 CFR 40. 449 8], wliich section 
relates to election as to taxability under subcliapter D of chapter 1 
in the case of a personal service corporation, is amended as follows: 

(A) By correcting in the second sentence of such section tlie typo- 
graphical error "be be" to read as follows: "to be"; and 

(B) By adding at tlie end of such section the following new 
sentences: 
For the purpose of determining the excess profits tax for any taxable year for 
which the corporation does uot make au election under section 449. the first 
taxable year of the corporatiou ending after June 30, 1050, is considered its 
first taxable year under subchapter D of chapter 1, whether or uot it umde 
au election under section 449 for such taxable year. Similarly, the second 
aud subsequent taxable years under subchapter D of chapter 1 are deteruiiued 
without re'"ard to any election under section 449. 

PAR. 2. Section 40. 454 — 1 [26 C1cR 40. 454 — 1], which section relates 
to exempt corporations, is amended as follows: 

(A) By striking from (b) of such section the word "paragraph" 
and by inserting in lieu thereof the following: subsection"; and 

(B) By adding at the end of such section the following new 
paragraph: 

(f) For the purpose of deteruiiuing the excess profits tax for any taxable year 
for which the corporatiou is not exempt under section 454, the first taxable year 
of the corporatiou ending after June 30, 1950, is considered its first taxable year 
under subchapter D of chapter 1, whether or uot it was exempt under section 
454 for such taxable year. Similarly, the second aud subsequent taxable vears 
under subchapter D of chapter 1 are determined without regard to any exemp- 
tion under section 454. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 8791 of the Internal Revenue Code (58 Stat. 82, 467; 
26 U. S. C. 62, 8791). ) 

JO1IN S. URAtlAM, 
Acting Commissioner of Internal Revenue. 

Approved December 16, 1952. 
THOMAS J. LxNcfI, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register December 19, 1952, 8: 57 a. m. ) 
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SECTION 458. — NONTAXABLE IXCO. ', JE FRO, I CERTAIN 
MINIX() AND TIMBER OPERATIONS, AND FROM NAT- 
URAL GAS PROPERTIES 

SEcTIGN 40. 453-2, PEGULATIQNs 130: Definitions. 

INTERNAL REVENUE CODE 

Regulations 180 amended. (See T. D. 5978, page 821. ) 

SEUTIoN 40. 453 — 2, REGUI. ATIoNs 130: Definitions. 
INTEIINAL REVENUE CODE 

Regulations 180 amended. (Sce T. D. 6004, page 45. ) 

SECTION 454. — EXEMP'I CORPORATIONS 

SEc'rIUN 40. 454 — li PvEGULATIGNs 180: Exempt 
corporations. 

INTLriiNAL KEVEXUE CODE 

Regulations 180 amended. (See T. D. 5961, page 356. ) 

SECTION 4515. — RELIEF FOR INSTALLMENT BASIS TAX- 
PAYERS AND TAXPAYERS WITH INCOME Ii ROM LON6- . TEI(M CONTRAC'I'S 

SEOTIoN 40. 455-2, REGULATIGNS 180: Coniputation T. D. 5972 
of income on accrual method. 

'I'ITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAI'TER A, PART 40. — 
EXCLcSS PkOFITS TAX; TAXABLE YLrAKS LcNDING AFTEk JUNE 80, 1950 

Section 40. 455 — 2(b) of Regulations 130 amended 

TREASURY DEPART5IENT& 
OFFICL" OF COWIMISSIONLrR OF INTERNAL REVENUEi 

Washington 85, D. O. 
To Ogcers and Employees of the Interna/ Revenue Service and Others 

G'oncerned: 
On November 25, 1952, a notice of proposed rule making was pub- 

]ished in the Federal Register (17 F. R. 10706) to amend Regulations 
180 [26 CFR, part 40]. No objections to the "ules published having 
been received within the 80 days following publication, such regula- 
tions are hereby amended by striking from section 40. 455-2(b) thereof 
the second, third, fourth, and fifth sentences, which read as follows: 
The deduction for bad debts under section 28(k) shall be allowed only with 
respect to debts which become worthless within the taxable year. No reserve for bad debts arising froin installmeut accounts receivable may be set up for excess profits tax purposes only, arid no bad debt deduction shall be allowed for any additions to such a reserve. Only those debts which have become worth- less within the taxable year and which are alloweil as a deduction in the compu- tation of net income for the purposes of the nornial tax and surtax for the tax- 
able year shail be allowed in the determination of the bad debt deduction for 
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excess profits tax purposes under section 45&5(a). If a debt reflected in install- 
ment accounts receivable was created in a prior taxable year, and if the total 
aulount of the profit represented by such installment accounts receivable is in- 
cludible in gross income for such year under the accrual method of accounting, 
the amount of the deduction for the bad debt shall be computed upon the accrual 
method and shall not be limited to the unrecovered cost of the goods or articles 
sold in consideration of such debt. 

and inserting in lieu thereof the following sentences: 
b;0 reserve for bad debts arising from accounts receivable from installment sales 
or installment sales obligations may be set up for exe&ss pr&&fits tax purposes 
unless a reserve has been established for income tax purposes. If a debt re- 
flected in installment accounts receivable was created in a i&rior taxable year, and 
if the total amount of the profit represented by such installment accounts re- 
ceivable is includible in gross income for such year under the accrual method of 
accounting, the amount of the deduction for bad debts, in the case of a taxpayer 
which bases its deduction for bad debts on the debts which become worthless 
within the taxable year, shall be computed upon the accrual method and shall 
not be limited to the un&ecovered cost of the goods or articles sold in considera- 
tion of such debt. The same principle shall be ai&plicable in detern&ining the 
amount which may be deducted as a reasonable addition to a reserve for bad 
debts in the ease of a taxpayer properly on the reserve method. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (53 Stat. 32; 26 U. S. C. 62), ) 

JoIIN S. GRAEIAM) 
Acting Commissioner of Internal Revenue. 

Approved January 16, 1053. 
TiioMAs J. LzNCEI) 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register January 21, 1003, 3: 54 a, m. ) 

SECTION 459. — MISCELLANEOIIS PROVISIONS 

SECTION 40. 459. (a)-1) REGUI. ATIONS 130: Transi- 
tion from war production and increase in 
peacetime capacity. 

INTERNAL REVFNUE CODE 

Regulations 130 amended. (See T. D. 5087, page 345. ) 

T. D. 5066 SEGTIoÃ 40. 459 (b) 1) REGULATICNs 130: Base 
period catastrophe. 

TITLE 20 — INTERNAL REYENUL& — CHAPTER I, SUBCHAPTER A, PART 40 

EXCESS PROFITS 'IAX; TAXABI. E FEARS ENDING AFTER JUNE 30, 1000 

Regulations 130 amended to conform to section 517 of the Revenue 

Act of 1051, relating to base period catastrophe. 

TREASURT DFPARTMENT, 

OrrIcE CF CCMMIssioNER oF IN'IT'RNAL REVE)NUE) 

N~ashington 8G) D. C. 

To Officers and E'mployees of the Internal Eevenue Service and Others 

Concerned: 
On November 6, 1952) a notice of proposed rule making rvas pub- 

lished in the Federal Reg)ister (17 F. R. 0088) to conform Regulations 
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180 [26 CFR, part 40] to section 517 of the Revenue Act of 1951& ap- 
proved October 20, 1951. No objections to the rules proposed having 
been received within the 80 days following such publication, such 
regulations are amended by inserting immediately after section 
40. 458-8 [26 CFR 40. 458 — 8J the following: 

SEC. 517. IIASE PEIIIOD CATASTROPHE [REVERIE ACT OF 1951, 
APPROVED OCTOBL&'R 20, 1951]. 

Section 459, as added by section 510 of this Act, is hereby amended by 
addirig after subsection (a) thereof the followirig new subsection: 

"(b) BABE PER&OD CATARTkoPHE. — 
"(1) Er. io&k&LITY REQUIR&:MENTs. — A taxpayer shall be entitled to 

the benefits of this subsection only if it was engaged throughout its 
base period primarily in manufacturing and if— 

"(A) the taxpayer suffered during the last thirty-six months 
of its base period a catastrophe by fire, storm, explosion, or other 
crisualty which destroyed or rendered inoperative a production 
facility constituting a complete plant or plants havirig in the 
hands of the taxpayer immediately prior to tbe catastrophe an 
adjusted basis equal to 15 per centum or Inore of the adjusted 
basis of ail the taxpayer's production facilities at such time; 

"(B) as a result of such catastrophe the taxpayer's noriual 
production or operation was substantially interrupted for a 
period of more than twelve consecutive months; and 

"(C) the taxpayer, prior to the end of its base period, replaced 
such production facility with a production facility Ivhich at the 
end of its base period had in its hands an adjusted basis not less 
than the adjusted basis immediately prior to the catastrophe 
of the production facility destroyed or rendered inoperative. 

"(2) COMPLTATIOI&. — The taxpayer's base period net income deter- 
mined un&ler this subsection shall be the amount computed under 
subi&aragraph (A) or the amount computed under subparagraph 
(B), whichever results in the lesser tax under this subchapter for 
the taxable year for which the tax is being computed: 

"(A) The amount computed under section 4M(d) by substi- 
tuting for the excess pr&&(its net income for each month in the 
taxable year in which tbe &. atnstrophe described in paragraph 
(1) occurred an amount equal to the aggregate, divided by the 

nun&her of months in the hase period preceding such taxable year, 
of the excess profits net income for each month (computed under 
section 495(d) (1) ) in the base period preceding such taxable 
year. The average base period net income computed under this 
subparagraph shall, for the purpose of section 495&(a) (1) (B), 
be & onsid& red an average base period net income d termined 
under section 495 (d ) . 

"(B) The aniount computed under section 495(e) (2) (G) (i) 
arid (ii). " 

SEC. 529. L&'k FE('TIVE DATE OF TITI. E V [REVENUE ACT OF 1951, 
AI'PROVklD OCTOBL&'k 20, 1951]. 

Except as otherwise provided in section 500(d), the amendinents made 
by this title [including sec. 517] sliall be applicable only with respect to 
t;&xable years endin" after June 90, 1950. 

SEO. 40459(b)-l. BAsE PEI&IoD CATASTRDPIIE. — (a) In general. — A corporation 
which was engaged throughout its base period primarily in manufacturing, which 
suffered a catastrophe by fire, storin, explosion, or other casualty during the last 
90 mouths of its base period, and which satisfies all the requirements provided 
in subparagraphs (A), (B), and (C) of section 459(b) (1) may compute its 
average base period net income, for the purpose of computing its excess profits 
tax for any taxable year ending after June 90, 1950, under the provisions of 
section 450(b) (2) and of paragraph (b) of this section instead of under any 
other applicable provisions of the Code and regulations. 

(b) f'onrf&&&tot(on of arerage base f&eriod net income andcr section I&59(b). — If 
a taxpayer may conipute its average base period net income under section 459(b), 
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its average base period net income as corn»nted under sc& tion 4'i&0(b) (2) sh:ill 
be whichever of the following two amounts results in the hs. er excess»roiits 
tax for the taxable year for &vhich such tax is bein coinliuted: 

(1) The aruount computed under section 4l;&(d) arid section 40485 — 1(d) 
determined by substituting for the excess profits net in& oirie f&&r en& h mouth 
in the taxable year in which tlie catastroiihe described in sectiou 450(b) (1) 
occurred an;&mount e&I»al to the a 'gre "ate of the excess profits nirt incoir&e 
for each month (computed under section 485&(d) (I) aiid section 
40. 485 — 1(d) (1) ) in the base ircriod pr& ceding such taxable year &livi&led 
by the nuruber of nronths in ihe l&ase period i&receding such taxi&ble y&ar. 

(2) The anionrit coiiipnted ur&der s«ti&in 485(e) (2) (r. ) (i) uud (ii) 
and under sections 40. 4;er&-5(a) (7) (i) and (ii) and 40. 4:»-5(b). 

An average base period net in&ome coriiputed nn&lcr so& tion 45&&J(b) (2) (A) and 
under subpara raph (1) of this p:&ra 'r;&»h sh;&ll be considered, for the linrpose 
of section 485&(a) (1) (Il), to be an average b:ise period net income d& terrnined 
under section 43. &(d). If the aver;ige base period net i:icome is c&uu»uted under 
section 4&&0(b) (2) (A) and under sub»ar;&&'ra»h (1) of tliis para'raph for tlie 
pnipose of determining the excess pr&&ills tax f&ir ai&y tax;&hie v&ar, the b:&se 
period capital addition, provided in section 4:l, &(f), will be allowed in couiputiri&. 
the excess profits tax for snch taxable year. If. in deterininin" tire excess»rofits 
tax for anv taxable vear, the average base period nct income is computed und&. r 
section 450(b) ('&) (B) aud under subpar&i, ra»h (2) of this pari& 'rapli, however, 
the base period capital ii&ldition will not be allowed in computing the excess 
profits tax for such taxable year since such average base period net incon&e is 
not considered to be an aver;i "e ha;e period net inconie coiuputed nmler eiihcr 
section 48. &(d) or under section 44'2. The amount con&pnted under section 
45&0(b) (2) (A) and subpara, rapli (I ) of this paragraph or the arnonnt con&»utcd 
under section 4:&', l(b) (2) (I') and snbpara& raph (2) of this paragraph, &l&pendi»g 
on which results iu the lesser excess profits tax for the taxable year, is to be the 
average base period net income computed under section 4 &0(b). 

(This Treasury Decision is issued under the author ity contained 
iri section 62 of the Internal revenue (, 'ode (53 Stat. 32; 26 U. S. ('. 
62). ) 

JOI IN S. ORAIIAM& 
Actin g Commissioner of Internal Revenue. 

Approved December 22, 1052. 
TIIOM AS J. LINC& I, 

Acting Secretar j of' the Treasury. 

(k'iled with the Division of the I&'ederal ltegister December 20, 1052, 8; 52 a. m. ) 

T. D. 5078 SrcTIoN 40. 45&0(c)-1, HErIILATIONS 130: Consoli- 
dation of newspapers. 

TITLE 20 — INTI&'R, &AL 1&KVENUE. — CIIAPTKR I, SUBrIIAPTER A, rA&eT 4o. — 
EXCESS Pi&os &TS TAX; TAXAI&I. E YEAI&S 

Eight&ING 

AYTL&'ll J Ub'E so, Iaso 

Itegulations 130 amended to conform to section 518 of the Ieevenue 
Act of 1&J51, rel sting to consolidation of newspapers. 

Tierasu«v DEIA«rMENT& 

OEEIcE or CoM&&IISSIONE«or IN Irl&NAL I'iEvENvK, 
ll ashington 85, D. C. 

To Officers and Employees of the Internal Pi, ev&enue 6'ervice ared Others 
Concerned: 
On December 4, 1052, a notice of propose(1 rule makir&&& vvas pub- 

lished in the Federal IXegister (17 F. I&„10073) to an&ei&d Ite&nilations 

130 [26 CFR, part 40J. No objections to the rules proposed having 

been received within the 30 days folio&vino publict&tion, such re«uia- 
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tio»s are hcrcb]& amen(led by inserting immediately after section 
40. 450(b)-1(b) )2(] ClfH, 40. 450(b) — 1(b) ] the following: 

SE&C. 518. CONSOLIDATION OI&' NLcWSPAPL&"RS [REVLcNUE ACT OF 
1951, APPROVED OCTOBER 20, 1951]. 

Sectiou 450, a" added by sections 510 and 517 of this Act, is hereby 
amended by adding after subsectiou (b) thereof the following new 
subsection: 

"(c) Co&»SOIIDATION ox NEwsp&ipaa OFKRATIONs. — In the case of a 
taxi&ayer engaged priniarily in the newspaper publishing business in its 
last taxable year ending before July 1, 1050, if— 

"(1) After the close of the first half of the base period of the 
taxpayer and prior to July 1, 1050, the taxpayer consolidated its 
mechanical, circulation, advertising, and accounting operations in 
connection with its newspaper publishin ~ business with such opera- 
tions of another corporation engaged in the nev spaper publishing 
business in the same area; and 

"(2) The taxpayer establishes to the satisfaction of the Secretary 
that, during the period beginning with the consolidation and ending 
with the close of the first taxable year beginning after the con- 
solidation, such consolidation resulted in substantial reductions 
in the aniounts which would otherwise have been paid or incurred 
as expenses in the conduct of the operations described in paragraph 
(1); and either 

"(8) The total deductions of the taxpayer under section 
computed without regard to section 28 (s) and (bb), for the first 
tax;ible year beginniug after such consolidation were not in ex«ess 
of 80 per centum of the average of such deductions for the two 
taxable years of the taxpayer next preceding the taxable year in 
which such operations were consolidated; or 

"(4) The excess profits net income of the taxpayer, computed 
as provided in section 488(b), for the first taxable year of the tax- 
payer beginning after such consolidation was 125 per centuiu or 
uiore of the amount determined under section 485(d) (4); 

the taxpayer's average base period net income determined under this 
subsection shall bi an amount computed under section 485(d) plus an 
aniount equal to the excess of the average of the amounts paid or 
incurred as expenses in the conduct of the operations described in 
paragraph (1) during the two taxable years of the taxpayer next pre- 
ceding the taxable year in which such operations were consolidated 
over such aruounts paid or incurred during the first taxable year of the 
taxpayer beginning after such consolidation. In detenu[ning such excess 
ami&unt proper adjustment shall be made for increase in lain&r costs 
and newsprint follov ing such consolidation. Proper adjustnient shall 
also be made for any ense in which a taxable year referred to in this 
subsection is a period of less than twelve months. This subse«tiou shall 
not be applicable to any taxable year of the taxpayer unless the con- 
solidation described in paragraph (1) was continued throu bout such 
taxable year. " 
SEC. 528. EFFECTIVE DATE OF& TITLE V [ItEVENEE ACT OF 

1051, APPROVED O("l'OBER 2(), 1051]. 
Except as otherwise proviiled in se;tion 506(d), the amendments 

made by this title [including sec. 518] sh&ill be applicable only with 
resliect to taxable years ending after June 80, 1050. 

Sxc. 40. 450(c)-1. CONsonlnsTION ox NKWSPAPaas. — (a) A taxpayer which was 
en aged primarily in the newspaper publishin business in its last taxable year 
cndin before July 1, 1050, wliich after the close of the first half of its base 
period and before July 1, 10oo, consolidated certain of its operations with those 
of another corporation engaged in the same business in the sanie area, and 
ivhi«h satisfies all the require&»cuts set forth in paragraphs (1) and (2) and in 
either paragraph (8) or paragraph (4) of section 450(c) may compute its aver- 
age base period net income, for tlie purpose of computing its excess profits tax 
for any tax;ible year ending aft«r June 80, 195&0, under the provisions of section 
450(c) instead of under any other applicable provision of the Code. The average 
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base period net income may be computed under section 45&0(c) in determining 
the excess protits tax for any taxable year, however, only if the consolidation 
described in paragraph (1) of section 450(c) was continue&1 throu bout such 
taxable year. The average b&ise period net income coniputed under section 
450(c) shall be used in computirg the taxpayer's excess protits tax for any 
taxable year if, and only if, the use of such average hase period net in«ome 
coinputed under section 450(c) results in a lesser excess profits tax th:&n would 
result from any other allo&vable coinputation of such tax. 

(b) If the taxpayer is to conipute its average base period net inco&ne und& r 
section 4;&0(c), it must establish to ti&e satisfaction of the Cornriiissioncr, un&le& 

the provisions of paragraph (2) of section 4&&0(c), th'&t the consoli&1;&tion referred 
to in par &graph (1) of section 4;&0(c) resulted in substantial reductions in tbe 
amounts &vhich otherwise &vould have been paid or incurred as expei&ses (within 
the meaning of section 28(a) (1) (A) ) in the conduct of the operations described 
in paragraph (1) of section 450(c) during the period beginning &vith su«!i con- 
solidation and ending with the close of tlie first taxable year beginning after 
such consolidation. If the taxpayer Rrst claims the benefit of section 45&0(c) 
on its return or on an amended return or in a claim for refund, it inust attach 
a statement to such return or ainended return or claim for refund containing 
sufficient information to enable the Commissioner to determine whether the 
requisite substantial reductions in expenses occurred. 

(c) The taxpayer must satisfy the conditions of either paragraph (8) or 
paragraph (4) of section 459(c) in order to be allowed to conipute its ave«a "e 
base period net iucome under section 450(c). Under the provisions of para- 
graph (4), the excess profits nct income of the taxpayer, computed as provided 
in sectiou 488(b), for its first taxable year beginning after the consolidation 
described in pai'agraph (1) of section 459(c) niust be 1'5 percent or more of the 
amount determined under section 485(d) (4), ivhich rel»tes to the coinputation of 
the average base period net income under the general avera "e method. Section 
488(b) provides for the computation of excess profits net income for taxable 
years in the base period for the purpose of coniputing average base period net 
income. For the purp&&se of the test set forth in paragraph (4) of section 
450(c), however, the excess profits net income for the first taxable year of 
the taxpayer beginning after the consolidat&on shall l&e computed in the a&armer 
provided in section 488(b) without regard to ivhether or not such first taxable 
year is a taxable year in the base period. 

(d) (1) The average base period net income computed under section 450(c) 
shall be the sum of the followin" tv o aiiiouiits: 

(i) The amount computed under section 485(d) (relating to the computa- 
tion of average base period net income under the general average method); 
and 

(ii) An amount equal to the amount by which the average of the amounts 
paid or incurred as expenses in the conduct of the operations descrit&ed 
in paragraph (1) of section 450(c) during the two taxable years of tl&&. 

taxpayer immediately preceding the taxable year in which the consolidation 
described in paragraph (1) of section 450(c) occurred ex&ceded such 
amounts paid or incurred during the first taxable year of the taxpayer 
beginning after such consolidation. 

(2) In deteruiining the excess amount described in (ii) of subpara raph (1) 
of this paragraph, proper adjustment shall be made for any increase in the cost 
per unit of labor or newsprint, due to wage or price increases', following su& h 

consolidation. If the taxpayer can show by relevant data and un&ler enerally 
accepted principles of accounting that its average unit costs of labor or ac&«s- 

print in its first taxable year beginning after the consolidation were higher, d&ie 

to wage or price increases, than its avera e unit costs of labor or newsprint in its 
two taxable years iminediately preceding the taxable year in &vhich the consolida- 

tion took place, then the amount specified in (ii) of subparagraph (1) of this para- 

graph shall be determined by substituting for the costs of labor or newsprint in 

such first taxable year amounts determined ou the basis of its average unit costs 
of labor or neivsprint in such two taxable years immediately preceding the tax- 
able year in which the consolidation occurred. 

(8) If the first taxable vear beginning after the consolidation des& ribed in 

section 450(c) (1) or if either of the two taxable years immediately precc&ling 

the taxable year in which such consolidation occurred is a taxable year of less 

than 12 months, then, in determining the amount specified in (ii) of subpara- 

graph (1) of this paragraph, the amounts paid or incurred as expenses in such 
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taxable year in the conduct of the operations described in paragraph (1) of 
section 459(c) shall be such amounts as would be reiiected in a computation on 
an annualized basis under the method set forth in section 433(a) (2) (A). 
Similarly, if the first taxable year beginning after the consolidation or either 
of the two taxable years immediately preceding the taxable year in which the 
consolidation occurred was a taxable year of less than 12 months, then in deter- 
mining whether the taxpayer meets the requirement set forth in paragraph (3) 
of section 45&S(c) the total deductions of the taxpayer referred to in such para- 
graph (3) for such short taxable year shall be the amount which would be 
reflected in a computaticn on an annualized basis under the method set forth 
in section 433(a) (2) (A). If the first taxable year be'"inning after the consoli- 
dation was a taxable year of less than 12 months, the excess profits net incouie 
t' or such short taxable year shail also be aiinualizcd under the method set forth 
in section 433(a) (2) (A), In each case proper adjustment shall be made to 
prevent distortion with respect to nonrecuriing items. 

(4) If the average base period net income is computed under section 459(c) 
and this section for the purpose of determining the excess profits tax for any 
taxable year, the base period capital addition provided in section 435(f) shall 
not be allowed in determining such tax for such year. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. 82; 26 U. S. C. 62). ) 

JOIIN S. GBAFIAM) 
Acting Commissioner o f 1nterna/ Eevent&e. 

Approved January 29, 1958. 
M. 8. FOLSOM) 

Acting Secretar)J of the Treasury. 

(Filed with the Division of the Federal Register February 3, 1953, 8: 53 a. m. ) 

PART II. — EXCESS-PROFIl'S CREDIT BASED ON INCOME IN CONNECTION WITH 
CERTAIN EXCHANGES 

SECTION 461. — DEFINITIONS 

SEcTIUN 40. 461 — 7, REGULATIoNs 180: Provisions T. D. 6017 
generally applicable under Part II. 

(Also Sections 40. 461-6, 40. 461 — 8; Section 462, 
Sections 40. 462 — 2, 40. 462 — 4, 40. 462 — 9, 40. 462- 
15; Section 463, Section 40A68 — 1; Section 464, 
Section 40. 464-1. ) 

TITLE 26 — INTL)RNAI REVENUE. — CHAPTER I, SUBCHAPTllR A, PART 40. — 
EXCL&SS PROFITS TAX; TAXABLE YEARS ENDING AFTL&li JUNE ao, 1050 

Excess-profits credit based on income in connection with part II 
transactions. 

TBEASr;BY DEPARTMENT) 
OFFICE or COMMISSIONER OI' IN TFRNAL REYENUE) 

Washington, 85, D. C. 
To Officers and Emptoyees of the Internal Ee). enue 8ervJice and Others 

Concerned: 
On November 26, 1952, notice of proposed rulemaking, regarding 

amendments to part II of Regulations 180 [26 CI&'R, part 40]) relating 
to the excess-profits credit ba~sed on income in connection with certain 
exchanges, to conform such part to title V of the Revenue Act of 1951 
(other than section 521 of that act), approved October 20, 1951, 
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was published in the Federal Register (17 F. R. 1074, ']). After con- 
sideration of all such relevant matter as was presented by interested 
persons relating to the rules proposed, the ainendments to Regulations 
180 set forth below are hereby adopted. 

PARAGRAPH 1. There is inserted immediately preceding section 
521(b) (2) ot the Revenue Act of 1951, which precedes section 40. 461-1 
( 26 CFR 40. 461 — 1], the following: 

SEC. 509. AI. TERiVATIVE AVL'RAGL& BASE PL&'RIOI} Nl&:T INC()51L&" 
[REVENUE ACT Ol& 1951 APPI(OVED Oi'TOBL&'R 20, 1951]. 

(b) TECIINIOAL AMENOMEN&s. — 
If! 

(2) Section 461 (relating to definitions fur purposes of part II) 
is hereby amended by inserting al the end thereof the following new 
subse&. tion: 

"(g) APPLIOATIGN os SEcrrIGN 142(h). — For the purpose of this part, 
the reference to section 442 (c) in any section in this part shall be deeiued 
a reference to section 442 (c) or (h). " 
SL&'C. 519. TEI. EVISION BROADCASTING COMPANIES (REVE- 

NUE ACT OF 1951, API'ROVED OCTOBER 20, 1951]. 
Section 459, as added by sectioiis 516 to 518 of this Act, is hereby 

an&ended by addiiig after subsection (c) thereof the following new 
subsections: 

"(d) 'I ELEvisION BRGAncAsrrlNG CGM PAN&Es. — 
"(6) APPLIcATIoN os PART II. — The Secretary shall prescribe 

regulations for the application of Part II for the purpose of this sub- 
section in the ease of au acquiring corporation or a coruponent cor- 
poration in a transaction described in section 461 (a) which 
occurred prior to January 1, 1&051. 

PAR. 2. Section 40. 461 — 6, as added by Treasury Decision 5865 [C. B. 
1951 — 2, 97], approved November 16& 1951 [26 CFR 40. 461 — 6], is 
amended by changing the phrase "section 44" (c)" in (b) (1) thereof 
to read as follows: "se~ction 442 (c) or (h) ". 

PAit. 6. Section 40. 461-7, as added by Treasury Decision 5865 [26 
CFR 40. 461 — 7], is hereby aniended by adding at the elid thereot the 
following: 

(d) Arerage base period, net income deterniined i&&ith partial reference to 
section $35(d). — The last two sentences of section 435(d) as added by section 
503 of. the Revenue Act of 1951 (relating to a substitute 48 inonth period in lieu 
of the base period) are inapplicable I'ur the purpose of any computations other 
than the determination of the average base period net income under the general 
average method of section 435(d). Thus, in determining an alternative averaoe 
base period nct incoiue under section 442(c), 442(h), or 4&&9(d), with respect 
to a paIV, II transactioii, the base period of the taxi&ayer and not the substitute 
48-month period shall be used in computing the excess-profits net inconie of such 
taxpayer. 

(e) Nonat&ailabnity of part II in the case of an alternatii&e arerage base period 
net income coniputed under any subsectfon of section I&59 other than subsection 
(d) of sue)i section. — An acquiring corporation which is qualified to compute 
its average base period net income under any subsection of section 459 other 
than subsection (d) of such section, and Ivhich was a party to a part II trans- 
action at any time during or after its base period, shall be entitled to determine 
its excess-profits credit for any taxable year ending after the date of the part II 
transaction, under part II or under the applicable subsection of section 4o9, 
whichever produces the lesser excess-profits tax for the taxable year, but shall 
not be entitled to apply the provisions of both part II and the applicable sub- 

263354' — 53 24 
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section of section 4»9. The same rule is applicable to a component corporation 
ir& a part Il transaction, except that the provisions of section 401(c) must be 
applied wl&etl&er or not tbe excess-profits credit is determined with reference to 
section 4, &0. 

(f) Application of part Il in the case of an alternative average base period net 
income con&pated under section i&59(d). — A corporation which is qualified to 
co&npute its average base period net income under section 4&9(d) and which was 
a party to a part II transaction shall determine such average base period net 
in&on&e with reference to part II if the part II transaction occurred prior to 
J«nuary 1, 1051. For computations under section 459(d) with reference to part 
II, s&e section 40. 461-8. In the case of a part II transaction occurring on or 
after January 1, 1051, the rules stated in (e), above, are applicable (except 
that the provisions of this paragraph shall continue applicable with respect to 
any previous part 1I transaction occurring before January 1, 10«i). 

PAR. 4. There is added immediately after section 40. 461-7, as 
an&ended by paragraph 3 of this Treasury Decision [26 CFR 40. 461 — f] & 

the following: 
Src. 40. 401-8. RNLEs FoR APPLIcATIoN oF SEcTI«N 4. &0(d) I NDEE PART II. — 

Livery corporation engaged in the business of television broadcasting throughout 
a period beginning before January 1, 1051, and ending with the close of the 
taxable year, which is a party to a part II transaction occurring before January 
1, 105&1, whether as an acquiring corporation or as a component corporation, may 
compute its excess-profits credit based on income with reference to section 450(d) 
and to section 40. 402 — 15. The provisions of the regulations under part II 
applicable in the case of a taxpayer computing its excess-profits credit with 
reference to section 435 (d) (the general average method for determining average 
base period net income) shall also be applicable to a taxpayer computing its 
excess profits credit under part II with reference to section 4&&9(d), except as 
otherwise specifi&ally provided in section 40. 462 — 15, section 40. 403 — 1(g), and 
section 40. 404 — 1 (f ) . 

PAa. 5. There is inserted immediately preceding section 521(b) (6) 
and (4) of the Revenue Act of 1951& which precedes section 40. 462 — 1 
[26 CFH 40. 462 — 1] 

& 
the following: 

SL'C. 504. AVERAGE BASE PERIOD NET INCOJIE — ALTERNA- 
TIVE BASED ON GRO&&&&"TFI IV CASE OI' NL&')V CORPORA- 
TIONS (REVL&'NUE ACT OF 1051, AI'I'IIOVKD OCTOBER 20, 
10ol]. 

(b) As&ENOMENT oF PA&rr II. — Section 402(c) (relating to the use 
by an ac&tuirinz corporation in a Dart II trausaction of an alternative 
average base period net incon&e based on gro&vth) is hereby amended as 
follows: 

(1) By amending paragraph (I) thereof to read as follows: 
"(1) In the case of a transa&tion described in section 461(a), 

other than a transaction described in section 401(a) (1) (E), — 
"(A) The acquiring corporation shall not be denied the right 

to deter&nine whether it is eli„ible for the benefits of section 
435(e) without reference to the recomputation of its excess 
pr&&hts net income provided for in section 402(b) where the 
transaction occurred on or after July 1, 10«0, but it shall be 
denied such ri"ht where the transaction occurred prior to 
July 1, 1050. 

"(B) Where, immediately prior to the date of the transac- 
tion, the acquiring corporation and all the component corpora- 
tions (other than a corporation created incident to such trans- 
action) met the requiren&ents of section -l35(e) (1) (A) (i) and, 
in case the transaction occurred on or after July 1, 1050. had 
commenced business prior to the beginnln ~ of its base period 
(determined without reference to section 401(d) ), the acquir- 
ing corporation shall be entitled to compute its average base 
period net income under section 435(e) with reference to the 
recomputation of its excess profits net income provided for in 
section 402(b) if tbe tests of section 435(el ere sntisn«&s 
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that purpose, the acquiring corporation shall ciunbine with its 
total payroll aud its total gross receipts for that portion of 
its base period which preceded su& h trausactiou the total pay- 
roll and total gross receipts of such comporient corporiitions for 
that portiou ot such period and it shall couibine with its net 
sales for th;it portion of the period prior to Jaiiu:iry 1, 1951, 
ivhich preceded such transaction the net sales of such couipo- 
nent corporations for tliat portion of such period. Tbe;illocation 
of payroll and gross receipts amouiits of a couipouent cor- 
poration to any such portion of such period shall be made in 
accordiince ivith the rules provideil in section 465(e) (4) aiid (5). Ivor purposes of quiilifying under sectiou 465(e) (1)- 
( 1) (i) (relating to total;issits of the taxpayer), such acquir- 
ing corporation shall combi iie its total assets on the date specified 
in section 435(e) (1) (A) (i) with the total assets ot' each coiu- 
ponent corporation on such date, The Secretary sliall prescribe 
by regulations such rules as inay be necessary to insure that 
such combined total gioss receipts do not rellect a duplication 
for purposes of this section. 

"(C) )chere, immediately prior to the date of the transaction, 
either the acquiring corporation or one or more coinponent cor- 
porations (other than a corporation created incident to such 
transaction) did not meet the requirements of section 465(e) 
(1) (A) (i), or, in case the transaction occurred on or after 
July 1, 1050, had not commenced business prior to the be "in- 
ning of its base period (determined without reference to sec- 
tion 461(d) ), the a& quiring corporation sh;ill not be entitled to 
compute its average base period net incouie nnder section 
465(e) with reference to the recomputation of its excess profits 
net income provided for in section 462(b). In aiiy such case, 
where the transaction occurred on or after July 1, 1050, the 
monthly excess profits net incoine of the corporation entitled to 
the benefits of section 465(e) for any inonth of the acquiring 
corporation's base period shall be, for purposes of the recom- 
putation provided for in section 462(b), one-twelfth of tlie 
average base period net income to which such corporation was 
entitled under section 465(e), and such monthly excess profits 
net income shall be in lieu of the monthly excess proiits net 
income determined under paragraphs (1) and (2) of section 
462 ( b) . " 

(2) By striking from the second sentence of paragraph (2) 
thereof the words: "had commenced business prior to the be-inning 
of its base period (determined without reference to section 461(d) ) 
and". 

(6) By striking from paragraph (6) thereof the words "which 
had commenced business prior to i. he beginning of its base period" 
and by inserting in lieu thereof the following: "which had com- 
menced business prior to the end of' its base period". 

PAR. 6. Section 40. 462 — 1, as amended by Treasury Decision 5098 
[page 872, this Bulletin], approved March 24, 1068 [26 CFR 40. 462-1], 
is further amenrled as follows: 

(A) By changing the third sentence of (a) (1) to read as follows: 
If computed with reference to section 462 (b), the excess-profits net income of the 
acquiring corporation shall be the excess-profits net income or deficit in excess- 
profits net income for each month of the acquiring corporation's base period as 
defined in section 465(b) (or the 4(3-month period prescribed in section 465(d), 
if such period is available to the acquiring corporation), iucreased or decreased, 
as the case may be, by the addition or reduction resulting from including the 
excess-profiits net income or deficit in excess-profits net income for that month of 
all component corporations in the mauner provided in section 462(b). 

(B) By changing the phrase "computed under section 442 (c) and 
(d)" in (a) (3) thereof to read as follows: "computed under sec- 
tion 442 (c), (d), or (h) ". 
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(C) By inserting in the first sentence of (b) (1) (i) after the words 
"in the base period of the acquiring corporation" the following: "(or 
the 48-month period prescribed in section 4'35(d), if applicable) ". 

(D) By inserting in the first sentence of (b) (1) (iii) after the words 
"the acquiring corporation's base-period" the following: "(or the 
48-month period prescribed in section 435(d), if applicable) ". 

I'Aa. 7. Section 40. 462 — 2, as added by Treasury Decision 5865 [26 
Cf& 8 40. 462 — 2], is amended as follows: 

(A) By amending (b) (1) (i) (B) thereof to read as follows: 
(8) (aa) If the part Il transaction occurs before July 1, 1960, if the 

acquiring corporation recornputes its excess-profits net income under sec- 
tion 462(l&), and if the acquiring corporation qualifies under the rules of 
section 466(e) (1) (A) after applying the rules set forth in (ii), below; or 

(bb) If the part II transactio~ occurs after June 30, 1950, if the acquiring 
corporation (other than a corporation created incident to such transaction) 
and all the component corporations actually commenced business prior to 
the beginning of the acquiring corporation's base period, if the acquiring 
corporation recomputes its excess-profits net income under section 462(b), 
and if the acquiring corporation qualifies under the rules of section 
400(e) (1) (A) after applying the rules set forth in (ii), below. 

(B) By amending (b) (2) (i) (B) and (C) thereof by striking from 
tile phrase "and all component corporations actually commenced busi- 
riess prior to the beginning of the acquiring corporation's base period" 
the word "beginning" and substituting in lieu thereof the word "end". 

'((') By amendin~g (c) (1) (i) (B) thereof by striking therefrom the 
following: "if the component corporation actually commenced busi- 
ness prior to the beginning of its base period, ". 

(D) By amending (c) (2) (i) (B) thereof by striking therefrom the 
f'ollowing: "if the component corporation actually commenced busi- 
ness prior to the beginning of its base period, ". 

PAR. 8. Sec(, ion 40. 462 — 4, as added by Treasury Decision 5865 [26 
ClrR 40. 462 — 4], is amended as follows: 

(A) By amending (a) (1) by changing the phrase "under section 
442 (c) or (d)" in the introductory portion thereof preceding clause 
(i) to read as folloivs: "under section 442 (c), (d), or (h) ", and by 
striking froni such portion the word "either". 

(B) By amending (a) (1) (i) thereof by changing the phrase "for 
the purpose of section 442 (c) or (d)" to read as follows: "for the 
purpose o& section 442 (c), (d), or (h) ". 

(C) By amending (a) (1) (ii) thereof by changing the phrase "under 
section 442 (a) or (h)". 

(D) By amending (a) (2) by changing the phrase "under section 
442(c) or under section 442(d)" in the introductory portion thereof 
preceding clause (i) to read as follows: "under section 442 (c) or (h) 
or under section 442(d)". 

(E) By amending (a) (2) (i) thereof by inserting therein the phrase 
"or under section 442(h) (2) (B) (to the extent made available under 
section 442(h) (2) (D) )" and the phrase "or (h), respectively, " so that 
as amended such provision will read as follows: 

(i) The substitute excess-profits net income for any month identified under 
section 442(c) (1) and (3) or under sect'on 442(h) (2) (8) (to the extent 
made available under section 442(h) (2) (D) ) of any corporation entitled to 
the benefits of section 442 (c) or (h), respectively, immediately prior to 
the transaction shall be considered the excess-profits net income of that 
corporation for such month; 
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(I&') By amendin~ (b) (1) thereof by changing the phrase "under 
section 442 (c) or (c7) u in the first, sentence thereof to read as follows: 
"under section 442 (c), (d), or (h)", and b)1 strikirg therefrom the 
word "either". 

(Cv) By amending (b) (2) thereof. by changing the phrase "under 
section 442(c) or under section 442(d)" to read as follows: "under 
section 442 (c) or (h) or under section 442& (d) ". 

PAR. 0. Section 40. 462-9(a) (1), as added by Treasury Decision 5865 
[26 CFR 40. 462 — 0(a) (1)]& is amended by changing the phrase "or 
substitute excess-profits nct income if computed under section 442(c)" 
in the second sentence thereof to read as follows: "or substitute excess- 
profits net income it computed under section 442 (c) or (h)". 

PAR. 10. There is added immediately after section 40. 469 14, as 
added by Treasury Decision 5S65 |26 CUR 40. $62 — 14], the following: 

SEc. 40. 402 — 15. ALTERNATIvE AvERAGE BAsE PERIoD BET INcoME UNDER SEcTION 
450(d). — (a) Part II transactions other than. a transaction described in section, 
I&61(a) (1) (E). — In the case of a part II transaction occurriug before January 1, 
1051, other than a transaction described in section 401(a) (1) (E), the acquiring 
corporation shall ". entitled to deter&nine its average base period net income 
under section 450(d) in the manner provided therein, after the application of 
the rules provided below, if the requirements of sectio & 45i)(d) are satisfied 
after the application of such rules. The rules referred Io above are as follows: 

(1) For this purpose, the base period experience of the component corpo- 
ration prior to the date of the transaction shall be attributed to the acquiring 
corporation as if the business, cr businesses, the assets, and the other items 
of the component corporation during the period prior to the transaction 
were those of the acquiring corporation. 

(2) In applying the foregoing rule, proper adjustment as to each item 
shall be made to prevent duplication, including the elimination of such por- 
tion of any item with respect to the co. nponcnt corporation or the acquiring 
corporation as is attributable to transactions betv. een either such component 
corporation and the acquiring corporation or such component corporation 
and another compouent corporation. 

(3) In determining under the foregoing rules the total assets for any day 
prior to the date of the part II transaction, the provisions of section 47) 
shall be applicable with respect to the assets of the component corporation 
if such section is applicable to the part II transact' &n. 

(4) The principles of section 40. 401-3(c) shall be applicable not only with 
respect to excess-profits net iucome but also with respect to all other factors 
involved in the computation. 

(b) Part II transactions described in section $6'I (a) (1) (E). — In the case of 
a part II transaction described in section 401(a) (1) (E) which occurred prior 
to January 1, 1051, the provisions of (a) of this section shall be applicable 
subject to the following rules: 

(1) For the I . rpose of section 450(d) (2) (A), there shall be available to 
the acquiring corporation only such portion of each item of the component 
corporation's base period experience prior to the transaction as is allocable 
to the oropertics of such corn, '&oncnt corpoiation trans "erred to the acquiring 
corporation, determined under section 402(i) without regard to any items 
attributable to the televi ion properties. 

(2) For the purpose of section 450(d) (2) (B), the base period experience 
or the portion of the average base pe'iod net incon:e, as the case may be, 
attributable to the television properties shall be allocated on the basis of 
such properties transferred or retained. 

(3) The special rules of section 40. 401 — 7(b) are applicable in the case of a 
transfer to an acquiring corporation not created incident to the part II 
transaction or in the ease of a transfer by more than one component corpo- 
ration to an acquiring corporation. 

(c) Other applicable rules. — (1) If the stock in the component corporation is 
acquired by the acquiring corporation under circun&stances requiring an adjust- 
ment under the principles of section 402(j) (1) and section 40. 4()2-10, the follow- 

ing rules shall apply subject to the principles of such sections: 
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(i) The base period experience of the component corporation shall, for the 
purpose of the determination under section 459(d) (2) (A), be excluded to 
the extent attributable to such stock. 

(ii) For the purpose of the determination of the individual rate of re- 
turn under section 459(d) (4), the base period experience of the component 
corporation attributable to the business of radio broadcasting (including 
total assets so attributable) shall be excluded for the period prior to the 
acquisition of such stock to the extent attributable to such stock. 

(iii) If the acquisition of the stock occurs after the date as of which the 
ratio specified in section 459(d) (5) is determined, then, such ratio shall, to 
the extent tbe assets used in the television broadcasting business are at- 
tributable to such stock, be determined and be applied as of the date of the 
acquisition of the stock. See also (2), below. 

(2) For the purpose of the determination under section 4o9(d) (2) (A), the pro- 
visious of section 4, &!)(d) (5) shall (subject to the rule of (1) (iii) above, if. 
applicable) be applied to the combined base period experience of the acquiring 
corporation and the component corporation, that is, the ratio under section 
450(d) (5) shall be determined (whether for a date prior to or after the part II 
transaction) on the basis of the total assets of both corporations, and the ratio 
shall be applied to the excess-profits net income of the acquiring corporation 
as determined under this section with reference to the component corporation. 
See (a) (1) and (3), above. 

(3) If the part II transaction occurred in a taxable year of the acquiring cor- 
pora!ion ending after June 30, 1950, proper adjustment shall be made, under 
the principles of section 40. 462 — 11, in determining the excess-profits credit for 
such taxable year so that the benefit to the acquiring corporation from the appli- 
cation of section 459(d) with respect to the component corporation shall be 
reduced to an aniount which is such portion thereof as the number of days in 
the taxable year after the transaction is of the total nuinber of days in such 
taxable year. 

(4) For other applicable rules, see, in general, section 40. 461 — 8. 
PAR. 11. Section 40. 468-1, as added by Treasury Decision 5865 

[26 CFR 40. 46'3-l), is amended as follows: 
(A) By adding after paragraph (b) (8) the following: 

(9) For the purpose of section 435(g) (8) (relating to adjustments for 
changes in inadmissible assets in case of banks), the original total assets, 
the average total assets, and the increase or decrease in total assets of the 
taxpayer shall be determined uiider the rules provided in this section for 
the deterinination of original inadinissible assets, average inadmissible 
assets, and the increase or decrease in inadinissible assets, as if the rules 
had refereuce to all assets, wliether admissible or inadmissible assets as 
defined in section 440. 

(10) For the purpose of section 435(g) (10), the determination of an 
increase in operating assets shall be made under the rules provided in this 
section for the determination of an increase in inadmissible assets. 

(B) By adding after the second sentence of (d) (2) the following: 
In the computation for this purpose, section 445(c) provides that the net capital 
adilition or reduction shall be computed without re ard to the limitation to 75 
percent provided in section 435(g) (3) (C) and section 435(g) (4) (C) and (E); 

(C) By striking the words "and (8)" in paragraph (f) (1) (iii) and 
inserting in lieu thereof the following: "(8), (9), and (10)". 

(D) lay inserting at the end thereof the following: 
(g) Application of section $59(d). — If the average base period net income 

is coiuputed with reference to section 459(d), the net capital addition or reduc- 
tion computed under this section shall be adjusted in the manner required by 
section 4&9(d) and the regulations thereunder. For the purpose of such adjust- 
ment, the principles of section 40. 462-15(a) (1) shall be applicable. 

PAR. 12. Section 40. 464 — 1, as added by Treasury Decision 5865 
[26 CYR 40. 464 — 1], is amended as follows: 

(A) By amending the phrase appearing in the second sentence of 
(a) (1) thereof and reading "under section 442(c) with reference to 
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section 462(d)" to read as follows: "un&Eel section 442 (c) or (h) ivith 
reference to section 462(d) ". 

(B) By adding imme&liately after the third sentence of (a) (1) 
thereof tlIe follow. ing: 
Ão base period capital ad&lition shall be allowed the acquiring corporation with 
respect to any corporation a party to the part II transaction (whether the 
acquiring or con&poner&t corporation) the monthly excess-prohts net income of 
which is con&puted under section 436(e) and section 46&2(c) (1) ((') (see s&'. cti&&n 
40462-2(b) (1) (iii) and section 40. 462-2(b) (2) (iii) ); or, except to the extent 
provided by section 465(f) (8), if the monthly excess-profits net income of the 
corporation is conn&uted under section 442 (c), (d), or (h) and section 
462(d) (2) (B) (see section 40, 462 — 4(a) (2) and section 40. 462-4(b) (2) ). 

(C) By insertin«at the end thereof the following: 
(f) Application of section $69(d). — If the avera e base period net income is 

computed with reference to section 460(d), the base period capital additi&&n 
computed under this section shall be adjusted in the manner requi&'ed by section 
460(d) and the regulations thereunder. For the purpose of such adjust&nent, 
the principles of section 40. 462 — 15(a) (1) slmll be applicable. 

(This Treasury Decision is issued under the authority contained 
in section 62 of the Internal Revenue Code (58 Stat. 32; 26 U. S. C. 62) . ) 

T. COLEMAN ANDIIEws, 
Cornmi est'oner o j Internal Revenue. 

Approved May 29, 1053. 
M, B. I Oi. soit& 

Acting secretary o j the Treasljry. 
(Filed with the Division of the Federal Ite ister June 6, 1056, 8: 40 a. m, ) 

SE&CTION 462. — AVERAGE BASE PERIOD 
NET INCO~iE — DE'I'EIUIINATION 

SgcTIUN 40. 462-1& RL'Gvl ATloNS 180: General rules for 
determinin&r avera«e base period net income of. an ac- 
quiring corporation. 

INTERNAL itEVI&, XUE COI&E 

Regulations 180 amended. (See T. D. 5008& pa«e 872. ) 

SEcTION 40. 462 — 15, RKOUI. ATIONS 180: Alterna- 
tive average base period net income under 
section 459(d). 

INTERNaL REVENUE CODE 

Regulations 180 amended. (See I'. D. 6017, page 864. ) 

SECTION 463. — CAPITAL CHANGES 

SEcTIUN 40. 468 — 1, REOUI ATIONS 180: Net capital 
addition or reduction under Part II. 

INTERNAL REVENUE Col&E 

Re~lations 180 amended. (See T. D. 6017, page 864. ) 
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SKcTION 40. 468-3, RK(:vI, ATIoNs 180: Capital changes in 
case of l&art 1I transaction follolviiig part IV trans- actionn. 

IN'1ERNAL REVL&'NUE CODE 

Regulations 180 amended. (See T. D. 5008, below. ) 

SECTION 464. — CAPITAL CIIANGES DURING BASE PERIOD 

SRUTI(&N 40. 464 — 1, RKGvLATIoNs 130: Base period 
c;il&ital additions under Part II. 

INTERNAL REVENUE CODE 

Regulations 130 alnended. (See T. D. 6017, page M4. ) 

SKUTION 40. 464 — 8, REGULATIONS 180: Base period capital 
addition in case of part II transaction following part 
IV transaction. 

INTERNAL RLi'VENUE CODE 

P&eg&ul;ition 160 amended. (See T. D. below. ) 

PART IV. — FXCKSS PROI"ITS CREDIT BASED ON INCOME IN CONNECTION WITH 
CKRTAlN TAXABLE ACQUISITIONS OCCURRING PRIOR To DECEMBER I, 1950 

SECTION 474. — EXCESS PROFITS CREDIT BASED ON 
INCOML» — CERTAIN TAXABLE ACQUISITIONS 

SIIUTION 40. 474 — 1, RKrvLATIONS 180: Purpose 
;i»d scope of part IV. 

(Also Sections 40. 474 — 2, 40. 474 — 8, 40. 474-4, 
40. 474 — 

5&, 40. 474 — 6; Section 462& Sections 
40. 462-1, 40. 462 — 9; Section 468, Section 
4(). 46, '3 — 8; Section 464, Section 40. 464 — 3, 
Re&& ul;itions 180. ) 

T. D. 5098 

TlTI. E 20 — IN'I'ERNAL I(EVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 
Li"Xcli:SS PROI& ITS '1'AX; TAXABLE YEARS ENDING Ali'TKR JUNE 90, 1950 

Ite nlati&ms 130 amended lo conform to section 521 of the Reve- 
nne Act of 1001, relating to excess profits credit based on inconie 
in connection with ce tain tii&Bible ncqoisilio»s (part IV). 

I RKASURY DEPARTDIENT& 

OI rICE or Cola5IIssioNKR OF INTKRNAI REVENvE& 
1Vashi. nylon 85, O. O. 

To Ogcers and L&'mpZoyees o j the InternaZ revenue Service and Others 
Concerned: 
On December 2, 1052, noti(. e of proposed rulemal. -ing with respect 

to arne»dments to co»forln Re«uliitio»s 180 to section Ml of the 
Reve»ue Act of 1051 ( I'ublic I. alv 183, 82d Cong. , 1st sess. ), approved 
October 20& 1051, relating to excess profits credit based on income in 
connection Ivith certain taxable acquisitions (part IV), was pub- 
lished in the Federal Register (17 F. R. 10878). After consideration 
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of such relevant suggestions as Ivere presented by interested persons 
regarding the proposals, the amendments to Re!gulations 130 [o0 
CFR, patt 40] set forth beloIv are hereby adopted: 

PAIIAoaarH 1. Tl "re is inserted immediately preceding section 523 
of the Revenue Act of 1051, ivhich precedes section 40. 435 — 1 [o0 Cl'R 
40. 435 — 1], the folloIving: 

SEC. 521. EXCESS PROFITS CR(. DIT BASED ON INCOME IN 
CONNECTION IVITH CERTAIN TAX A BLE A('QUISITIONS 
[REVENUE ACT OF 1951, Al'I'ROVEI) OC'I'OBER 20, 1951]. 

(b) TEcHNIOAL AI!ENnx!ENTs. — 
(1) Section 435(a) (3) (relating to amount of excess profits 

credit) is hereby;rrnended by insertln before the piriod at the 
eud thereof the following: ", and in the cise of certaiu taxable 
acquisitions, see part IV of this subchapter". 

PAII. o. There is inserted immediately preceding section 40. 401-1, 
as added by Treasury Decision 5865 [C. B. 1051 — 2, 97], approved 
l('ovember 13, 1M' [26 CI& R 40. 461-1], the follovving: 

SEC. 521. EXCESS PROF1TS CREDIT BASED OiV IN('ONK IV CON- 
NECTIOIV IVITH CERTAIN TAXABLF, ACQUI. I!TIOVS [RKVE- 
NI. E ACT OF 19ol, APPROVED Of:TOBKR 20, 1951]. 

(b) TECHNICAI. AI!Exoi!FN rs, — 

(2) Section 401 (relating to definitions unrler part II ) is 
amended by inserting at the end thereof the following new sub- 
sections: 

"(g) CCRPCNENT CCRPCRATION IVHIEH IVAs A PURcHARING CCR- 
PORATICN IN A PREVIolis TRAIESAETICN. — Sce section 4((2 ( h ) (4) for 
rules applicable if the component corporation mus a purchasing corpora- 
tion (as defined in part IV) in a previous part IV transaction, or if 
(as an acquiring corporation in a previous part II trausaetion) it Ivas 
subject to the provisions of section 402(b) (4). 

"(h) DEFINITICN oa PART II TRANsACTrnN. — For the purpose of this 
subchapte, the term 'part II transaction' men!is a trausaction de- 
scribed in section 461(a). " 

SKC. 523. FFI ECTI VI, DA'1'E OF TI'I'LE V [REVENUE ACT OF 1951, 
APPROVLPD OCTOBER 20, 1951]. 

Except as otherwise provide!I in section 500(d), the aniendm( uts made 
by this title [sections 501 through 523] shall he applicable only with 
respect to taxable years encl!ng after June go, U}r!O. 

PAR. 3. There is inserted i!»mediately preceding section 40. 462-1, 
as added by Treasury Decision 5805 [20 CI&'R 40. 40 I-1], the following: 

SFC. 521. EXCESS PROYI'I S CltKDIT PASKD ON INC()AIK IN 
COV VK(. "I'ION IVITH CEIITAIN TA X A BI. I AC@I)IS ITIONS 
REVIqNUE ACT OF' 1951, APPROVED OCTOBER 20, 1951]. 

(b) TECHNICAL AAIENDISENTS. — 
(3) Section 462(b) (relating to the method of recomputing the 

excess profits net income of an acquiring corporation under part 
II) is hereby amended by adding at the end thereof the following 
new paragraph: 

"(4) If the average base period net incoioe of the acquiring cor- 
poration is determined under section 435(d) with reference to this 
subsection, and if the provisions of section 474(b) (relating to the 
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coinputation of excess profits net income in the case of certain 
purchasing corpiiratii&ns) were applicable to the component cor- 

poration immediately prior to the part II transaction (or would 

have been applicable, if such part II transaction had occurred in a 
taxable year of the component corporation ending after June 30, 
1&000), then the excess profits net income (or deficit therein) of the 
coniponent corporation shall, for the purpose of this subsection, be 
determined with the application of the provisions of section 474(b). 
Fi&r the purpose of this paragraph, if a component corporation was 
an acquiring corporation in a previous part II transaction and, 
iininediaiely prior to the later part II transaction, the provisions of 
this paragraph were applicable to such component corporation, 
its & x&ess priitits net income (or deficit thereiu) shall be det&. rmined 
with the application of the provisions of the preceding sentence. 
'1'his paragraph sliall be applicable to an acquiring corporation only 
if— 

"(A) the properties acquired by the acquiring corporation 
from the coniponent corporation include substantially all of the 
pr&&perties (oiher than cash), or properties acquired in the 
ordinary course of business in the replacement of propertie=, 
which the component corporation acquired either from the sell- 
irig corporation in the part IV transaction or from a previous 
c«niponent corporation subject (irumediately prior to such acqui- 
sitiiin) to the provisions of this paragraph; 

"(B) the business or businesses acquired by the acquiring cor- 
poration were opei'ated by the acquiring corporation from the 
date of such transaction to the end of the taxable year or were 
transferred during the taxable year by the acquiring corpora- 
tion in a part II transiiction to vvhich the provisions of this 
paragraph are applicable; and 

"(C) in the event that the part II transaction is one de- 
scribed in section 401(a) (1) (E), the provisions of section 
402(i) (0) are satisfied. " 

(4) SscT&ON 402(i) (0) (relating to allocation rules in the case 
of transactions des&ribed in section 401(a) (1) (E) ) is hereby 
a&nended by adding at the end thereof the following: Notwithstand- 
ing the provisions of paragraph (1), if an acquiring corporation in a 
transaction descrited in section 401(a) (1) (E) determines its aver- 
age base period net income under section 435(d) by recomputing its 
excess profits net income under the provisions of section 4«2(b) (4), 
tlie anu unt «f the component corporation's excess profits net income 
fiir any miinth which shall be tal«n into account by the acquiring 
corporation shaH be such portion of the component corporation's 
ex&ess profits net in& ome for such month as is determined on the 
biisis of the earnings experience of the assets transferred and the 
assets retained by the component corporatiou. " 

lg III 

SEC. , 23. El'FECTIVE DATLi' OF TITLE V [REVENUE ACT OF 
10;)1, AI'I'ROVED 0("I'OBL&R 20, 10«1]. 

Ex&el&t as otherwise provided in se&tinn 50(l(d), the amendiuents 
m:«le bv this title [sections 001 throu. h 023] shan be applicable only 
with respect to taxable years ending after . Turn& 30, lih&0. 

I'Alt. 4. Section 40. 4(&2 — 1, as added by Treasury Decision &8(]5 

t2(] CI'R 40. 4(]9 — 1], is amended by adding at the end thereof the 
following: 

(d) Recomt&utatton of ercess profits net, income of acquiring corporation pith 
reference to that of u compon&nt co&t&orntion u hich &cus a purchasing corpo- 
ration in a part 1V transuction. — (1) This paragraph is applicable where a 
purchasing corporation in a part IV transaction becomes a component cor- 
poration in a later part 11 transaction and imincdiately prior to the part II 
transaction the provisi&ins of section 474(b) were applicable in compu(ing the 
average base perii&d iict in&nine of the component corporation (or such pro- 
visions would have been applicable to the component if the part 11 transaction 
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had occurred in a taxi&hie year of the couilionent c&irporation e»ding after June 
30, 1950). In such case if the &vera 'e base period net i»i oi»e of the a&quiriiig 
corpor;ition in tlie part II transaction is determi»ed u»&ler the gener:&l aver- 
age»ietllod of section 43!(d) by recoi»piltilig the exc&as profits net in&ioriie 
with refererice to section 40'(b), in applying p»r;&graphs (b) and (c) of this 
section to the acquiring corporation the ex& css pr&iiits net inc&»»e (or deiicit 
therein) of the component corporation must be &leteiuniiied with the aiipli&a- 
tiou ol the provisions of section 474(b), whether or nut the componc»t cor- 
poration coniputcd its aver»ge base period net inc»i»e with the application 
of section 47'(b). For tlie application of tbe provisions of section 474(b) to 

purchasing corporation in a part IV transaction, see sections 40. 474-1 and 
40, 474 — 2. This paragraph shall not be alii&lie»hie to the acquiring corpor»tiun 
unless each of tlie following conditions is met: 

(i) The properties acquired by the acquiring corporation from the corn. 
ponent corporation must include substantiaily all the properties (other 
than cash), or properties a&quired in the ordinary course of business ic 
the repbrcenie»t of prul!erties, ivhich such coi»p&ment corporation acquired 
from the selling corporation iu tlie part IV transaction or fr»i&i a previous 
component corporation to which the provisions of section 462(b) (4) and 
of this paragraph were applicable, ' 

(ii) The business or businesses acquired by the acquiring corporation 
must have been operated by the acquiring corporation fr»i&i the date of 
the part II transaction to the end of the taxable year, unless such bnsiuess 
or businesses were transferred during the taxable year by the acquiring 
corporation in a subsequent part II transaction to which the provisions 
of section 462(b) (4) and of this paragraph are applicable; and 

(iii) In the event the part II transaction is a transaction described in 
section 461(a) (1) (E) the provisions of section 462(i) (6), relating to the 
allocation of base period experieuce, must be satisfied. See section 
40. 46'&-0 ( c) . 

(2) Similarly, in the case of successive part II transactions, (1) above is 
also applicable if a purchasing corpoi:ation in a part IV transaction becomes 
a comlionent corporation in a part II transaction and thereafter its acquiring 
corporation becomes a component corporation in a later part II transaction, 
and if immediate(y prior to the later part II transaction the provisions of 
section 46!2(b) (4) and of (d) of this section were applicable in computing 
the average base period net income of the previous acquiring corporation (or 
such provisions would have been applicable to the previous acquiring corpora- 
tion if the later part II transaction had occurred in a taxable year of the 
previous acquiring corporation ending after June 30, 1950). In such case, if 
the later acquiring corporation determines its average base period net income 
urider the general average method of section 435(d) by recomputing the excess 
profits net income with reference to section 462(b), in applying paragraphs 
(b) and (c) of this section to such later acquiring corporation the excess 
profits net income (or deficit therein) of its component corporation (that is, 
the previous acquiring corporation) shall te determined with the application 
of the provisions of section 474, whether or not the component corporation 
detei'mined its average base period net inconie by recomputing its excess profits 
net income with reference to section 462(b). As in the case of the first ac- 
quiring corporation, this paragraph is applicable to the second acquiring cor- 
poration only if the conditions set forth in subparagraph (1) (i), (ii), and 
(iii) above are met in the case ot the second acquiring corporation. 

PA(I. 5. Section 40. 462 — 9, as added by Treasury Decision 58()5 [20 
Ck'8, 40. 4()2-9], is amended by adding at the end thereof the followitig: 

(c) Part II transaction following part IV trans«ction. — If an acquiring cor- 
poration in a transaction described in section 461(a) (1) (F&. ) deter&nines its 
average base period net income under the general aver;ige method of se&tion 

435(d), if the component corporation in such transaction vvas a purciiasing 
corporation in a previous part IV transaction (or was an acquiring corporation 
from such a purchasing corporation), and if the acquiring corporation rec&imputcs 

its excess profits net income with the application of tl e provisions of section 
462(b) (4), the allocation of the base period experience of the component 

corporation shall be made on the basis of the special rule provided in section 
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462(i) (6) in lieu of the allocution provided in paragraph (a) or (b) of this 
section. The special rule provided in section 462(i) (6) requires that the 
allocation be made as follows: 

(1) I& or the period prior to the date of the part IV transaction, the excess 
profits net inco&ue or deficit (or portion thereof) properly attributable to 
the business or businesses involved in the part IV transa&. 'tion and acquired 
by the acquiring corporation in the part II transaction shall be the amounts 
which, wi&h respect to such business or businesses, were available under 
part IV to tl&e purchasing corporation in the part IV transaction (or would 
have been av;iilable if the part IV transaction had occurred in a taxable 
year of the purchasing corporation ending after June 30, 1050). 

(2) For the period after the date of the part IV transaction, the excess 
profiis n&'. t incon&e or deficit (or portion thereof) properly attributable to 
su& h l&usiiii. ss or businesses shall be determined under the principles of (b) 
of tliis section i&iit with&&ut regard to the requirement of a written agreement 
for t)&e;&pplicatiou of such priuciples. 

(6) If the acquiring corporation acquires, in the part II transactior. , 
proper&ies of the component corporation not used in such business or busi- 
ness& s, tlie excess profits net income or deficit properly attributable to such 
properties shall be determined under (b) of this section without regard to 
tlie requi&e&nent for a &vritten agreement as to such alloration. 

1&AR. 6. There is inserted immedh&te]y precedi»g section 40. 463 — 1, as 
ad&led by Treasury Decision 5865 |26 CFR 40. 46']-I], the following: 

SE&;. 5&21. EX& I&:SS I ROFITS CREDIT PASED O~ IIXCOjrE Ii COX- 
WK(TIt&X XVITH CE((TAIN TAXAI, I. E AC&JIISITIOXS [REVE- 
f(UE ACT OF 1&J51, APPROVED OCTOilER 20, 1&J51]. 

(b) Trcii& IOAI. Ax&xxo»IENIs. — 

(5) SE:cv&oN 4&&g (relating to capital changes) is a&nended by 
insertiiig at the end thereof the follovving new subsection: 

"(c) Cox&roNKNT Col&PoRATB&N 1VHIGH XVAs A. PvacEIAsING Colu'0- 
RATIGN IN A P&&EV&o&. s TRANSAOTIGN. — 'I'he Secretary shall provide by 
&eguiations for the application of this section in cases to v&hich section 
402(b) (4) is applicable. " 

SE('. 523. EFFLCTIVE DATE OF TlTI. E V [REVENUE ACT OF 
1&J51, AI'PROVL&'D OCTOBER 20, 1051]. 

Except as Other&vise provided in section 506(d), the an&endn&cuts made 
by this title [incl. sec. 521] shall i&e applicable only Ivith respect to 
tiixiible yeiirs ending after June 60, 1050. 

PAR. l. There is i»serted immediately after section 40 463 2& (&s 

I&dded by '1"reasury Decision 5865 [26 CFR 40. 468 — 2], the following: 
Sxc. 40. 4(rg — g. CAP&TAL CHANGEs IN CABE ox PART II TRANsAcrroN For towING 

I'Aar IV TRANsAcnoN. — In the case of an acquiring corporati&m in a part II 
transaction to which the provisio&is of section 462(b) (4) (relating to the 
uet&. r&nina&ion of the excess profits net income or deficit with tlie application 
of the provisions of section 474(b) in the ease of a co&nponent corporation which 
was a purchasing corporation in a previous part IV transaction) are applicable, 
the net capital ailditiou or r& duction of the acquiring corporation shall be deter- 
mined under section 40. 406 — 1 by recomputing the items of transferred capital 
addition and reduction of tlie component corporation with the application of 
the provisions of section 40. 474-5. Such adjustn&ent shall be n&ade vvhether or 
not the component corporation computed its excess profits credit with the 
application of the provisions of part IV. The adjustment provided in this section 
shall also be made in the case of a component corporation which Ivas au 
acquiring corporation in a previous part II transaction to Ivhich the provisions 
of section 462(b) (4) were applicable or would have been applicable if such 
previous part II transaction had occurred in a taxable year of the component 
corporation ending after June 60, 1050. In such case the adjustment shall be 
made with respect to the later acquiring corporation whether or not the previous 
acquiring corporation cotuputed its excess profits credit bv application of part II, 
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PAR. 8. There is inserted immediately preceding section 40. 464-1, 
as added by Treasury Decision 5865 [26 Ck'H, 40. 464 — 1], the following: 

SEC. 521. EXCESS PROFITS CIIEDIT BASED ON INCOME IN 
CONNECTION WITH CERTAIN TAXABLE ACQUISITIONS 
[REVENUE ACT OF 1951, APPROVL&D OCTOBER 20, 1951] 

III 

(b) TEcHNrcxL AxrENDKSENTs. — 
(6) SEGTIDN 4(l4 (relating to capital changes during the base 

period) is amended by inserting at the end thereof the following 
new subsection: 

"(c) The Secretary shall provide by regulations for the application 
of this section in cases to which section 462 ~ b) (4) is applicable. " 
SEC. 523. EFFECTIVE DATE OF TITLE V [REVENUE ACT OF 1051, 

APPROVED OCTOBER 20, lfiol]. 
Except as otherwise provided in section 506(d), the amendments made 

by this title [incl. sec. 521] shall be applicable only with respect to taxable 
years ending after June 30, 1950. 

PAR. 9. There is inserted immediately after section 40. 464 — 2, as 
added by Treasury Decision 5865 [26 Ck R 40, 464-2], the following: 

SEc. 40. 464 — 3. BAsE PERIoD CAPITAL ADDITION IN CAsE oF PAINT II TRxNSAUTIUN 
FOLLowrNO Pxar IV TaxNsxcrxoN. — In the case of an acquiring corporation in a 
part II transaction to which the provisions of section 462(b) (4) (relating to the 
determination of the excess profits net income or deficit with the application 
of the provisions of section 474 (b) in the case of a component corporation which 
was a purchasing corporation in a previous part IV transaction) are applicable, 
the base period capital addition of the acquiring corporation shall be deter- 
mined under section 40. 464 — 1 by computing the component corporation's yearly 
base period capital and its base period capital addition (whichever is available 
to the acquiring corporation) with the application of the provisions of section 
40, 474 — 6. Such adjustment shall be made whether or not the component corpo- 
ration computed its excess profits credit with the application of the provisions 
of part IV. The adjustment provided in this section shall also be made in the 
case of a component corporation which was an acquiring corporation in a pre- 
vious part II transaction to which the provisions of section 462(b) (4) were ap- 
plicable (or would have been applicable if the previous part II transaction ha:I 
occurred in a taxable year of the component corporation ending at'ter June 30, 
1950). In such case the adjustment shall be made with respect to the later 
acquiring corporation whether or not the previous acquiring corporation com- 
puted its excess profits credit by application of part II. 

PAR. 10. There is added immediately after section 40. 472 — 8 [26 Ck'P 
40. 47&8] the following: 

SEC. 521. EXCESS PROFITS CREDIT BASED ON INCOIIE IN 
CONNECTION WITH CERTAIN TAXABLE ACQUISITIOi4S 
[REVENUE ACT of 1951, APPROVED OCTOBER 20, 1951]. 

(a) GENERAL RULE. — Subchapter D (relating to the excess profits 
tax) of chapter 1 is hereby amended by inserting immediately fofiow- 
ing section 472 the following new part: 
"PART IV — EXCESS PROFITS CREDIT B. &iSED ON INCOJIL&' 

CONNECTION WITH CERTAIN TAXABLE ACQUISITIOiVS OC- 

CURRING PRIOR TO DECEIIBliR 1, 1950 

"SEC. 474. EXCESS PROFITS CREDIT BASED ON IiVCOME- 
CERTAIV TAXABLE ACQUISITIONS. 

"(a) DEFzNr~xoNs. — For the purpose of this part— 
"(1) PURcnAszNO coRFORxrmN. — The term 'purchasing corpora- 

tion' means a corporation which, before December 1, 1950, 
acquired— 
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"(A) In a trai saction other than a tran;, action described in 
section 4&ii (a), substantially all of tlie properties (other than 
cash) of another corporation, of a partriership, or of a business 
o&vn& d by a sole proprietorship; or 

"(B) I'roperties of another corporation or of a partnership 
if (i) such properties constituted, immediately prior to the ac- 
quisition, substantially all of tbe properties (other than cash) 
of one or more separ;ite businesses of such other corporation 
or such pavtn& vship, (ii) such other corporation or such partner- 
sliip was engaged in one or inove separaie businesses other 
than those described in clause (i), and (iii) substantially all 
of the pv&&1&evties (other than cash) of such other corporation 
or such partnership &vere acquired, in furtherance of a single 
p!an of conipleie liquidation for such other corporation or such 
partnership, by the purchasing corporation, and by one or more 
other persons, in transactions other than transactions described 
in section 4&ii (a). 

"(2) BELLING coRPoRATIoN. — The term 'selling corporation' means 
a corporation, a partnership, or a business owned by a sole pro- 
prietorship, as the case &nay be, properties of which were acquired 
by a purchasing corporat. ion in a transaction described in para- 
gvai&b (1). "( 0 ) PART Iv TEA NsA«TIGN. — Tbe term 'part IV transaction' 
me;ins a transaction described in paragraph (1). 

(b) AVERAGE BAsK PER&on iET Ixcox&E oF PCROHAKING CoRPoRA- 
T1oN. — The average base period net income of a purchasing corporation, 
if cou&puied w&th refeven«e to this part, shall be determined under 
section 405(d). The average base period net income under section 
4:N(d) of a purch&ising corporation shall be determined by computing 
its excess profits net income either with or without refei'ence to this 
part, whichever produces the lesser tax under this subchapter for the 
taxable year for which the tax is being computed. If computed with 
refev'rue to this part, the excess profits net income of a purchasing 
corp&&ration for any mnnth of its i&ase period shall be its excess pr&&fits 
net income (or defi& it therein), computed without reference to this part, 
a&id in& reased or de& reas&id, as the ease may be, bv tbe addition or re- 
ductiori resulting from including— 

"(I) In the case of a transaction described in subsection 
(a) (1) (A), the ex&ess profits net income (or deficit therein) for 

su& h month of the selling corporation, or 
"(2) In the case of a transa&. tion described in subsection 

(a) (I) (B), the excess profits net in& ome (or deficit therein) for 
su& h rn&&ntli of the selling corporation properly attributable to the 
business or businesses acquired by the puvchasing corporatiou and 
properly allocable to such puvchasing & orporation. 

The excess profits net incoine of a pur&. basing corporation for any month, 
recouiputed as provided in the previous sentence, shall not be less than 
z«1'o. 

"(c) L&M&rAr&ONS. — This part shall apply only if each of the following 
conditions is satisfied: 

"(I) 'I&be selling corporation (A) did not, after the part IV 
transaction (or the last transaction described in subsection(a) (I) 
(B) ), continue any business activities other tlian those incident to 
its complete liquidation, a&id (B) within a reasonable time after 
ceasing business a«tivitips, completely liquidated in a transaction 
other than a transaction described in section 401(a), and ceas«d 
existence. 

"(2) I&uving so much of the base period of the purchasin ~ cor- 
poration and of tbe period theveafter as preceded the part IV 
transiiction, the properties acquired in the part IV transaction 
mere substantially all of the properties (other than cash) which 
weve used, or which in the ordinary course of business replaced 
properties used, hy the selling corp&» ation (or by a coinponent cor- 
poration, as rlefined in s«''tion 401 & b), of such selling corporation) 
in ihe production of the excess profits net income (or deficit therein) 
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which un&ler subsectio» (b) increases or deer& as&. s the excess pia&fits 
net inconie of tl&e purch:ising covpovation. For the purpose of this 
paragrap!i, if a basin&. ss in the lian&1s of both tile selling corporation 
anil the purciiasi»g corporation was operated under a substanti»lly 
identical fvan«bise or license, granted by the same person, s»«h 
franchise or license shall be deenie&l acquired by tile purchasing 
covpovation from the selling corporation. 

"(3) The business or businesses acquired in the part IV trans- 
action (includi»g the properties so acquired or l&roperties in re- 
placeme»t thereof) Iveve operated by the pur«hasi»g corporation 
fvoin tlie date of such tiansaction to the end of the tax&hie year or 
were tr;&Deferred during tlie t;ixable ye»r by the purchasing cor- 
poration in a. part II transaction to wlii«h the provisio»s of section 
402(b) (-1) are applicable. 

, d) SPEcIAI. RULL's. — 
"(1) For the purpose of subs&'cfinn(a) (I), the properties of a 

selling corporation shall be consideved to have been acquired by a 
purch&ising corpor ition only if acquived fvom— 

"(A) such selling corporati&&n, or 
"(H) persons who received the properties upon the liquida- 

tion of such selling corporation an&1 who forthivith trarsferred 
such properties to the purchasing coiporiition in a transactio» 
other than a transaction described in section 401(a). 

"(2) The computations required by this part in the case of a sell- 
ing corporation v:hich is a partiiership or a busiiiess owned by a 
sole proprietorship shall be made, under regulations prescribed by 
the Secretary, as if such partnership or such business owned by a 
sole proprietorship had been a corporation. 

"(3) In no case shall more than 100 per centum of the excess 
profits net income (or deficit therein) for any month of a sellir&g 
corporation be allocated to the purchasing corporation or, in the 
case of transactions described in subsection (a) (1) (B), to the sev- 
eral persons (or to any one or more of such persons) receiving the 
properties of such selling corporation in such transactions. 

'(e) SuccsssIVE TRANsAOTIONs. — 
"(1) PART Iv TRANsAcTIGN FOLLowING PART Iv TRANsAcTIGN. — 

In the case of a selling corporation which was a purchasing corpo- 
ration in a previous part IV trarisacfion, or which acquired proper- 
ties of a purchasing corporation in a. transaction to which section 
402(b) (4) is applicable, the computations under this part with re- 
spect to the selling corporation shall be macle without regard to the 
previous part IV transaction. 

"(2) PART Iv TRAN sAcTIGN FCL&owlNG PART II TRANSAcTICN. — 
Subject to the provisions of paragraph (1), in the case of a selling 
corporation which was an acquiring corporation as defined in section 
401(a) in a previous transaction, its excess profits net income (or 
deficit tlierein) which increases or decreases the excess profits net 
income (or deficit therein) of the purchasing corp&&ration under 
subsection (b) (1) or (2), and its capital chan'"es wliich are taken 
into account under this part in determining the capital changes of 
the purchasing corporation, shall be determined with the application 
of the rules of part II to such selling corporation with respect to the 
part II transa& tion. 

(3) PART II TRANsAcTION FGLLowING PART Iv TRANsAcTICN. — 
For rules applicable in the case of a part II transaction following 
a part IV transaction, see sections 402(b) (4), 463(c), and 404(c). 

"(f) REG»iATIovs. — The Secretary shall by regulations prescribe 
rules for the application of this part. Such regulations sh;ill include 

the following rules: 
"(1) HASE PEI&ICD cAPITAL ADDITIDN. — Rul&'s (consistent with the 

principles of section 464) for the determination of the base peri&&d 

capital addition of the purchasing corporation i&y reference to the 
capital changes of the selliug corporation and of the purchasing 
corporation. 

"(2) NET cAPITAL ADDITICN 0R REI&UGT&GN. — Rilles (c&msistent with 

the yrincfples of section 403) for the determination of the net capital 
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addition or r«ductiuu of the purchasing corporation hy reference to 
the «apilal chan "es of the sellirig corporation and of the purchasing 
corpora&iuu. 

"(3) I&. xcsss raov&Yc Nrr r&~ooMu. — Rules (consistent with the 
principles of secti:. n 402(i) ) fur the determination of the amount 
of excess profits net income (or deficit therein) of the selling corpo- 
ralii&n attributahle to the business or busiuesses acquired by a 
pur«'iasing cnrpoiation in a transaction d scribed in subsection 
(a) (1) (l3) and properly allocable to such purchasing corporation. 

"(4) DUp&. lcATlox. — Itules fur the application under this part 
of the prin«iples of section 402(j) (1) and the other provisions of 
part I I relatin to the prever&tion of duplication. 

"(5) L&'xcxss riior rrs cRr&un. — In the event that the part IV ti ans- 
action occurred in a taxable year of the purchasin" corporation 
which ended after June 80, 1950, rules (cc&nsistent rvith the prin- 
ciples of section 402(j) (2) ) for the determinati&n of the excess 
profits credit of such corporation for the year in which the transac- 
tion oc«urred. 

Such rules shall nut in«inde the priuciples of section 401(c) (relating to 
the ex«ss profits credit of the component corpo&ation), of section 
4(&2(b) (2) (relating to constructive excess profits net in«ome for months 
durir&g which a corporatiou &vas uot in existence), of section 402(1) (re- 
lal iug tu uiinimum a vera"e base period net income in the case of certain 
acquiring corporations), or of such other provisions of part II as relate 
to scctious 405(e), 442, 4ig, 444, 445, or 440. " 

SL&'C. 528. EFI ECTIVY, DATE OY TITLY V [RE V EN l. E ACT OF 1951, 
Al. I ROVED OCTOI&ER 20, 19 &1 ]. 

. Except as otherwise provided in section o00(cl), the amendments made 
by this title [in«l. sec. 5"1] shall be applical&le ouly with respect to taxable 
years ending after Juue 80, I!&5u. 

Si;c. 40. 474-1. Pv&&ross &r&vn Sou«E or Px»r rv. — (a) General part&ose. — The 
te»n "part IV" when used in these regulations means section 474. Part IV 
provi&les rules under whi«h a "pur«basin corporation", sul&ject to the condi- 
tions and limitations contained therein, may utilize the earnings experience 
ot' a "selling corporation" in conqiuting the purchasing corporation's exc«ss 
profits cr«dit based on iiic&uue. The term "purchasing corporation" means a 
corporiition which, before December 1, 1&050, a& quir& d properties from a "selling 
coipor;ition" in a transaction meeting the r&quire&uents set forth in section 
474. See liaragralih (ki) below. A 's«lling corporation" may be a corpora- 
tion, a pariuership, or a busin& ss owned by a sole pr»prietorship. The ex&ess 
prufits eris!it of the selling corporation is n&&t detern&ined under part IV. 
forei "n corporation canuot be a purchasing corporation and neither a furei"n 
corporation, a forei "n p:rrtnership, nor a foreign sole proprietorship can be 
a selling corporation. 'I'he avera&ge hase p«riud net income of a purchasing 
corporation may be dctcruiined by «iimpu&ing its & xi ess profits net income either 
witl& or without refer&a&«e to part IV, whichever produces the lesser tax. Ho&v- 
ev& r, if fhe average base period net incon&e of the purchasing corporatiob is 
«oiriput&d with reference to part IV, su& h average base period net income must 
be dete&unimd under tlie gem ral average method of section 405(d). If the 
average hase period uet income o" tl&e purchasing corporation is computed under 
the gro&vih alternative of section 405(e) or under an alternative method 
provided in section 442, 443, 444, 445, 440, or any subsection of section 4:&9, 
the exc«ss profits net income of the purchasing curporation may not be computed 
with r& f«r«n«e to part IV. 

(b) Part IV transact(one. The term "part IV trausaction" means one of the 
transactions described in section 474(a) (1). Such transactions do not include 
any acquisition of property in a transaction described in sectiun 401(a). The 
fulluwing transactions are part IV transactions: 

(1) The acquisition, befure Decen&ber 1, . 1950, bv a purchasing corpora- 
tion, in a transaction other than a transaction described in secti&&n 401(a), 
of substantially all the properties (other than cash) of another corporation, 
of a partnership, or of a business o&vned by a sole proprietorship; or. 

(2) The acquisition, before Dcceml&er 1, 19;&0, by a purchasing corporation, 
iu a transaction other than a tran. action described in section 401(a), of 
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part, as distinguished from substantially all, of the properties of another 
corporation or of a partnership, if the following conditions are met: 

(i) Such properties constituted immediately prior to such acquisition 
substantially all the properties (other than cash) of one or more 
separate businesses of the other corporation or the partnership; 

(ii) The other corporation or the partucrship was engaged in one 
or more separate businesses other than those described in (i) above; and 

(iii) Substantially all the properties (other than cash) of the other 
corporation or the partnership, including the properties acquired by 
the purchasing corporation, were acquired, in furtherance of a single 
plan of complete liquidation of the other corporation or the partnership, 
by the purchasing corporation and by one or more other persons, whether 
or not the acquisition by any of such other persons constituted a part IV 
transaction but only if the acquisition by any of such other persons 
was not a transaction described in section 4(il (a). 

In determining whether the properties acquired by the purchasing corpora- 
tion in a part IV transaction constituted substantially all the properties of 
the transferor, or of a separate business of the transferor, as the case may 
be, proper re"ard must be had to any previous dispositions of property by 
the seilin. corporation. Properties will be considered to have been acquired 
in a part IV transaction only if such properties were acquired from the 
selling corporation nr from shareholders of the selling corporation who 
received such properties upon the complete liquidation of such corporation 
and who forthwith transferred them to the purchasing corporation in a 
transaction other than a transaction described in section 401(a), In deter- 
mining whether the transaction is a transaction described in (2), above, 
the properties acquired by the purchasing corporation shall be considered 
to have constituted the properties of a separate business of the selling 
corporation only if such business was a going business unit for which 
adequate and separate records were maintained. Similarly, in the case of 
a transaction described in (1), above, a business owned by a sole propri- 
etorship means a going business unit for which adequate and separate 
records were maintaired. 

(c) Limitationg on application of port IF. A purchasing corporation may 
compute its average base period net income under section 435(d) with reference 
to part IV only if each of the following conditions is satisfied: 

(1) After the part IV transaction described in paragraph (b) (1) above, 
or the last transaction described in paragraph (b) (2) above, the selling 
corporation did not engage in any business activities other than those 
incident to its complete liquidation and, within a reasonable time after 
ceasing business activities, the selling corporation was completely liquidated 
in a transaction other than a transaction described in section 461(a), and 
its existence terminated. 

(2) During so much of the base period of the purchasing corporation 
and of the period thereafter as preceded the part IV transaction, the prop- 
erties acquired by the purchasing corporation in such transaction were 
substantially all the properties (other than cash) which were used (or 
which in the ordinary course of business replaced properties used) by the 

-selling corporation (or by a component corporation of such selling corpora- 
tion in case the latter was an acquiring corporation in a previous part II 
transaction) in the production of the excess profits net income or deficit 
therein which under section 474(b) increases or decreases the excess profits 
net income of the purchasing corporation. See section 40. 474 — 2. Thus, for 
example, if the selling corporation during the base period of the purchas- 
ing corporation and prior to the part IV transaction disposed of properties 
used in the business acquired by the purchasing corporation, so that the 
purchasing corporation did not acquire substantially all the properties 
used in such business, part IV is not applicable. Similarly, in the case 
of a transaction described in section 474(a) (1) (A), if the selling cor- 
poration during the base period of the purchasing corporation disposed 
of the properties used in one business and acquired properties for another 
business, the properties used in the latter business being acquired by the 
purchasing corporation, part IV is not applicable. If the selling corpo- 
ration described in the preceding sentence had also owned throughout the 
base period prior to the part IV transaction a second busin. ss, and if the 
acquisition by the purchasing corporation of the business referred to In 

20 3o t — 53 23 
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the preceding sentence was a transaction described in section 474(a) (1) (B), 
l&art 1V is not applicable if the excess profits net income of the selling 
corporation available to the purchasing corporation under section 474(b) (2) 
includes excess profits net income for months prior to the date the business 
acquired by the purchasing corporation was owned by the selling corpora- 
tion. If a business was operated by the selling corporation prior to the 
part IV transaction under a franchise or license granted by any person, 
for example, a franchise or license not transferable by the selling corpora- 
tion, and if after such transaction the purchasing corporation operated 
the same business under a substantially identical franchise or license 
granted by the same person, such franchise or license will be considered 
to have been acquired by the purchasing corporation from the selling 
corporation. 

(3) The business or businesses transferred to the purchasing corpora 
tion in the part IV transaction (including the properties actually trans- 
ferred or proyerties acquired in replacement thereof) were operated by 
the purchasing corporation from the date of such transaction to the end 
of the taxable year of the purchasing corporation for which the excess 
yrofits credit is computed, unless during the taxable year such business 
or businesses were transferred by the purchasing corporation in a part II 
transaction to which the provisions of section 462(b) (4) are applicable. 
See section 40. 402 — 1(d). 

SEc. 40. 474 — 2. RULEs Fos DETERMINING AvERAGE 848K PERIon NET INcoME oF 
A PURGHASING CoRPGRATION. — (a) In general. — The average base period net 
income of a purchasing corporation, for the purpose of the excess profits credit 
based on income and computed under the general average method (section 
485(d) ), may be determined by computing its excess profits net income with 
or without reference to yart IV, whichever results in the lesser excess profits 
tax. If computed without reference to part IV, the excess profits net income 
of the purchasing corporation is computed with reference to its base period 
experience, but without reference to the base period experience of the selling 
corporation. The excess profits net income of the purchasing corporation, if 
computed with reference to part IV, shall be its excess profits net income or 
deficit in excess profits net income for each month of its base period (as de- 
fined in section 435(b)) or each month of the substitute period provided in 
section 485(d), whichever is applicable, increased or decreased by the addition 
or reduction resulting from including the excess profits net income or deficit 
for that month of the selling corporation to the extent provided in section 
474(b). In applying the provisions of section 474(b) to a purchasing cor- 
poration which acquired properties in two or more part IV transactions, all 
selling corporations in such transactions must be taken into account. The 
excess profits net income of the purchasing corporation for any month recom- 
puted with the application of the provisions of section 474(b) shall in no event 
be less than zero. Xs used in the regulations under part IV the term "base 
period experience" refers to the excess profits net income or deficit in excess 
profits net income. See section 40. 474 — 3 for rules applicable in recomputing 
the excess profits net income (or deficit therein) in the case of successive 
transactions under yarts II and IV. 

(b) %cthe&t of recompntation of eacess profits net income of a pnrchasing 
corporation n&ith reference to that of the selling corporation. — The following 
steps are required for the recomputation of the excess profits net income of 
a purchasing corporation with reference to the base period experience of the 
selling corporation: 

(1) The excess profits net income or deficit in excess profits net income 
for each month in the base period of the yurchasing corporation and, for 
the purpose of the substitute period provided in section 485(d), for each 
month in the additional period ending March 81, 1950, must be determined 
for the purchasing corporation and for each selling corporation. Except as 
provided below with respect to the selling corporation for its taxable year in 
which the part IV transaction occurred, the excess profits net income or defi- 
cit in excess profits net income of any corporation for any month during anv 
part of which such corporation was in existence is determined by dividing the 
excess profits net income computed under section 488 (b) (or) deficit in excess 
profits net income computed under section 438(c)) for the taxable year 
in which such month falls by the number of full calendar months in such 
taxable year. In the ease of a transaction described in section 474(a) (1) (8), 
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there is taken into account the portion of the excess profits net inc&»ne 
or deficit properly attributable to the l&»siness or b»si»esses acquired l&y 

the purchasing corporation and properly allocable to such p»rchasi»g 
corporation. In determining the excess profits»et income or deficit of 
the selling corporation for any month during the tax&ible year in which 
the part IV transaction occurred, the excess profits net income or deficit. 
for such taxable year shall be determined without regard to any items 
arising after the date of the transactio» and the number of months in 
the taxable year shall be determined without regard to the period after 
the date of the transaction. The excess profits net income uf any cor- 
poration for any month during no part of which such corporation was 
in existence shall be zero. For the purpose of the substitute pe& iod provided 
in section 435(d), the excess profits net inco&ne for January, February, 
or i&farch 1950, is subject to the percentares specified in section 435 le) (2) (E). 

(2) For each month of the purchasin ~ corporation's base period (or, 
if applicable, the substitute period provided in section 435(d) ) preceding 
the date of the part IV transaction, the excess profits net income or 
deficit in excess profits net income of the purchasing corporation for 
that month as determined under subparagraph (1) shall be increased or 
decreased, as the case r»ay be, by the excess profits net income or deticit 
in excess profits net income of each selling corporation for that n&o»th 
so determined; except that, if the purchasing corporation acquires only 
a part of the selling corporation's properties in a transaction des&rib& d 
in section 474(a) (1) (B), then the increase or decrease sh»ll be made 
for only that portion of such selling corporation's excess profits net inco»&e 
or deficit in excess profits net income properly attributable to the busi»ess 
or businesses acquired by the purchasing corporation and properly allocable 
to the purchasing corporation under paragraph (c) of this section. 

(c) Allocation of ea:cess profits net ineo&ne of selling corporation to purchasing 
corporation. — In the case of a part IV transaction described in sectio» 
474(a) (1) (B), that is, a transaction in which a part as distinguished from 
all or substantially all the properties of a selling corporation is tr &nsferred to 
a purchasing corporation, the portion of the base period experience of the 
srtiing corporation allocated to the purchasing corporation shall be determined 
rnder the rules provided in section 40. 402 — 9(b) for the allocation of the excess 
profits net income or deficit of a component corporation to an acquiring corpora- 
tion, subject to the following exceptions: 

(1) The agreement referred to in section 40. 462-9(b) shall not be 
required. 

(2) The Commissioner may, for good cause shown, permit the allocation 
to reflect, as to certain items, an allocation, under the priuciple of section 
40. 462 — 9(a), based upon the fair market value of the properties (other th»n 
cash). 

(3) Cash shall not be taken into account in making the allocation. 
(4) The provisions of section 40. 402 — 9(b) (2) which permit allocation 

of more than 100 percent of the excess profits net income of a partnership 
shall not be applicable. 

(d) Bpecial rules for partnerships and sole proprietors. — In ttie case of a 
business owned by a sole proprietorship or a partnership its excess profits net 
income or deficit in excess profits net income for each month falling within 
the purchasing corporation's base period (or the substitute period provided in 
section 435(d) if applicable) prior to the date of the part IV transaction shall 
be determined as if such partnership or such business owned by a sole pro- 
prietorship had been a corporation. See section 474(d) (2). Amon ~ the ad- 
justments which are necessary in such a case are the following: 

(1) A reasonable deduction for salary or compensation to each pari»er 
or to the sole proprietor for personal services actually rendered shall be 
allowed. 

(2) The credit for dividends received shall be that applicable to corpora- 
tions. 

(3) The treatment of capital gains and losses and of taxes (whether State, 
local, or ott&er) shall be that applicable to corporations. 

(4) The deduction for charitable contributions shall be that alto&red by 
section 23(q). 

(e) Limitation in case of part IF transaction occurring in a tarat&te pear 
ending after June 00, 1950. — In the case of a part IV transa&tii&u »& c»rri»g in a 
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taxable year of the purchasing corporation ending after June 80, 1050, for the 
purpose of computing the purchasing corporation's excess profits credit for such 
taxable year, there is available to the purchasing corporation only a proportionate 
part of the amount of the monthly excess profits net income (or deficit) of the 
selling corporation which is otherwise available to the purchasing corporation. 
Such proportionate part shall be determined by the ratio which the number of 
days in the taxable year of the purchasing corporation after the day of the 
transaction bears to the total number of days in such taxable year. In com- 
puting the excess profits credit of the purchasing corporation for subsequent 
taxable years the limitation stated in this paragraph is not applicable. 

(f) Examp(es. — The computation of the average base period net income of the 
purchasing corporation determined under the general average method of section 
485(d) by computing the excess profits net income with reference to section 
474(b) may be illustrated by the following example: 

Example. The P Corporation was in existence and commenced business prior 
to January 1, 1946. The Sr Corporation and the S, Corporation each came into 
existence on January 1, 1947. The P Corporation, the S, Corporation, and the 
S, Corporation each makes its income tax returns on the calendar year basis. 
On January 1, 1049, the P Corporation purchased for cash all the properties of 
the S, Corporation, and on January 5, 1949, it purchased for cash all the properties 
of the S. Corporation in part IV transactions. The excess profits net income 
for each of the corporations for the base period taxable years is as follows: 

Excess profits net income for taxaDle year 

1946 1947 

P Corporation 
8& Corporation 
8. Corporation 

-818, 000 
0 
0 

$24, 000 
18, 000 
12, 000 

$42, 000 
80, 000 
18, 000 

$96, 000 

The excess profits net income for each month in such taxable years is as follows: 

Excess profits net income for each month in calendar year 

1946 1947 

P Corporation 
8& Corporation 
sr Corporation 

Total 

-$1, 500 
0 
0 

1, 500 

82, 000 
1, 500 
1, 000 

4, 500 

88, 500 
2, 500 
11 500 

7, 500 

88, 000 

8, 000 

The excess profits net income of the P Corporation for each month as recomputed 
under section 474(b) is the total excess profits net income for that month as 
shown in the above table, except that for each month in 1946 the recomputed 
excess profits net income is increased to zero. Since the 86 consecutive months 
in the years 1947, 1948, and 1949 have the highest aggregate excess profits net 
income, the average base period net income is such aggregate excess profits net 
income divided by 3. The average base period net income of the P Corporation 
recomputed under section 474(b) is $80, 000, determined as follows: 

Aggregate for months in 1947 (12X$4, 500) $54, 000 
Aggregate for months in 1048 (12X$7, 500) 00, 000 
Aggregate for months in 1949 (12X$8, 000) 06, 000 

Aggregate for 86 months 240, 000 
Aggregate divided by 8 80, 000 

This figure, subject to the percentage prescribed in section 485(a), may be used 
by the P Corporation in computing its excess profits credit based on income for 
the purpose of determining its excess profits tax for 1950 and future excess 
profits tax taxable years, provided all the conditions and limitations applicable 
under section 474, for example, the provisions of section 40. 474-4, are met. 
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SEc, 40. 474-8. Scccasstvz TRANRAcIIoNs. — (a) Pant IF transactir&n folloro- 
Ing prrrt IF transaction, — In the case of a purchasing corporation which acquired 
properties of a selling corporation, if such selling coiporation was itself a pur- 

' chasing corporation in a previous pai't IV transaction, the computations un&le« 
section 474 for the purpose of computing the excess profits credit of the pur- 
chasing corporation in the later part IV transaction shall be r»ade with respect 
to the selling corporation ivithout regard to the previous part IV tr;insaction, 
For example, the P Corporation acquires the property of the S Corporation iu a 
part IV transaction on Januriry 1, 195&0. The S Corporation canie into existence 
on January I, 1949, a»d on the same date acquired all the properties of the Y 
Corporation in a part IV transactiou. In coiuputiiig the P Corporation's ex«ss 
profits credit with reference to section 474, any computation required u irh 
respect to the S C&&rporation sl all be i» ide without regard to the excess pruffrs 
net incoine (or deficit therein) of the Y Corporation. 

(b) Part IF tra&isrrotir:n fol(ororng part II t&ansrrction. — (I) Component cor- 
poral&a&i not a purchasing co& para(ion. — 1 f a purchasing corporation acquired 
p;operties of a selling corporation in a part IV transaction, if the selling cor- 
poration previously had a«quired properties of a component corporation in a 
part II transartion to whi«h section 462(b) (4) was not apl&li«able, an&1 if the 
excess profits net income of the pur«liasing corporation is recomputed v;ith the 
application of the provisions of section 474(b), the excess profits net income or 
deficit in excess profits net income of the selliug corporation which increases or 
decreases the exr'ess prot&ts nct income or d«fieit in ex&. ess pr&&fits net income of 
the purchasing corporation uuder section 474(b), shr&11 be determined with tlie 
application of the rules of part II to such selling corporation with respect to 
the previous part II transaction. See sections 46&1 through 465, and the regu- 
lations thereunder. This rule must be followed wheth&r or not the selling cor- 
poration deterniined its avera "e base period net incorue by recomputing its 
excess profits net income witt& the application of part II, 

(2) Compon«nt corporation a purchasing corporation. — If a purchasing cor- 
poration acquired properties of a s«fiir&g corporation in a part IV transaction, 
and if the selling corporation previously had acquired properties of another 
corpor:ition in a part II transactir&n to which section 462(b) (4) and the re "u- 
latio»s rhereun&ler are applicable, that is, a transaction in which tbe coruponent 
corporation was a purclmsing corporation in a part 1V transaction preceding 
the part II transaction, the computations under section 474 for tbe purpose 
of computing the excess pr&&fits credit of the purchasing corporation in the later 
part IV transaction shall be made with respect to the selling corporation in 
such transaction without regard to the previous part IV transaction in which 
the crunponent of the selling corporation had been a purch ising corporation. 
For example, the P Corporation acquired the properties of the S Corporation 
in a part IV trans iction on January 1, 1950. The S Corporation previously hari 
a«quired all the properties of the C Corporation in a part II transaction on 
January I, 1948. The C Corporation came into existence on January 1, 1947, a»d 
on tbe same date purchaseri all the properties of the D Corporation in a part 
IV transaction. Any computations required under sectirn 474 with respect 
to the P Corporation's excess profits r. re&lit shall be made without regard to the 
excess pr&&fits net income (or deficit therein) of the D Corporation. 

(c) A prrrchasr'ng corf&oration as an ac&I&Tiring corporation anrlrr part II. — 
Both part II and part IV may be applied in the case of a corporation whir h is 
qualified both as a purchasiiig corporation and as an acquiring corporation and 
which computes its average base period net income under the general average 
method of section 485(d). 

(d) Part II transartion follon;ing part IF transaction. — I&or rules applicable 
in tbe case of a purchasing corporation which becomes a coirponent corporation 
in a part II transaction, see sections 462(b) (4), 463(c), and 464(c) and the 
remlations thereunder. 

SEC. 40. 474 — 4. Rcr. ss FoR THE PEEVE"TTION OI' DUPIIcATIoliT. — (a) In general. — 
(1) The purpose of the rules pres«ribed in this section is to prevent certain 
duplications in base period income in cases where after December 31, 1945, and 
before December 1, 1!&50, assets of a purchasing corporation are used to purchase 
prop«rties of a selling coi'poration in a part IV transaction. See section 
474(f) (4). In such cases the excess profits net income of the selling corpora- 
tion, or portion thr'reof attrib»table to the properties acquired by the purchasing 
corporation, shall be excluded in determining the purchasing corporation's excess 
profits nct income or deficit and its average base period net iucoine with reference 
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to the recomputations yrovided under part IV. The adiustment required under 
this section shall be made in the eases described in this section and in all other 
cases in which a similar adjustment may be required to prevent duylication, in a 
manner consistent with principles underlying such described cases. 

(2) Except to the extent that duylication of experience occurs, no adjustment 
is necessary uader this section- 

(i) Where stock of the purchasing corporation is issued directly to the 
selling corporation in exchange for properties of the selling corporation; or 

(ii) Where properties of the selling corporation are acquired through a 
bona fide long-tenn increase in the capital structure of the purchasing 
corporation made in conjunction with and for the purpose of such acquisition. 
A bona fide long-term increase in the capital structure within the meaning 
of this subparagraph (whether an increase in equity capital or in borrowed 
capital as defined in section 489(b) ) shall be deemed to have occurred only 
to the extent that such increase is reflected in the capital structure through- 
out the period beginning with the time such increase is originally made 
and ending with the close of the taxable year of the purchasing corporation 
for which the tax is computed, For the purpose of determining whether 
such increase is reflected in the capital structure, yroper adjustment shall 
be made to eliminate the eifect of any loss occurring after the original 
increase is made, and, in the ease of such determination as of any time 
during the taxable year, the determination shall be made without regard to 
the earnings and profits of such taxable vear. If the increase in capital 
structure is the result of a part II transaction, this subyaragraph and 
section 40. 474 — 2(c) shall be applied in the light of the facts ayplicable both 
to the taxpayer and to the component corporation in such transaction. For 
the purpose of this subparagraph, an increase in the capital structure does 
not result from the conversion of inadmissible assets into admissible assets, 
or from the accumulation of earnings and profits prior to the beginning of 
the first taxable vear which begins after the date of the acquisition. 

(8) If properties of the sellin coryoration are acquired partly in the man- 
ner described in subparagraph (2) and partly in another manner, the adjustruent 
required under this section shall be made to the extent the acquisition is made 
in such other manner. See paragraph (c) below. As to adjustment under regu- 
lations pursuant to section 474(f) (4) of the net capital addition or reduction see 
section 40. 474 — 5, and as to adjustment under regulations pursuant to section 
474{f) (4) of the base period capital addition, see section 40. 474 — 6. 

(b) Ezwnplee. — The application of this section may be illustrated by the 
following examples; 

Example (1). The P Corporation and the S Corporation commenced business 
before Januarv 1, 1946, and make their income tax returns on the calendar year 
basis. The P Corporation sold certain assets for cash and on July 1, 1950, 
it used such cash to purchase properties of the S Corporation in a part IV trans- 
action. In applying section 474(b) in determining the average base period net 
income of the P Corporation, the rule yrovided in paragraph (a) (1) of this 
section requires the exclusion of the S Corporation's entire experience for the 
base period. The S Corporation's base period cayital addition and its net capital 
addition or reduction for 1950 are also required to be excluded. See sections 
40. 474 — 5 and 40, 474-6. 

Example {2). The S Coryoration commenced business before January 1, 1946, 
and makes its income tax returns on the calendar year basis. The P Corpora- 
tion was organized on December 10, 1948. On January 1, 1949, the P Corpora- 
tion issued its stock for cash and on the same day used such cash to acquire all 
the properties of the S Corpcration in a part IV transaction. In determinin 
the P Corporation's average base period net income under section 435 (d), based 
on a recomputation of its excess yrofits net income under section 474(b), this 
section does not require the elimination of any part of the excess profits net 
income (or deiicit) of the S Corporation. See paragrayh (a) (2) of this section. 
Under regulations pursuant to section 474(f) (1), however, the P Corporation 
will not be allowed any base period cayiial addition for the cash paid in for 
its stock which was used in acquiring the properties of the S Corporation. See 
section 40. 474 — 0. 

Example (8). The P Corporation and the S Corporation both commenced 
business before January 1, 1940, and make their income tax returns on the cal- 
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endar year basis. Elefore January 1, 1916, the P Corporation became the 
owner of one-balf the stock of the S Corporation. On July 1, 19u0, the S Cor- 
poration was liquidated and the P Corporation received all of tlie pruperties 
which had been used in the operation of one of two separate businesses operated 
by ihe S Corporation. Tlie acquisition of such properties qualifies as a. p;irt IV 
transaction. In applying section 474(b) in determining the average base period 
Det income of the P Corporation the rule provided in paragraph (a) (1) of iliis 
section requir(. 's tlie exclusion of ttie base period experieiice ot the busiil(iss 
operated by the S Corporation. The S Corporation's b;ise period capital ad&li- 
t(oil and its net capital addition or reduction for 1950 are also required to be 
excluded. See sections 40. 474 — 5 and 40. 474 — 6. 

(c) Acquisition recall(np in partial d(&ph'c(&tton. — If a purchasing corpora- 
tion acquires properties of a selling corporation iu a part IV transaction, and 
only a part of tbe total consideration transferred by the purchasing corporation 
consists of stock issued directly by the purchasing corporation or of cash or 
other assets acquired by the purchasing corporation through a bona (i&le long- 
term increase in its capital structure, on&y that part of the selling corporation's 
bass period experience before the acquisition which is not attributable to such 
stock so issued or to such cash or assets so acquired is to be excluded in com- 
puting the purchasing corporation's average base period net incoiue under 
section 485(d), based on a recomputation of excess profits nct inc&Sue under 
section 474(b). The portion of the selling corporation's experien&e not to be 
excluded under this section with respect to any part of the l&ase period (and of 
the additional peri(d through iiiarch 31, 19;&0, for the purpose of the substitute 
period provided in section 435(d) ) prior to the day of tbe transacti&&n is au 
ainount which bears the same ratio to the whole of the selling cori&oration's 
experience for such part of such period (or, in the case of a transaction descrit&ed 
in section 474(a) (1) (8), the part of the selling corporation's experience prop- 
erly attributable to the properties ac&luired bv the purchasing corporation) as 
the sum of the fair marl(et value of the stock of the purchasing corporation 
issued directly to the selling corporation, plus the fair market value of the 
other assets or cash acquired in the nianner described in paragraph (a) (2) 
of this section, beiirs to the fair market value of the total cunsideration re- 
ceived by tbe selling corpuration for such properties. The adjustment under 
this section in (uses described in this paragraph may be illustrated by the 
followiug example: 

Example. The P Corporation and the S Corporation each commenced busi- 
ness before January 1, 1946. and makes its income tax returns on tlie t&osis of 
the calendar year. On January 1, 1946, the P Corporation in a part IV trans- 
action purchased all the properties of tbe S Corporation for $100, 000 in cash, 
of which $60, 000 ivas derived by the P Corporation froin the sale of certain 
assets and $40, 000 was derived from the issuance and sale of neiv shares of its 
stock, such new stock constituting a boiia fide long-term increase in its capital 
structure. For the purpose of computing the I' Corporation's average l&ase 

period net income under section 435(d), based on a reco(npulation of the excess 
profits net income under section 474(b), 60 percent of the S Corporation's 
monthly excess profits net income (or deficit) for 1946 and 1947 is to be excluded 
under this section. 

SEO. 40, 474 — 5. NET CAP1TAL ADD1TIov oR REDucTIDN UNDER PART IV. — (a) In, 

General. — If the purchasing corporation acquires properties of a selling cor- 
i&oration in a part IV transaction occurring in a taxable year ending after 
June 30, 1950, and if the purchasing corporation's average base period net 
income for the purpose of the excess profits credit for any taxable year end- 
ing after the date of the transaction is computed ivith the application of part 
IV, the net capital addition or net capital reduction of the purchasing corporation 
for such taxable year shall be computed under sect, iun 435( ") with the applica- 
tion of the following rules: 

(1) If the part IV transaction involved a transaction described in secti&in 
40474 — 4(a) (2) (i) or (ii), that is, a transa(tion in which there is no dupli- 
cation of base period experience, the net capital addition or Det capital reducl. ion 
of the purchasing corporation shall be computed after making proper adjustmcnt 
by decreasing the daily capital addition or increasing the daily c ipital reduction, 
as the case mav be, for each day after the date of lhe part IV transaction, to 
the extent necessary so that such amount shall not rettect the transaction 
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described in section 40. 474-4(a) (2). Thus, in the example in section 40474-4(c), 
if the part IV transaction had occurred in a taxable year ending after June 80, 
1950, the $40, 000 derived from the issuance and sale of new shares of stock shall 
not be included in determining the amount paid in for stock under section 
485(g) (8) (A) for such taxable year, and the equity capital as of the beginning 
of any taxable year beginning after the part IV transaction would be reduced 
by $40, 000 for the purpose of applying section 485(g) (8) (B) or section 
485 (g) (4) (B) to such taxable year. 

(2) Under principles corresponding to those set forth in section 462(j) (1) 
and section 40. 468 — 1(e), the net capital addition or net capital reduction of the 
purchasing corporation is computed without regard to any capital changes of the 
selling corporation in any case subject to the provisions of section 40. 474-4 unless 
the ease involves a transaction described in section 40, 474-4(a) (2) (i) in which 
no gain or loss is recognized upon the exchange of the stock for the properties. 

(8) If the part IV transaction is subject to the provisions of section 40. 474-4 
by reason of an exchange described in section 40. 474 — 4(a) (2) (i) in which no 

gain or loss was recognized, the purchasing corporation shall compute its net 
capital addition or net capital reduction under the rules provided in section 
40. 468 — 1 as if the purchasing corporation were an acquiring corporation and the 
selling corporation were a component corporation. If in such case the selling 
corporation was a party to a part II transaction occurring before the part IV 
transaction, the rules set forth in section 40. 468 — 2 shall also be applicable as if 
the purchasing corporation were an acquiring corporation and the selling 
corporation were a component corporation. 

(b) Example. — The rules prescribed by paragraph (a) of this section may be 
illustrated by the following example: 

EzampLe. The P Corporation and the S Corporation each makes its income 
tax returns on the basis of the calendar year. The P Corporation issued its 
stock on June 1, 1950, for $1, 000, 000 in cash, such new stock constituting a bona 
fide long-term increase in its capital structure, and on July 1, 1950, used such cash 
to acquire all the properties of the S Corporation in a part IV transaction. The 
P Corporation computes its excess profits credit under part IV. In computing 
the daily capital addition of the P Corporation for each day of 1950 after July 1, 
1950, the $1, 000, 000 paid in for stock on June 1, 1950, shall be disregarded. 
In computing the equity capital of the P Corporation on January 1, 1951, for 
the purpose of comparing such amount with its equity capital on January 1, 1950, 
such equity capital on Ja. iuary 1, 1951, shall be reduced by $1, 000, 000, the 
amount paid in for the stock. The same adjustment (a decrease of $1, 000, 000) 
shall be made for such purpose in computing equity capital for the first day of 
each subsequent taxable year. Under principles corresponding to those set forth 
in section 40. 468 — 1(e), the net capital addition or net capital reduction of the 
P Corporation is computed without regard to any capital changes of the S 
Corporation. 

Szc. 40. 474 — 6. Bass Pzaron C&rrTwz, MmTroN UNnEa PxuT IV. — (a) In gen- 
eral. — If the purchasing corporation acquires properties of the selling corporation 
in a part IV transaction occurring after the beginning of the second taxable year 
of the purchasing corporation preceding its first taxable year ending after June 80, 
1950, and if the purchasing corporation's average base period net income for the 
purpose of the excess prohts credit for any taxable year ending after the date 
of the transaction is computed with the application of part IV, the base period 
capital addition of the purchasing corporation for such taxable year shall be 
computed under section 485(f) with the application of the following rules: 

(1) If the part IV transaction involved a transaction described in section 
40. 474(a) (2) (i) or (ii), that is, a transaction in which there is no dupli- 
cation of base period experience, the base period capital addition of the 
purchasing corporation shall be computed after making proper adjustment 
by decreasing the yearly base period capital for any day specified in section 
485(f) after the date of the part IV transaction to the extent necessary so 
that such amount shall not reiiect the transaction described in section 
40. 474-4(a) (2). Thus, in the example in section 40. 474 — 4(c), if the part 
IV transaction had occurred after the beginning of the second taxable year 
of the purchasing corporation preceding its first taxable year ending after 
June 80, 1950, the yearly base period capital for each day specified in sec- 
tion 485(f) after the date of the part IV transaction shall be reduced by the 
$40, 000 derived from the issuance and sale of new shares of stock, 
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(2) Under principles corresponding to those set forth in section 462(. j) (1) 
and section 40. 464 — 1(d), the base period capital addition of the purchasing 
corporation is co&uputed ivithout regard to the base period capilal addition 
or yearly base period capital of the selling corporation in any case sub, ject 
to the provisions of section 40. 474 — 4, unless the case involves a transacti&&n 
described in section 40. 474 — 4(a) (2) (i) in which no gain or loss is recog- 
nized upon the exchange of the stock for the properties. 

(3) If the part IV transaction is subject to the provisions of section 
40. 474-4 by reason of an exchange described in section 40. 474-4(:&) (2) (i) 
in which no gain or loss v as recognized, the purchasing corporation shall 
compute its yearly base period capital or base period capital addition with 
reference to the yearly base period capital or base period capital a&1&lition 
of the selling corporation under the rules provided in se& tion 40. 4&iI — 1 as if 
the purchasing corporation were an acquiring corporation and the selling 
corporation were a compouent corporation. If, in such case, the selling 
corporation was a party to a part II transaction occurring before the part 
IV transaction, the rules set forth in section 40. 464 — 2 shall also be appli- 
cable as if the purchasing corporation were an acquiring corporation and 
the selling corporation u ere a component corporation. 

(b) Example. — The rules prescribed by paragraph (a) of this section m:&y be 
illustrated by the following example: 

Er«mr&le. The P Corporation and the S Corporation each makes its income 
tax returns on the basis of the calendar year. The P Corporation issued its 
stock on June 1, 1040, for $1, 000, 000 in cash, such new stock constituiing a bona 
fide long-term increase in its capital structure, and on July 1, 1940, used such 
cash to acquire a. ll the properties of the S Corporation in a part IV transaction. 
The P Corporation computes its excess profits credit under part IV. In com- 
puting the base period capital addition of the P Corporation, its yearly base 
period capital for 1050 shall be reduced by $1, 000, 000, the amount paid in for 
the stock. Under principles corresponding to those set forth in section 40. 464 — 1 
(d), the base period capital addition of the P Corporation is computed without 
regard to any capital changes of the S Corporation. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 of the Internal Revenue Code (53 Stat. 32, 467; 
26 U. S. C. 62, 3791) and in section 521 of the Revenue Act of 1951 
(65 Stat. »7). ) 

T. COLEarAN ANDREWS& 

Commissioner of Interna/ Eet&enue. 

Approved March 24, 1953. 
M. B. For, soar, 

Acting Secretary of the treasury. 
(Filed with the Division of the Federal Register March 27, 1958, 8: 40 a. m. ) 

SUBCHAPTER E. — TAX ON SEI F-EMPLOYMENT INCOME 

SECTION 481. — DEFINITIONS 

SEUTroN 29. 481 — 2: Self-employment income 

INTEIINAL REVENUE CODE 

Computation of self-employment income and the tax applicable 
thereto where a Federal income tax return has been filed for a period 

of less than 12 months. (See Rev. Rul. 94& page 84. ) 
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Rev. Rul, 111 SEOTIGN 29. 481 — 3: Trade or business. 

INTERNAL REVENUE CODE 

Amounts paid by a paper manufacturing company to its woodsmen 
employees for the use of chain saws owned and operated by such 
employees in cutting pulpwood for the company, less their operating 
expenses, do not constitute "self-employment income" under section 
481 of the Internal Revenue Code. 

A. dvice is requested whether the amounts paid by a paper manu- 
facturing company to its woodsmen employees for the use of chain 
saws owned and operated by such employees in cutting pulpwood for 
the company, less operating expenses, constitute "self-employment, 
income" under section 481 of the Internal Revenue Code. 

In the instant case a paper manufacturing company hires woods- 
men to cut pulpwood and pays them at a rate per cord. Eighty per- 
cent of the amount paid is considered taxable wages for the purposes 
of sections 1400, 1600, and 1621 of the Internal Revenue Code with 
respect to the Federal employment taxes and the withholding of 
income tax at the source on wages, and 20 percent, is considered pay- 
ment for the use of the chain saws owned by the woodsmen. 

Section 481(c) of the Internal Revenue Code provides in part as 
follows: 

TRADE oa BvsrNzss. — The term "trade or business, " when used with reference 
to self-employment income or net earnings from self-employment, shall have the 
same meaning as when used in section 23, except that such term shall not 
include— 

(2) The performance of service by an individual as an employee 
Inasmuch as the woodsmen in the instant case perform services as 

employees of the company, they come within the above exclusion of 
section 481(c) of the Code. It is immaterial, since the furnishing of 
the saw is an incident of the employee-employer arrangement, that 
the amounts paid to them for the use of the saws do not constitute 
wages for purposes of the Federal employment taxes and the with- 
holding of income tax at the source on wages. 

Accordingly, it is held that amounts paid by a paper manufacturing 
company to its woodsmen employees for the use of chain saws owned 
and operated by such employees in cutting pulpwood for the company, 
less their operating expenses, do not constitute "self-employment in- 
come" under section 481 of the Internal Revenue Code. 

SECTION 482. — MISCELLANEOUS PROVISIONS 

SEGTION 29. 482-1: Returns. 

INTEiRNAL REVLiNUE CODE 

Refund of self-employment tax in accordance with section 154 of the 
Internal Revenue Code does not eliminate the income on which such 
tax is based. (See Rev. Rul. 55, page 259. ) 



CHAPTER 3. — ESTATE TAX 

SUBCHAPTER A. — BASIC ESTATE TAX 

PART H. — ESTATES OF CITIZENS OR RESIDENTS OF THE UNITED STATES 

SUBPART I. — C0MPUTATION 0F TAX 

SECTION 811(a). — GROSS LSTATE: DECEDENT'S 
INTEREST 

SEGTIQN 81. 13, REHULATIONS 105: Property of 
decedent at time of death. 

Rev. Rul. 65 

INTERNAI, RZvENUZi, conZ 

Canadian timber licenses, renewable from year to year upon pay- 
ment of prescribed annual license fees and performance by the licensee 
of other conditions of the license, constitute personal property of a 
decedent rather than real property situated outside the United States 
for purposes of section 811 of the Internal Revenue Code and the 
value of such licenses, determined under the law of the United States, 
is includible in determining the gross estate of a decedent, a resident 
citizen of the United States, under the provisions of section 811(a) 
of the Code. 

SFCTION 811(c). — 4ROSS ESTATE: TRANSFERS IN CON- 
TEMPLATION OF) OR TAKING EFFECT AT, DEATH 

SEOTIUN 81. 15, RKGULATIUNS 105: Transfers 
during life. 

T. D. 6016 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER B, PART Sl. — 
ESTATE TAX UNDER CHAPTER S OF THZ INTERNAL RL)VENUE CODE, AS 
AAIZNDED 

Section 81. 15 of Regulations 105, to the extent that it relates to 
estate tax consequences of transfers of community property in the 
case of decedents dying after October 21, 1942, and before January 1, 
1S48, amended. 

TREASURY DEPARTMENT, 
OFFICE OF Cohi&lissloiVKR OF INTERNAL REVENUE, 

Washington 85) D. C'. 

To Ojfieer8 and EmpZoyees of the lnternaZ revenue Service and Other8 
Concerned: 
Section 81. 15 of Regulations 105 [26 CFR, part 81], as amended by 

Treasury Decision 5834 [C. B. 1951-1, 721) approved March 8, 1951, 
is further amended by striking therefrom the second and third sen- 
tences of the second paragraph which sentences commence "The same 
statutory provisions" and. DIf in the case of a decedent", respectively. 
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Because the purpose of this Treasury Decision is merely to elimi- 

nate from the regulations the provisions which state that a division 

of community property between the decedent and his spouse may cause 
the value of such property to be included in the gross estate of the 
decedent under section 811 (c) or (d), it is found that it is unneces- 

sary to issue this Treasury Decision with notice and public procedure 
thereon under section 4(a) of the Administrative Procedure Act, 
approved June 11, 1946, or subject to the effective date limitation of 
section 4(c) of said act. 

(This Treasury Decision is issued under authority contained in 
section 3791 of the Internal Revenue Code (53 Stat. 467; 26 U. S. C. 
3791). ) 

T. COLEMAN ANDREWS& 
Cornrni8sioner of 1nterna/ Revenue. 

Approved May 29, 1953. 
M. B. Fol, soM, 

A. cting Secretary of the Treasvry. 

(Filed with the Division of the Federal Register June 3, 1958, 8: 49 a. m. ) 

SECTION 811(d). — GROSS ESTATE: REVOCABLE 
TRANSFERS 

SEOTIoN 81. 20, REOIILATIONs 105: Transfers with 
po~er to change the enjoyment. 

INTERNAL REVKNL'E CODE 

One-half the cash surrender value of an insurance policy on the life 
of a married man domiciled in Louisiana or Texas is includible in the 
wife's gross estate in the event she predeceases him. (See Rev. Rul. 
48, below. ) 

SLCTIOX 811(g). — GROSS ESTATE: PROCEEDS OF 
LIFE INSURANCE 

SEcTioN 81. 27, REOITLATIONs 105: Insurance 
receivable by other beneficiaries. 

(Also Section 81. 20; Section 1000, Section 
86. 2, Regulations 108. ) 

INTERNAL REVENI E CODE 

Rev. Rul. 48 

A married man domiciled in Louisiana or Texas who purchases an 
insurance policv on his life in favor of a beneficiary other than hisj 
estate, possesses incidents of ownership in the policv, a community 
asset, in his own right as to one-half of the policy proceeds and as 
agent of the wife as to the remaining one-half. Upon the death 
of the husband, one-half of the proceeds of the policy is includible 
in his gross estate for estate tax purposes under section 811(g) (2) 
of the Internal Revenue Code, and the remainin one-half of the 
proceeds, in which he had incidents of ownership as the agent for 
his wife, becomes an absolute gift by the wife for Federal gift tax 
purposes. In the event the wife predeceases the husband, one-half 
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the value of the policy is includible in her gross estate as her inter- 
est in a community asset or as a revocable transfer under section 
811(d) of the Code. 

Advice is requested whether a married man domiciled in Louisiana, 
or Texas, who purchases an insurance policy on his life in favor of a 
beneficiary other than his estate, pays the premiums thereon with 
community funds and reserves the incidents of ov. nership in the policy, 
possesses incidents of ownership as agent for the community, or, 
possesses incidents of ownership as to the entire policy in his own 
right, and, if upon the death of the husband only one-half of the 
policy proceeds are includible in his gross estate under section 
811(g) (2) of the Internal IYevenue Code, a gift by the wife to a third 

arty beneficiary of the remaining one-half of the policy proceeds 
ecomes absolute for Federal gift tax purposes. 
Under the laws of the State of Louisiana, the husband has the 

power of management and administration over the one-half interest 
in the community property v. hich is an absolute ovvnership vested in 
the wife at the time the property is acquired. He derives his nianage- 
ment power from article '"404 of the I. ouisiana Civil Code which 
provides as follows: 

The husband is the bead and roaster of the partnership or coumiunity of 
gains; he administers its effects, disposes of the revenues which they produce, 
and may alienate them by an onerous title, without the consent and permission 
of his wife. 

He can mal-e no conveyance inter vivos, by a gratuitous title, of the im- 
movables of the community, nor of the whole, or of a quota of the movables, 
unless it be for the establishment of the children of the marriage. A gratuitous 
title within the contemplation of this article embraces all titles v herein there 
is no direct, material advantage to the donor. 

nevertheless he may dispose of the movable effects by a gratuitous and par- 
ticular title, to the benefit of all persons. 

But if it should be proved that the husband has sold the coirmon property, or 
otherwise disposed of the same by fraud, to injure his wife, she may have her 
action against the heirs of her husband, in support of her claim in one-half of 
the property, on her satisfactorily proving the fraud. 

The laws of the State of Texas are similar in this respect to those of 
Louisiana in that the wife has a vested interest in community assets 
and the husband has management po~er over such assets. His powers 
of management are derived from article 4610, Vernon's Revised Civil 
Statutes, Texas, which provides in part. as follows: 

SEcTIoN 1. All property acquired by either the husband or wife during mar- 
riage, except that which is the separate property of either, shall be deemed the 
common property of the husband and wife; and all the effects which the husband 
and wife possess at the time the marriage may be ilissolved shall be regarded as 
common effects or gains, unless the contrary be satisfactorily proved. During 
coverture the common property of the husband and wife may be disposed of by 
the husband only ~ ~ *. 

In both States, a life insurance policy taken out on the life of the 
husband during coverture with community funds, the right to sur- 
render the policy beino. retained, is a community asset in which the 
wife has a vested intere~st and the husband has power of management 
over her interest, and the wife's transfer of her one-half interest in 
the policy is not considered absolute prior to the death of the husband. 

Section 811 of the Internal Revenue Code provides that the value 
of the gross estate of the decedent shall be determined by including the 
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value at the time of his death of all property, real or personal, tangi- 
ble or intangible, wherever situated, except real property situated 
outside the United States. With respect, to life insurance proceeds 
section 811(g) of the Code provides in part as follows: 

(2) REGEIvABLE BY oTHER BENEFIcIABIEB — To the extent of the amount 
receivable by all other beneficiaries as insurance under policies upon the 
life of the decedent lA) purchased with premiums, or other consideration, 
paid directly or indirectly by the decedent, in proportion that the amount 
so paid by the decedent bears to the total premiums paid for the insurance, 
or (R) with respect to which the decedent possessed at his death any of the 
incidents of ownership, exercisable either alone or in conjunction with any 
other person. ~ ~ ~ 

Section 81PY of Regulations 105 provides that in determining 
whether the decedent possessed an incident of ownership in a policy or 
in any part of a policy, regard must be given to the efFect of State or 
other applicable law upon the terms of the policy. If a decedent 
purchased a policy of insurance on his life with funds held by him 
and his surviving wife as community property, designating their son 
as beneficiary but retaining the right to surrender the policy, and, un- 
der local law, the proceeds upon surrender would have inured to the 
marital community, and the wife's transfer of her one-half interest 
in the policy was not considered absolute prior to the decedent's 
death, the power of surrender possessed by the decedent as agent for 
his wife with respect to one-half of the policy is not considered an 
incident of ownership, and the decedent is, therefore, deemed to 
possess an incident of ownership in only one-half of the policy. 

It is the position of the Bureau that, under the laws of Louisiana 
and Texas, a gift by the wife of one-half of the policy proceeds be- 
comes absolute, for Federal gift tax purposes, upon the death of the 
husband, unless he purchased the policy with intent to defraud the 
wife, since at that time the community is dissolved, the authority of 
the husband as statutory manager of the community is ended, the 
policy matures, and the wife's interest therein is terminated; whereas, 
durino the existence of the marital community any revocable transfer 
of rights is necessarily incomplete since the husband, acting for him- 
self and as agent of his wife, may change the beneficiary, surrender 
the policy for cash, or exercise other legal incidents of ownership in 
accordance with the terms of the policy or the laws of the State. 

In view of the foregoing, it is held that a married man domiciled in 
Louisiana or Texas who purchases an insurance policy on his life in 
favor of a beneficiary other than his estate, possesses incidents of 
ownership in the pohcy, a community asset, in his own right as to 
one-half of the policy proceeds and as agent of the wife as to the re- 
maining one-half. Upon the death of the husband, one-half of the 
proceeds of the policy is includible in his gross estate for estate tax 
purposes under section 811(g) (2) of the Internal Revenue Code, and 
the remaining one-half of the proceeds, in which he had incidents of 
ownership as the agent for his wife, becomes an absolute gift by the 
wife for Federal gift tax purposes. In the event the wife predeceases 
the husband, one-half the cash surrender value of the policy is in- 
cludible in her gross estate as her interest in a community asset or as 
a revocable transfer under section 811(dl of the Code. 
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SECTION 812(e). — NET ESTATE: BEQULeSTS, ETC. , 
TO SURVIVING SPOUSE 

SEGTIGN 81. 47 (a), REGULATIQNs 105: Bequests, 
etc. , to surviving spouse. 

INTERNAL REVENUE CODE 

Pvev. Hnl, 83 

The interest in au estate which passes to a surviving spouse pur- 
suant to State law in the form of an allowance for support during 
the period of settleruent of the deceased spouse's estate must consti- 
tute a vested right of property in order to qualify under section 
81E(e) (1) (A) of the Internal Revenue Code for the estate tax 
marital deduction. 

Advice is requested whether amounts allowed and paid pursuant to 
State law for the support of a surviving spouse during the period af 
settlement of the estate of the deceased spouse qualifies as a marital 
deduction for estate tax purposes under section 812(e) (1) (A) of the 
Internal Revenue Code. 

Under the general rule of subparagraph (A) of section 812(e) (1) 
of the Code, the marital deduction will be allowed with respect to 
any interest in property included in the gross estate which passes from 
a decedent to his surviving spouse as absolute owner. In order to 
qualify under this subparagraph, any right oi a widow to an allowance 
in her husband's estate must be a vested right of property which is not 
terminated bv her death or other contingency. Therefore, if a 
&vidow's allowance for the full period of settlement of the estate is such 
that the allowance, or any unpaid balance thereof, will survive as an 
asset of her estate in case she dies at any time following the decedent's 
death, the interest thus taken by the widow would clearly constitute a 
deductible interest under section 812 (e) (1) (A) of the Code. I)Vhether 
any interest thus taken by a widow satisfies the statutory requirements 
in this respect is to be determined in the light of the applicable pro- 
visions of the State statutes, as interpreted by the local courts. 

There are cases, however, where it appears that the provisions of 
State statutes providing for allowances for support during the period 
of settlement of an estate do not confer upon the surviving spouse of 
a decedent any vested indefeasible right of property wlIich Ivould 
constitute a deductible interest under section 812(e) of the Code. In 
many States local courts have held that such allowances, or any rights 
thereto, terminate ipao facto upon remarriage and that death also 
terminates any rights to subsequent allowances. Under such circum- 
stances, the interests passing to the surviving spouses of decedents In 
the forms of allowances made for their support, pursuant to local htvv, 

amount to no more than annuities payable out of the assets of the 
estates during the periods of settlement or until prior death or re- 
marriage of the surviving spouses and, as such, constitute terminable 
interests within the meaning of section 812(e) (1) (B) of the Code, 
no portion of the values of which qualify for the marital deduction. 

In view of the foregoing, it is held that the interest in an estate 
which passes to a surviving spouse pursuant to State law in the forln 
of an allowance for suppoI't during the period of settlement of the de- 
ceased spouse's estate must constitute a vested right of property such 
as will, in the event of her death as of any montent or time following 
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the decedent's death, survive as an asset of her estate, in order to qual- 
ify under section 812(e) (1) (A. ) of the Internal Revenue Code for the 
estate tax marital deduction. 

SUBPART II. — RETURNS AND PAYMENT OF TAX 

SECTION 821. — RETURNS 

SEGTIGN 81'. 65, REGUI, ATIoNs 105: Preparation 
of return. 

(Also Section 81. 66. ) 
INTERNAL REVENUE CODE 

Rev. Rul. 49 

Bureau regulations, promulgated pursuant to section 821 of the In- 
ternal Revenue Code, provide for the filing of supplemental docu- 
ments with the filing, in duplicate, of a Federal estate tax return, 
Form 706. These reg~ulations provide that supplemental documents, 
other than a will v here a decedent dies testate, may be flled in dupli- 
cate where an executor desires to submit such documents with the re- 
turn in explanation thereof. However, there is no specific require- 
ment in the regulations for the filing of duplicate copies of Life 
Insurance Statement, Form 712. Beld, the Bureau will impose no 
requirement that Fornax 712 be filed in duplicate, 

CHAPTER 4. — GIFT TAX 

SECTION 1000. — IMPOSITION OF TAX 

SEGTIQN 86 2y REGULATIGNs 108: Transfers 
reached. 

INTEIINAL REVENUE CODE 

A gift by the wife of one-half the proceeds of an insurance policy on 
the life of the husband becomes absolute in Louisiana and Texas upon 
the death of the husband. (See Rev. Rul. 48, page 892. ) 

SzcrloN 86. 2 (c), REGULATIGNs 108: Transfers of 
community property after 1942 and on or be- 
f ore A pril 2, 1948. 

T. D. 6015 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER B, PART 86. — GIFT 
TAX UNDER CHAPTER 4 OF THE INTERNAL REVENUE CODE, AS AMENDED 

Section 86. 2(c) of Regulations 108 relating to gift tax consequences 
of transfers of community property after 1942 and on or before April 
2, 1948, amended. 
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TREASURY DEPARTMENT) 
OFFIUE oF CQMMIssIUNER oF INTERNAL REvE~NUE) 

Washington 88, D. C. 
2'c Officers and Ernp/oyees of the Internal Zeventie Service and 

Others Concerned: 
Section 86. 2(c) of Regulations 108 [26 CFR, part 86], as amended 

by Treasury Decision 5698 [C. B. 1949-1, 226], approved May 13, 
1949, is further amended as follows: 

(A) By adding at the end of the first paragraph thereof the 
following: 

No gift tax results from a transfer after December 81, 1942, and on or before 
April 2, 1948, of separate property of either spouse into community property. 

(B) By striking therefrom the second paragraph thereof. 
Because the purpose of this Treasury Decision is merely to elim- 

inate from the regulations the provisions which state that a division 
of community property after 1942 and on or before April 2, 1948, 
constitutes a gift, it is found that it is unnecessary to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved June 11, 
1946, or subject to the effective date limitation of section 4(c) of 
said act. 

(This Treasury Decision is issued under authority contained in 
section 1029 of the Internal Revenue Code (53 Stat. 157; 26 U. S. C. 
1029). ) 

T. COLEMAN ANDREWS, 
Cornrnissioner o f Internal Itevenue 

Approved May 29, 1958. 
M. B. FULsoM, 

Acting Secretary of the Treaservj. 

(Filed with the Division of the Federal Register June 3, 1953, 8:49 a. m. ) 

SECTION 1004. — DEDUCTIONS 

SEGTIoN 86. 13, REGULATIUNs 108: Charitable 
etc. , gifts. 

(Also Section 86. 14. ) 

T. D. 5964 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER B, PART 86. — GII'T 
TAX UNDER CHAPTER 4 OF THE INTERNAL RI. VENUE CODE, AS AMENDED 

Regulations 108 amended to conform to certain provisions of parts 
I, II, and III of title III of the Revenue Act of I950. 

TREASURY DEPARTMENT) 

OFFICE OF COMMISSIONER OF INTERNAL REVENUEq 
Washington 85', D. C. 

Z'c Officers and L'rnployees of the Internal Revenue Service and Others 
Concerned: 
On October 9, 1952, notice of proposed rule making regarding cer- 

tain gift tax provisions of the Revenue Act of 1950, approved Septem- 
ber 28, 1950, was published in the Federal Register (17 F. R. 9017). 

263364' — 53 — 26 
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. &o objections to such rules having been received, the amendments set 
forth below necessary to conform Regulations 108 to such provisions 
are hereby adopted: 

PARAGRAPH 1. There is inserted immediately preceding section 86. 12 
[26 CI& R 86. 12] the following: 

SEC. 302. EXEMPTION OF CERTAIN ORGANIZATIONS FOR PAST 
YEARS [REVENUE ACT OI' 1950, APPROVED SEPTEMBER 23, 
1!)50] 

(a) TRADE oR B&&sINF88 NDT UNRELATED. — I&"or any taxable year begin- 
ning prior to January 1, P051, no organization shall i&e denied exemption 
under paragraph (1), (6), or (7) of section 101 of the Internal Revenue 
('ode on the grounds that it is carrving on a trade or business for profit 
if the income from such trade or business would not be taxable as un- 
related business income under the provisions of Supplement U of the 
Internal Revenue Code, as amended by this Act, or if such trade or busi- 
ness is the renial by such organization of its real property (including 
personal property leased with the real property). 

(b) PER&oD oF LIMITATIONS. — In the case of an organization which 
would otherwise be exempt under section 101 of the Internal Revenue 
Code were it not carrying on a trade or business for profit, the filing of 
the information return required by section 54(f) of the Internal Revenue 
Code (relating to returns by tax-exempt organizations) for any taxable 
year beginning prior to January 1, 19, &1, shall be deemed to be the filing 
of a return for the purposes of section 275 of the Internal Revenue Code 
(relating to period of limitation upon assessment and collection). In 
the case of such an organization which was, by the provisions of section 
5&i (f) of the Internal Revenue Co&le, specifically not required to file such 
information return, for the purposes of the prece&iing sentence a return 
shall be deemed to have been filed at the time when such return should 
have been filed had it i&een so required. The provisions of this subsec- 
tion shall not apply to a taxable year of such an organization w&th real&ect 
to which, prior to September 20, 1!)50, (1) any amount of tax was 
assessed nr p;iid, or (2) a notice of deficiency under section 272 of the 
Internal Revenue Code was sent to the taxpayer, 

(c) DEN&A&. or DEDt&csuoNs. — A gift or bequest to an organization prior 
to January 1, 1951, for religious, charitable, scientific, literary, or edu- 
cational purposes (including the encouragement of art and the preven- 
tion of cruelty to children or animals) otherwise allowable as a deduc- 
tion under section ~ * * 1004(a) (2) (B), or 1004(b) (2) or (3) 
of the Internal Revenue Code, may not be denied under such sections if 
a denial of exernptiou to such organization for the taxable year of the 
organization in which such gift or bequest was made is prevented by the 
provisions of subsections (a) or (b) of this section. 

SL&'C. 162. NET INCOME [INTERNAL REVENI. 'E CODE AS 
AMENDED BY SECTION 321. REVENUE ACT OF 1950, AP- 
PROVED SEPTEMBER 23, 1950]. 

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) Subject to the provisions of subsection (g), there shall be allov ed 
as a deduction (in lieu of the deduction for charitable, etc„contribu- 
tions authorized by section 23(o) ) any part of the ross incorae, with- 
out limitation, which pursuant to the terms of the will or deed creating 
the trust, is duriug the taxable year paid or permanently set aside for 
the purposes and in the manner specified in section 23(o), or is to be 
used exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, or for the prevention of cruelty to children or animals, 
or for the establishment, acquisition, maintenauce or operation of a 
public cemetery not operated for prnfit. WVhere any amount of the 



[( 86. 13, Regs. 108, 

income so paid or set aside is attributable to gain from the sale or 
exchange of capital assets held for more than six months, proper 
a@ustment of the deduction otherwise allowable under this subsection 
shall be made for any deduction allowable to the trust under section 
23 (ee); 

(g) RULEs FQR APPLICATIoN oF SURSEGTIoN (a) IN THE CAsE 0F 
TRUSTS. — 

(2) OPERATIoNS oF TRURTs. — 
(A) Limitation on Charitable, Etc. , Deduction. — The amount 

otherwise allosvable under subsection (a) as a deduction shall 
not exceed 15 per centum of the net income of the trust (com- 
puted without the benefit of subsection (a) ) if the trust has 
en aged in a prohibited transaction, as dcfined in subpara- 
graph (B) of this paragraph. 

(B) Prohibited Transactions. — For the purposes of this 
paragraph the term "prohibited transaction" means any 
transaction after July 1, 1050, in which any trust while hold- 
ing income or corpus which has been permanently set aside or 
is to be used exclusively for charitable or other purposes de- 
scribed in subsection (a)— 

(i) lends any part of such income or corpus, without 
receipt of adequate security and a reasonable rate of 
interest, to; 

(ii) pays any compensation from such income or corpus, 
in excess of a reasonable allowance for salaries or other 
compensation for personal services actually rendered, to; 

(iii) makes any part of its services available on a pref- 
erential basis to; 

(iv) uses such income or corpus to make any substantial 
purchase of securities or any other property, for more 
than an adequate consideration in money or money' s 
worth, from; 

(v) sells any substantial part of the securities or other 
property comprising such income or corpus, for less than 
an adequate consideration in money or money's worth, to; 
or 

(vi) engages in any other transaction which results in 
a substantial diversion of such income or corpus to; 

the creator of such trust; any person who has made a substan- 
tial contribution to such trust; a member of the family (as 
defined in section 24(b) (2) (D) ) of an indivirlual who is the 
creator of the trust or who has made a substantial contribution 
to the trust; or a corporation controlled by any such creator 
or person through the ownership, directly or indirectly, of 50 
per centum or more of the total combined voting power of all 
classes of stock entitled to vote or 50 per centum or more of 
the total value of shares of all classes of stock of the corpora- 
tion. 

(C) Taxable Years Affected. — The amount otherwise allow- 
able under subsection (a) as a deduction shall be limited as 
provided in subparagraph (A) only for taxable years subse- 
quent to the taxable year during which the trust is notified by 
the Secretary that it has engaged in such transaction, unless 
such trust entered into such prohibited transaction with the 
purpose of diverting such corpus or income from the purposes 
described in subsection (a), and such transaction involved a 
substantial part of such corpus or income. 

(D) Future Charitable, Etc. , Deductions of Trusts Denied 
Deduction Under Subparagraph (C). — If the deduction of 
any trust under subsection (a) has been limited as provided in 
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this paragraph, such trust, with respect to any taxable year 
following the taxable year in which notice is received of 
limitation of deduction under subsection (a), may, under regu- 
lations prescribed by the Secretary, file claim for the allow- 
ance of the unlimited deduction under subsection (a), and if 
the Secretary, pursuant to such regulations, is satisfied that 
such trust will not knowingly again engage in a prohibited 
transaction, the limitation provided in subparagraph (A) shall 
not be applicable with respect to taxable vears subsequent to 
the year in which such claim is filed. 

(Li) Disallowance of Certain Charitable, Etc. , Deductions. — 
No gift or bequest for religious, charitable, scientific, literarv, or 
educational purposes (including the encouragement of art and 
the prevention of cruelty to children or animals), otherwise 
allowable as a deduction under section ~ " * 1004(a) (2) 
(B), or 1004(b) (2) or (3), shall be allowed as a deduction if 
made in trust and, in the taxable year of the trust in which the 
gift or bequest is made, the deduction allowed the trust under 
subsection (a) is limited by subparagraph (A). IVith respect 
to any taxable year of a trust in which such deduction has been 
so limited by reason of entering into a prohibited transaction 
with the purpose of diverting such corpus or income from the 
purposes described in subsection (a), and such transaction in- 
volved a substantial part of such income or corpus and which 
taxable year is the same, or prior to the, taxable year of the 
trust in which such prohibited transaction occurred, such de- 
duction shall be disallowed the donor only if such donor or 
(if such donor is an individual) any member of his family (as 
deiined in section 24(b) (2) (D) ) v&as a party to such prohibited 
transaction. 

(F) Definition. — For the purposes of this paragraph the term 
"gift or bequest" means any gift, contribution, bequest, devise, 
legacy, or transfer. 

(8) CRoss REFEasNcs. — For disallowance of certain charitable, 
etc. , deductions otherwise allowable under subsection (a), see sec- 
tion 3813. 

SI"C. 322. EFFECTIVE DATE OF PART II [REVENUE ACT OF 1930, 
APPROVED SEPTEMBER 23 1960] 

The amendments made by this part [section 321, inserting subsection 
(g) in section 1()2 of the Internal Revenue Code] shall be applicable 
only with respect to taxable years beginning after December 31, 1950, 
except that subsection (g) (2) (E) of section 162 of the Internal Revenue 
Code, added by section 321(a) of this Act, shall apply only with respect 
to gifts or bequests (as defined in section 162( ) (2) (I') of the Internal 
Revenue Code) made on or after January 1, 10, &1. 

SEC. 331. EXEMPTION OF CERTAIN ORGANIZATIONS UNDER 
SECTION 101(6) AND DEDU(. 'TIBILITY OF CONTRIBUTIONS 
MADE TO SUCH ORGANIZATIONS [REVENUE ACT OF 1930, 
APPROVED SEPTEMBER 23, 1930]. 

Chapter 38 is herebv amended by inserting at the end thereof the 
following new sections: 
"SEC. 3813, REC}UIREMENTS FOR EXEMPTION OF CERTAIV 

ORGANIZATIONS UNDI]R SECTION 101(6) AND FOR DEDUCT- 
IBILITY OF CONTRIBUTIONS MADE TO SI CH ORGANIZA- 
TIOiVS. 

"(a) ORGANIzxrroxs To AVHrcxr Sxcrtow Arrnrrs. — This section shall 
apply to any organization described in section 101 (6) except- 

"(l) a religious organization (other than a trust); 
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"(2) an educational organization which normally maintains a 
regular faculty and curriculum and normally has a regularly 
enrolled body of pupils or students in attendance at the place where 
its educational activities are regularly carried on; 

"(8) an organization which normally receives a substantial part 
of its support (exclusive of income received in the exercise or per- 
formance by such organization of its charitable, educational, or 
other purpose or function constituting the basis for its exemption 
under section 101(6) ) from the United States or any State or politi- 
cal subdivision thereof or from direct or indirect contributions from 
the general public; 

"(4) an organization which is operated, supervised, controlled, 
or principally supported by a religious organization (other than a 
trust) which is itself not subject to the provisions of this section; 
and 

"(5) an organization the principal purposes or functions of which 
are the providing of medical or hospital care or medical education 
or medical research. 

"(b) PRoHIBITED TRANsAOTICNS. — For the purposes of this section, the 
term 'prohibited transaction' means any transaction in which an organi- 
zation subject to the provisions of this section— 

"(1) lends any part of its income or corpus without the receipt of 
adequate security and a reasonable rate of interest, to; 

"(2) pays any compensation, in excess of a reasonable allowance 
for salaries or other compensation for personal services actually 
rendered, to; 

"(8) makes any part of its services available on a preferential 
basis to; 

"(4) makes any substantial purchase of securities or any other 
property, for more than adequate consideration in money or money' s 
worth, from; 

"(5) sells any substantial part of its securities or other property, 
for less than an adequate consideration in money or money's worth, 
to; or 

"(6) engages in any other transaction which results in a substan- 
tial diversion of its income or corpus to; 

the creator of such organization (if a trust); a person who has made a 
substantial contribution to such organization; a member of the family 
(as defined in section 24(b) (2) (D) ) of an individual who is the creator 
of such trust or who has made a substantial contribution to such organi- 
zation; or a corporation controlled by such creator or person through 
the ownership, directly or indirectlv, of 50 per centum or more of the 
total combined voting power of all classes of stock entitled to vote or 
50 per centum or more of the total value of shares of all classes of stock 
of the corporation. 

"(c) DENIAL GF EEFMPTIolv To ORGANIZATICNs ENGAGED IN PRCHIBITED 
TRANsAUPICNs. — 

"(1) GENERAL RULE. — No organization subject to the provisions of 
this section which has engaged in a prohibited transaction after 
July 1, 1050, shall be exempt from taxation under section 101(6). 

"(2) TAXABLE TEARS AFFEOTED. — An organization shall be denied 
exemption from taxation under section 101(6) by reason of para- 
graph (1) only for taxable years subsequent to the taxable year 
during which it is notified by the Secretary that it has engaged in 
a prohibited transaction, unless such organization entered into such 
prohibited transaction with the purpose of diverting corpus or in- 
come of the organization from its exempt purposes, and such trans- 
action involved a substantial part of the corpus or income of such 
organization, 

"(d) FUTURE STATUs oF ORGANIzATIQN DENIED EZEMPTIoN, — Any or- 
ganization denied exen1ption under section 101(6) by reason of the 
provisions of subsection (c), with respect to any taxable year following 
the taxable year in which notice of denial of exemption was received, 

may, under regulations prescribed by the Secretary, file claim for 
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exemption, and if the Secretary, pursuant to such regulations, is satis- 
fied that such organization will not knowingly again en age in a pro- 
hibited transaction, such organization shall be exempt with respect to 
taxable years subsequent to the year in which such claim is filed. 

"(e) DisAi. iowANCE oF CERTAIN CHARITABLE, ETC. , DEDUCTIoNs. — No 
gift or bequest for religious, charitable, scientific, literary, or educa- 
tional piirposes (including the encouragement of art and the prevention 
of cruelty to children or animals), otherwise allowable as a deduction 
under section * ~ ~ 1004(a) (2) (B), or 1004(b) (2) or (8), shall 
be allowed as a deduction if made to an organization which, in the 
taxable year of the organization in which the gift or bequest is made, 
is not exempt under section 101(6) by reason of the provisions of this 
section. Xvith respect to any taxable year of the organization for which 
the organization is not exenipt pursuant to the provisions of sub- 
si ction (c) by reason of having engaged in a prohibited transaction with 
the purpose of diverting the corpus or income of such organization from 
its exeinpt purposes and such transaction involved a substantial part of 
such corpus or incoine, and which taxable year is the same, or prior 
to the, taxable year of the organization in which such transaction oc- 
curred, such deduction shall be disallowed the donor only if such donor 
or (if such donor is an individual) any member of his family (as defined 
in section 24(b) (2) (D) ) was a party to such prohibited transaction. 

"(f) DEFINITION. — For the purposes of this section, the term 'gift or 
bequest' means any gift, contribution, bequest, devise, legacy, or transfer. 

SEC. 882. TECHNICAI, AMENDMENTS [REVENUE ACT Oli 1950, 
APPROVED SEPTEMBER 28, 19501. 

(g) AMENO uxt T or SEOTIoN 1004(a). — Section 1004(a) (2) (B) is 
hereby amended by striking out "legislation;" and inserting in lieu 
thereof the following: "legislation. For disallowance of certain chari- 
table, etc. , deductions otherwise allowable under tliis subparagraph, 
see sections 8818 and 162(g) i");". 

(h) AMENOAIENT oF SEOTIoN 1004(b). — Section 1001(b) is hereby 
amended by adding at the end thereof the following new paragraph: 

"For disallowance of certain charitable, etc. , deductions otherwise 
allowable under paragraphs (2) and (8), see sections 8818 and 
162(g)(2) " 
SEC. 888. EFFECTIVE DATES [REVENUE ACT OF 1050, AP- 

PROVED SEPTEMBER 28, 1050]. 
Subsections (c) and (d) of section 8818 * " * of the Internal Reve- 

nue Code, added by section 881 of this Act, shall apply with respect to 
taxable years beginning after December 81, 1950, and subsection (e) 
of section 8818 of the Internal Revenue Code shall apply only with 
respect, to gifts or bequests (as defined in section 8813 of the Internal 
Revenue Code) made on or after January 1, 1951. 

P IR. 2. Section 86. 13, as amended by Treasury Decision 5902 tC. B. 
195 — 1, 167), approved May 27, 1952 [26 CFR 86. 13j, is further 
amended as follows: 

(A) By changing the heading thereof to read as follows: "CHARI- 
TAnl. E, KTc. , CIlrTs. — (a) In IIetteral. "; 

(8) By inserting immediately following tlie period at the end of 
paragraph (a) the following: "For disalloI~vance of certain charitable 
gifts otherwise allowable as~deductions hereunder see paragraph (5) 
of this section. "; and 

(C) By adding inlinediately succeeding paragraph (a) the follow- 
ing new paragra~ph: 

(b) DisaRouurice of certain ctmiitctlile, etc. , deductions. — No deduction with 
respect to a ift made on or after Jiinuary I, 1951, to any trust or or 'anization 
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described in (B) of paragraph (a) of this section which would otherwise be 
allowable under such paragraph shall be allowed if (1) the gift is made in 
trust and, for income tax purposes for the taxable year of the trust in which 
the gift is made, the deduction otherwise allowable to such trust under section 
162(a) is limited by section 162(g) (2) (A) by reason of the trust having en- 
gaged in a prohibited transaction described in section 162(g) (2) (B); or (2) 
the gift is made to any such organization subject to section 3318 which, for its 
taxable year in which the gift is made, is not exempt from income tax under 
section 101(6) by reason of having engaged in a prohibited transaction described 
in section 3S13 (b). 

For the purpose of section 162(g) (2) (E) and section 3S13(e), the term "gift" 
includes any gift, contribution, or other disposition. 

Regulations 111, relating to the income tax, contain the rules for the deter- 
mination of the taxable year of the trust for which the deduction under section 
162(a) is limited by section 162(g) (2) and for the determination of the taxable 
year of the organization for which an exemption is denied under section 8318(c). 
See sections 29. 162 — 3(b) aud 29. 8318 — 1 of Regulations 111. Such taxable year 
must begin after December 81, 1950. Generally, such taxable year is a taxable 
rear subsequent to the taxable year during which the trust or organization has 
been notified bv the Commissioner that it has engaged in a prohibited trans- 
action. However, if the trust or organization after December 81, 1950, and 
during or prior to the taxable year entered into the prohibited transaction for 
the purpose of diverting its corpus or income from the purposes described in 
section 162(a) or from its exempt purposes, as the case may be, and such trans- 
action involves a substantial part of such income or corpus, then the deduction 
of the trust under section 162(a) for such taxable vear is limited by section 
162(g) (2), or the exemption of the organization for such taxable year is 
denied under section 8818(c), whether or not the organization has previously 
received notification by the Commissioner that it is engaged in a prohibited trans- 
action. In certain eases, the limitation of section 162(g) may be removed or the 
exemption may be reinstated for certain subsequent taxable years under the rules 
set forth in sections 29. 162-3(b) and 29. 8318 — 2 of Regulations 111. 

In cases in which prior notification by the Commissioner is not required in 
order to limit the deduction of the trust under section 162(g) (2) or to deny 
exemption of the organization under section 3318, the deduction otherwise allow- 
able under paragraph (a) of this section shall not be disallowed in respect to 
gifts made during the same taxable year of the trust or organization in which 
such prohibited transaction occurred or in a prior taxable year unless the donor 
or a member of his family was a party to the prohibited transaction. For the 
purpose of the preceding sentence, the members of the donor's family include 
only his brothers and sisters, whether by whole or half blood, spouse, ancestors, 
and lineal descendants. 

PAa. 3. Section 86. 14 [26 CFR 86. 14] is amended by adding at the 
end thereof the following: 
For further limitations in the case of gifts made on or after January 1, 19ol, 
see section 36. 18(b), relating to gifts to certain trusts and organizations engaged 
in a prohibited transaction described in sections 162(g) (2) (B) or 3318(b). 

(This Treasury Decision is issued under the authority contained 
in sections 1020 and 3701 of the Internal Pvevenue Code (53 Stat. 157, 
467; 26 U. S. C. 1029) 3701) ) 

JOHN S. GRAHAM) 

Acting Commissioner of Interna/ Revenue. 

Approved December 16, 19M. 
THOMAs J. LvNOH, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register December 19, 1952, S:53 a. m, ) 
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CHAPTER 9. — EMPLOYMENT TAXES 

SUBCHAPTER A. — EMPLOYMENT BY OTHERS THAN CARRIERS 

PART III. — GENERAL PROVISIONS 

SECTION 1426. — DE F'INITIONS 

SzcTION 408. 204, RzoULATIoNs 128: 7;ho are 
employees. 

INTERNAL REVENDE CODE 

Services performed by physicians for a company as part-time serv- 
ices. S. S. T. 291 revoked. (See Rev. Rul. 84, below. ) 

SUBCHAPTER C. — TAX ON EMPLOYERS OF EIGHT OR MORE 

SECTION 1607. — DEFINITIONS 

SECTION 403. 204, REGULATIoNs 107: 'A'ho are 
employees. 

(Also Section 1426, Section 408. 204, Regu- 
lations 128. ) 

Rev. Rul. 84 

INTERNAL REVENDE CODE 
A physician engaged in the private practice of medicire who in 

connection therewith examines and treats company employees as a 
part-time service for the company, is not an emplovee of the company 
within the meaning of sections 1426(d) and 1607(i) of the Federal 
Insurance Contributions Act and the Federal Unemployment Tax 
Act, respectively. 

S. S. T. 291, C. B. 1988-1, 416, revoked. 

Reconsideration has been given to S. S. T. 291, C. B. 1938 — 1, 416, in 
the light of the decision in'fVillard htorage Battery Co. v. Carey, 103 
Fed. Supp. 7. 

In S. S. T. 291, 8upra, it is held that a physician engaged by the 0 
Company, who is required to report each morning at a fixed hour, to 
remam on duty as long as his services are needed, and who, in addition 
to treating employees of the company, is required to examine all in- 
dividuals applying for work, is an employee of the O Company within the applicable provisions of titles VIII and IX cf the Social 
Security A. ct, 49 Stat. 639, approved August 14, 1935. 

In the Willard Storage Battery Co. case, the contracts between the 
physicians and the company indicated that direct control and super- 
vision was not contenIplated by the company as to the details and 
means by which the physicians accomplished their work. The evi- 
dence shows that the physicians performed only part-time service for 
the company and that they maintained private practices to which most 
of their time was devoted. The physicians were free to leave the com- 
pany's prelnises during working hours if an emergency case in their 
private practice required their presence. The court held that the 
physicians were not employees of the company within the meaning of 
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the Social Security Act. In view of the facts found by the court and 
supported by the evidence, it was decided that no appeal would be 
taken in that case. 

Titles VIII and IX of the Social Security Act were incorporated in 
the Internal Revenue Code, efFective April 1, 1080, and subsequent 
to that date are cited as the Ii'ederal Insurance Contributions Act and 
the Federal Unemployment Tax Act, respectively. Inasmuch as the 
facts and circumstances set forth in S. S. T. 201, C. B. 1088 — 1, 416, 
do not difFer materially from those in the Willard Storage Battery 
Co. case, S. S. T. 291, supra, is hereby revoked. It is the position of 
the Bureau that, gene~rally, a physician engaged in the private practice 
of medicine who in connection therewith examines and treats company 
employees as a part-time service for the company, is not an employee of. 
the company within the meaning of sections 1426(d) and 1607(i) of 
the Federal Insurance Contributions Act and the Federal Unemploy- 
ment Tax Act, respectively. However, there may be compelling 
f'actual reasons for an inference of direct control and supervision upou 
which an employer-employee classification may be based, thereby dis- 
tinguishing such cases from the Willard Storage Battery~ Co. case. 

SUBCHAPTER D. — COLLECTION OF INCOME TAX AT SOURCE ON 
WAGES 

SECTION 1621. — DEFINITIONS 

SEGTIGN 405. 102, REGULATIONs 116: Exclusions 
from wages. 

INTERNAL REVENUE CODE 

Withholding of income tax at source on compensation received by 
United States citizens for services performed on Guam (See Rev. 
Rul. 8, page 800. ) 

CHAPTER 9A. — WAR TAXES AND WAR TAX RATES 

SECTION 1650. — WAR TAX RATES OF CERTAIN 
MISCELLANEOUS TAXES 

SEGTIoN 180. 0, REGULATIoNs 42 (1942): Scope 
of Regulations. 

(Also Sections 180. 80, 180. 88; Section 8466, 
Sections 180. 44, 180. 46, 180. 47; Section 
846, Sections 180. 51, 180. 58, 180. 54, 
180. 60 (a), 180. 64, Regulations 42 (1942). ) 

T. D. 5904 

TITLE 20 — INTERNAL REVENUE. — CHAPTER I SUBGHAPTER C, PART 130. ~ 
TAXES ON SAFE DEPOSIT BOXES AND ON CERTAIN TRANSPORTATION AND 

COMMUNICATIONS SERVICES 

Regulations 42 (1942 edition) amended to conform to the Revenue 

Act of 1951. 
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TREASURV DEPARTMENTr 

OFFIcE ol' COMltfissIONER OF INTERNAL REvENUE) 
P'ashgnl7ton 85, D. C. 

To Offtcers and lf m plotlees of the Internal Rev)enue Serpgce and Others 
Concerned: 
On October 29, 1952, notice of proposed rule making was published 

in the Federal Register [17 F. R. 9747], in order to conform Regula- 
tions 42 (1942 edition) [26 CFIt, part 180] to sections 491, 492, 498, 
and 494 of the Revenue Act of 1951 (Public I, aw 183, 82d Cong. , 1st 
sess. ), approved October 20, 1951. After consideration of all relevant 
matter presented by interested persons regarding the rules proposed, 
the amendments to Regulations 42 (1942 edition) set forth below are 
hereby adopted. 

PARAGRAPH 1. The first paragraph of section 180. 0, as amended by 
Treasury Decision 5559 [C. B. 1947 — 1, 160], approved April 18, 1947 
[26 CFR 180. 0], is further amended as follotvs: 

(A) By striking in paragraph (c) the words "and sections 2, 8, 
and 4 of the Excise Tax Act of 1947, " and inserting in lieu thereof the 
following: ", sections 2, 8, and 4 of the Excise Tax Act of 1947, 
and sections 491 and 492 of the Revenue Act of 1951, ". 

(B) By striking in paragraph ((t) the words "and sections 2, 8, 
and 4 of the Excise Tax Act of 1947, " and inserting in lieu thereof 
the following: ", sections 2, 8, and 4 of the Excise Tax Act of 1947. 
section 607 of the Revenue Act of 1950, and sections 498 and 494 of 
the Revenue Act of 1951, ". 

PAR. 2. Immediately preceding section 180. 80 [26 CFR 180. 80], 
there is inserted the follotving: 

SEC. 401. REDUCTION OI' TAX ON TELEORAPII DISPATCHES 
[REVENUE ACT OI' 1051, APPROVED OCTOBER 20, 1051]. 

(a) REnUcrfoN or Tax. — The table contained in section 1650 (relating 
to the war tax rates of certain tniscellaneous taxes) is hereby atuended 
by striking out the following: 

5565(a)(1)(B) (insofar as it relates 
~ 

Domestic telegraph, cable, 15 per cent- 25 per cent- 
to domestic telegraph, cable, 

~ 

or radio dispatches. urn. um. 
and radio dispatches' ). 

(b) EFFEorzvE DavE. — Subject to the provisions of subsection (c), the 
amendments made by this section shall apply with respect to amounts 
paid on or after the rate reduction date (as defined in subsection (d) ) 
for services rendered on or at'ter such date. 

(c) AMoUNTs Patn PURBUANT To BILI. s RENDERED. — The amendments 
made by this section shall not apply with respect to alnounts paid pur- 
suant to bills rendered prior to the rate reduction date. In the case 
of atnounts paid pursuant to bills rendered on or after the rate reduc- 
tion date for services for which no previous bill was rendered. (he amend- 
ments ruade by this section shall apply except tv)th respect to such 
services as were rendered more than 2 months before such date. In 
the case of services rendered more than 2 months before such date the 
provisions of sections 1650 aud 3465 of the Internal Revenue Code in 
effect at the time such services were rendered shall be applicable to the 
amounts paid for such services. 

(d) RAEE KEUUcrloN Dars. — For the purposes of this section the 
term "rate reduction date" means the first day of the first month which 
begins more than 10 days after the date of the enactmeut of this Act. 

PAl» 8, The second paragraph of section 180. 80, as alnended by 
Treasury Decision 5559 [26 ~CFR 130. 80], is further amended by add- 
ing at the end thereof the fol)o)ving new se»tences: 
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The provisions of section 1650 were further amended by section 491 of the 
Revenue A. et of 1951, et'fective November 1, 1951, and as so amended, the rate of 
tax on amounts paid on and after that date for domestic services speeified in 
section 3465(a) (1) (B) rendered on and after that date was reduced. The 
amendments as it relates to this tax applies to amounts paid pursuant to bills 
rendered on and after November 1, 1951, for services furnished on or after 
September 1, 1951, for which no previous bill was rendered. 

PAR. 4. Section 180. 88, as amended by Treasury Decision 5550 
[26 ('FR 180. 88], is further amended by revising the first paragraph 
of (b) thereof to read as follows: 

(b) Telegraph, cable, and radio dispatches and messages. — (1) International 
messages, — The amount paid for each international telegraph, cable, or radio 
dispatch or Inessage is subject to tax at the rate of 10 percent. 

(2) Domestic messages. — The amount paid for each domestic telegraph, cable, 
or radio dispatch or message is subject to tax at the specified rates for the follow- 
ing periods: 

(i) On and after November 1, 1951, 15 percent; 
(ii) April I, 1944 through October 31, 1(151, 25 percent; 
(iii) November 1, 1942 throu"h March 81, 1944, 15 percent; 
(iv) Prior to November 1, 1942, 10 percent. 

PAR. 5. Immediately preceding section 180. 44 [26 ("FR 180. 44], 
there is inserted the following: 

SEC, 492. EXEMPTION OF CERTAIN OVERSEAS TELEPHONE 
CALLS FROM THE TAX ON TELFPHONE FACILITIES [REVE- 
NUE ACT OF 1951, APPROVED OCTOBFR 20, 1951J. 

(a) TELEPHQNE C$LLS FRoM ME%SERB oF ARMED FoRGEs IN CoMBAT 
ZoNES. — Section 8466 is amended by redesignating subsection (c) thereof 
as subsection "(d)" and by inserting after subsection (b) the following 
new subsection: 

"(e) No tax shall be imposed under section 8465(a) (1) (A) upon any 
payment received for any telephone or radio telephone message which 
originates within a combat zone, as defined in section 22(b) (13), from 
a member of the Armed I&'orces of the United States performing service 
in such combat zone, as determined under such section, provided a cer- 
tificate, setting forth such facts as the Secretary may by regulations 
prescribe, is furnished to the person receiving such payment. " 

(b) EFIxcrivz D+TE. — The amendment made by subsection (a) shall 
apply to amounts paid on or after the first day of the first month which 
begins more than 10 days after the date of enactment of this Act for 
telephone or radio telephone messages made on or after such date. 

PAR. 6. Section 180. 44, as amended by Treasury Decision 5521 
[C. B. 1946 — 2, 171], approved June 14, 1N6 [26 ( FR 180. 44], is fur- 
ther amended by striking "(see also section 180. 46)" in the second 
sentence of the fifth paragraph, and by inserting in lieu thereof "(see 
also section 180. 47) ". 

PAR. 7, Section 180. 46 [26 CFR 180. 46] is renumbered section 180. 47 
and a new section 180. 46 is inserted to read as follows: 

SEO. 180. 46. TELEPHoNE CRLLB FRoM MEMBRBB oF ARMED FQROKs IN CQMBAT 
ZoNEs. — The exemption provided by section 3466(e) is applicable to any pay- 
ment received on or after November 1, 1951, for any telephone or radio telephone 
message or call which orginates, on or after such date, within a combat zone 
as defined in section 22(b) (18), from a member of the Armed Forces of the 
United States performing service in such combat zone, if a properly executed 
certifieate of exemption substantially in the form shown below is furnished the 
person receiving such payment. (See also section 180. 47. ) 

Service is performed in a combat zone only if it is performed in an area which 
the President of the United States has designated by Executive order, for the 
purpose of section 22(b) (18), as an area in which Armed Forces of the United 
States are or have (after tune 24, 1950) engaged in combat, and only if it is 
performed on or after the date designated by the President by Executive order 
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as the date of the commencing of combatant activities in such zone and on or 
before tlie date designated by the president by Lcxecutive order as the date of 
the termination of combatant activities in such zone. 

EXEMPrION CERTIIviCATE 

(Overseas telephone calls) 

, 19 
(Date) 

I certify that the toll charges of $ are for telephone or radio 
telephone inessagcs originating at within a combat 

(Point of origin) 
zone from a member of the Armed Forces of the 

(Name) 
United States performing service in such combat xone, that the transmission 
facilities were furnished by; that the charges are exempt 

(Name of carrier) 
from tax under section 8460(c) of the Internal R«v«nue Cocle. 

(Siguature of subscriber) 

(Address) 
Nors. — Penalty for fraudulent use, $10, 000 or imprisonment or both. (See section 

1718 of the Internal Revenue Code. ) 

PAR. 8. There is iliseried immediately preceding section 180. 50 
[26 CIPPe 180. 50] the folloiving: 

SKC. 498. EXI'. Ill'TION OF FISHING TRIPS FROlil TAX ON 
TIIANSI'ORTATION [REVL'N UE ACT OF 1961, APPROVED 
OCTOI)KR 20, 1961]. 

(a) ExsMFrfoN. — Section 8469(b) (relating to exemption of certain 
trips froin the tax of transportation of persons) is hereby amended by 
striking out "or to amounts' and inserting in lieu thereof "to amounts", 
and by inserting after the words 'one month or less" the following 
", or io amounts paid for transi&ortation by boat for the purpose of 
fish i ng f ruin such boat". 

(b) EFFEcTIVE DATE. — The amendment made by subsection (a) shall 
apply to amounts paid on or aftei the first day of the first month which 
begins more than 10 days after the date of the enactment uf this Act for 
transportation on or after su«i) first day. 

PAR. 9. Section 180. 51, as amended by Treasury Decision 5929 
[C. B. 1952 — 2, 261], approved September 2, 1952 [26 CFR 180. 51], 
is further amended by revising the second sentence of tlIe eighth 
paragraph thereof to read as fo]loIvs: 
For other payments not subject to tax, see sections 180. 64 and 180. 60 to 180. 64. 

PAR. 10. Section 180. 58, as amended by Treasury Decision 5929 
[26 CI&'R 180. 58], is further amended by adding at the end of the 
first paragraph of (i) thereof the following; 
(For information vvith respect to the exemption of amounts paid on or aftei 
November 1, 1951, for transportation, on or after that date, of persons on boats 
chartered for fishing purposes, see section 180. 60a. ) 

PAR. 11. Section 180. M, as amended by Treasury Decision 5929 
[26 CFR 180. 54], is further amended by deleting the words "see 
sections 180. 60 to 180. 68" appearing in the first sentence thereof and 
inserting in lieu thereof the words "see sections 180. 60 to 180. 61. ". 

PAR. 12. Immediately preceding section 180. 59 [26 CFR 180. 59] 
there is inserted the following: 

SKC. 498. KX)vaIPTION OF FISHING TRIPS FROEI TAX ON 
TRANSPORTATION [REVENUE ACT OF 1951, APPIIOVED 
OCTOBKlt 20, 1961]. 
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(a) EEEMFTION. — Section 8469(b) (relating to exemption of certain 
trips from the tax of transportation of persons) is hereby amended 
by striking out "or to amounts" and inserting in lieu thereof "to 
amounts", and by inserting after the words "one month or less" the 
following ", or to amounts paid for transportation by boat for the 
purpose of fishing from such boat". 

(b) EFFEOTIvE DATE. — The amendment made by subsection (a} shall 
apply to amounts paid on or after the first day of the first month which 
begins more than 10 days af'ter the date of the enactment of this Act 
for transportation on or after such first day. 

PAII. 13. Immediately following section 130. 60 [26 CFR 130. 60], 
there is inserted the following: 

SEO. 180. 60a. FIEHING TRIFs, — No tax is IInposed upon an amount paid on 
or after November 1, 1961, for transportation by boat, on or after that date, 
where the transportation is for the purpose of fishing from such boat. 

PAR. 14. Immediately preceding section 130. 64 [26 CFR 130. 64j, 
there is inserted the following: 

SEC. 494. TAX ON TRANSPORTATION OF PERSONS [REVENUE 
ACT OF 1951, APPROVED OCTOBER 20, 1961]. 

(a) ExEMPTIGN oF CERTAIN FoREIGN TRAVEL. — Section 8469(a) of 
the Internal Revenue Code (relating to tax on transportation of persons) 
is hereby amended by striking out the third sentence and inserting 
in lieu of such sentence the following: "In the case of transportation 
by water on a vessel which makes one or more intermediate stops 
at ports within the United States, Canada, or Mexico on a vovage which 
begins or ends in the United States and ends or begins outside the north- 
ern portion of the Western Hemisphere, no part of such transportation 
shall be considered for the purposes of the preceding sentence to be from 
any port within the United States, Canada, or Mexico to any other such 
port if the vessel in stopping at any such intermediate port is not 
authorized both to discharge and to take on yassengers. A port or 
station within Newfoundland shall not, for the yurposes of the preceding 
two seniences, be considered as a port or station within Canada. " 

(b) EFFEOTIvE DATE. — The amendment made by subsection (a) shall 
apply to amounts paid on or after the first day of the first month which 
begins more than ten days after the date of the enactment of this 
Act for transportation on or after such first day. 

PAII. 15. Section 130. 64, as amended by Treasury Decision 5929 
[26 CFR 130. 64], is further amended as follows: 

(A. ) By striking the third sentence in the first paragraph thereof. 
(B) By inserting immediately following the first paragraph the 

the following new paragraphs: 
The tax does not attach to any part of a payment made on or after November 

1, 1%1, for transportation by water, on or after that date, on a vessel which 
makes one or more intermediate stops at ports within the United States, 
Canada, or Mexico, on a voyage between the United States and a port outside 
the northern portion of the Western Hemisphere, provided the vessel in 
stopping at any such intermediate port is not authorized both to discharge 
and to take on passengers. 

In any case where the vessel in stopping at any such intermediate port is 
authorized or is permitted both to discharge and to take on passengers, the rules 
set forth in the first paragraph of this section apply. A. vessel is authorized 
both to discharge and to take on passengers at the intermediate yort unless 
there is a legal or other authoritative prohibition of such traffic. For the 
purposes of the preceding sentence, an order issued by the owner or operator 
of a vessel prohibiting such vessel from either discharging or taking on pas- 
sengers at the intermediate port is not a legal or other authoritative yrohibition 
of such trafiic, 

A port or station within Newfoundland shall not, for the purposes of the 
preceding paragraphs, be considered as a port or station within Canada. 
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(C) By inserting immediately following example 6 thereof two new 
examples as follows: 

Example 7. H purchases a steamship ticket in New York City for transporta- 
tion from New York City to Southampton, England. The vessel on which H 
sails makes an intermediate stop during the course of such voyage at Boston, 
Mass. , to take ou passengers. The vessel is not, however, authorized to dis- 
charge passen ers at such port. No tax applies to the portion of the transporta- 
tion hei ween New York City and Boston, since H's voyage involved transportation 
between a port within the United States and a port outside the northern portion 
of the Western Hemisphere and the vessel on which H traveled was not 
authorized both to discharge and to take on passengers at the intermediate port 
at which it stopped. 

Example 8. I purchases a steamship ticket in San P'rancisco for a voyage 
from San Eranrisco to Manila. The vessel on which he travels makes a stop 
at Honolulu to discharge passengers. The vessel is, however, permitted also to 
take on passengers at Honolulu. The tax applies to that portion of the trans- 
portation between San Yrancisco and Honolulu, since the vessel on which I 
traveled was permiited to both discharge and to take on passengers at Honolulu, 
the intermediate port at which it stopped. 

(This Treasury Decision is issued pursuant to the authority con- 
tained in sections 3472 and 3791 of the Internal Revenue Code (53 Stat. 
423, 467, 55 Stat. 722; 26 U. S, C. 3472, 3791) . ) 

JUSTIN F. )VINKLEy 
Acting Commissioner of Internal Revenue. 

Approved February 24, 1953. 
EI, EEET P. TvT'IEE, 

Acting Secretary of the Treasury. 

(I~ iled Ivith the Division of the f ederal ltegister I~'ebruary 27, 1058, 8:50 a. m. ) 

SECTION 1651. — RETD ILERS' FXCISE TAX ON 
LUGGAGE, ETC. 

SECTIoN 320. 60, RsovI. ATIoNs 51: Scope of. tax. 

INTERNAL REVENUE CODE 

Rev. Rul. 85 

A completely insulated bag, which has no outside pockets to indicate 
it could be used as a purse, handbag, or other receptacle named in 
section 1651 of the Internal Revenue Code, and which is sc constructed 
as to indicate that it is intended solely for use in carrying or keeping 
food or liquids hot or cold, is not subject to tax on luggage, etc. How- 
ever, where such a bag is advertised or recommended for. use in carry- 
ing articles of wearing apparel, or for use as any other receptacle 
named in section 1651 ot the Code, as well as for use in carrying or 
keepin~o food or liquids hot or cold, it is subject to such tax when sold 
at retail. 

SEcTIoN 320. 60, REOULATIONs 51: Scope of tax. 

INTEkNAL REVENUE CODE 

Application of tax to saddle bags. (See Rev. Rul. 59I page 464. ) 
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CHAPTER 10. — ADMISSIONS AND DUES 

SUBCHAPTER A. — ADMISSIONS 

SECTION 1700. — TA. X 

SEOTIoN 101. 2, REoiILATIONs 48: Meaning of 
admission. 

INTERNAL REvENDE CODE 

Rev. Rul. 119 

A "donation" made in lieu of a payment of a fixed charge for ad- 
mission to a motion picture theater is subject to the tax on admis- 
sions imposed by section 1700(a) of the Internal Revenue Code. 

Advice is requested whether the tax on admissions imposed by sec- 
tion 1700(a) of the Internal Revenue Code is applicable with respect 
to a "donation" made in lieu of a payment of a fixed admission charge 
to a motion picture theater. 

In the instant case, a theater operator discontinued his former prac- 
tice of charging a jIxed amount for admission to his motion picture 
theater. Instead, he permitted admission to certain theater per- 
formances on the basis of cash donations in amounts determined solely 
by the admittees. 

It is recognized that motion picture theaters and other entertain- 
ment endeavors are operated on a basis of presenting to the public a 
performance to which spectators are willing and are accustomed or 
expected to pay an admission charge. As in most other businesses, 
these entertainment Reids are guided by a pro6t motive. These per- 
formances are invariably presented in the type of public place where 
the admission of spectators may be controlled under conditions most 
favorable to the operator. Thus, it is presumed that the privilege 
of admission must be paid for. The fact that the amount so paid is 
called something other than an admission charge, such as a "donation, " 
does not alter its identity as a condition to admission, and it is in 
fact an admission charge even though the amount thereof is left to 
the discretion of the admittee. 

Under section 1700(a) of the Code as amended by section 401 of 
the Revenue Act of 1951, the tax due on admissions is computed on 
the basis of the amount actually paid for admission to any place, 
rather than on the basis of an established price as provided prIor to 
such amendment. Therefore, where an alleged "donation" is a con- 
dition to admission, any amount so paid constitutes an amount paid 
for admission and is subject to the tax imposed with respect thereto. 

In the instant case, admission is permitted upon the proposed and 
accepted condition that the admittees pay for such privilege in any 
amount of their own choosing. It is held that these alleged "dona- 
tions" constitute amounts paid for admission to a place at regular or 
reduced rates and, as such, are paid in lieu of a Axed admission charge 
to pain entry to the thea~ter. Therefore, the amounts paid as "do- 
natIons" are subject to the tax on admissions imposed by section 
1700(a) of the Code. 
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SrrmroN 101. 2, REGULATIONS 48: Meaning of 
"admission. " 

(Also Section 1701, Section 101. 15, Regu- 
lat1011S 48. ) 

INTERNAL REVENUE CODE 

Rev. Rul. 118 

AVhere an organization acquires the sole right to use a theater or 
the right to dispose of all of the admissions for a particular perform- 
ance, except a block retained by the theater owner for what is usually 
referred to as "house seats" that are not for resale, the retention of such 
tickets by the owner does not disturb the organization's sole right to 
use the theater or the right to dispose of all the admissions within the 
meaning of section 101. 2 of Regulations 48. Such an arrangement 
constitutes a rental and is, therefore, not subject to the tax on admis- 
sions imposed by section 1700 of the Internal Revenue Code. How- 
ever, if the organization in turn sells admissions to the place the tax 
will apply to amounts paid for such admissions unless exempt under 
section 1701 of the Code. 

SrcTIoN 101. 5, REGULATIQNs 48: Free and re- 
duced rate admissions. 

(Also Sections 101. 0, 101. 1, 101. 14; Section 
1701, Sections 101. 15, 101. 16, Regulations 
48. ) 

T. D. 6007 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 101. 
TAXES ON ADMISSIONS, DUES. AND INITIATION FEES 

Regulations 48 (1941 edition) amended to conform to Public 
Lavv 124 (82d Cong. ) and the Revenue Act of 1951. 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

Washington 88, D. C. 
To Officers and Employees of the Internal Revenue Service and 

Others Concerned: 
On November 15, 1952, notice of proposed rulemaking was pub- 

lished in the Federal Register (17 F. R. 10469), in order to conform 
Regulations 48 (1941 edition) [26 CFR, part 101), relating to the 
taxes on admissions, dues, and initiation fees under the provisions of 
the Internal Revenue Code, to Public Law 124 (82d Cong. , 1st sess. ) 
t C. B. 1951 — 2, 851), approved August 24, 1951, and to sections 401, 402, 
408, and 404 of the Revenue Act of 1951 (Public Law 188, 82d Cong. , 
1st sess. ), approved October 20, 1951. After corisideration of all 
such relevant matter as was presented by interested persons regarding 
the proposal the amendments to Regulations 48 [26 CFR, part 101] 
set forth below are hereby adopted. 

PARAGRAPH 1. The words appearing in parentheses in the heading 
beginning "Part 101" immediately preceding "SUBPART A. — INTRo- 
DUGTORY, " as amended by Treasury Decision 5~562 tC. B. 1947 — 1, 165], 
approved May 16, 1947, are further amended to read as follows: 
(CHAPTER 10 OF THE INTERNAL REVKNVE CODE AS AMENDED BY THE REVENUE 

ACTS OF 1941, 1942, AND 1951; AND CHAPTER 9A OF THE INTERNAL REVENVE 
CoDE As AMENDED BY THE REvKNUE AcT oF 1948, THE PUBLIc DEBT AcT oF 1944, 
AND THE EXCISE TAX ACT OF 1947). 
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Pz!(. 2. The first sentence of the first paragraph of section 101. 0, 
as amended by Treasury Decision 5562 [26 CFR 101. 0], is further 
aniended by stril'ing out the words "and section (&. ", title VI, ot the 
Revenue Act of 1942, " and inserting in lieu thereof the words "section 
62&2, title VI, of the Revenue Act of 1942, and the Revenue Act of 
1951 " 

Pza. 3. Immediately' preceding section 101. 1 [26 CI&'R 101. 1], there 
is inserted the folloiving: 

SEC, 408. EI I ECTIVE DATE OF AMEND5(ENTS RELATING TO 
AD8Il SslON(S [IIEVKNUK ACT OF 1051, AYI'ROVL&'D OC'I'OBKR 
20, 1051]. 

Tbe a&nendments made by sections 401 and 402 shall be applicable 
with respect to an&ounts paid ou or after the first day of the first uionth 
which begins more than ten davs after tbe date of the enactnient of 
this Act for admissions on or after such date. 

SKC. 4C4. TAX ON CABARETS, ROOFGAI:DENS, ETC. [REVENUE 
ACT OF 1051, APPROVED O(yt'OBKIt 20, 1051]. 

III 

(b) EFFEcTIvE DATE. — 'I'he amendment made by subsection (a) shall 
be applicah!e only with respect to periods after 10 anterneri&lian on 
the first day of tbe first month which i&egins more than ten days after 
the date of the enactment of this Act. 

PA8. 4. Section 101. 1, as amended by Treasury Decision 5562 [26 
CI&'R 101, 1], is further amended by adding at the end thereof the 
following new paragraph: 

The Revenue Act of 1951 made further aiuendments to the Code effective 
November 1, 1951, In the case of the cabaret tax, tbe ameridment became ef- 
fective at 10 a. m. on November I, 1051. 

PA((. 5. Iminediately preceding section 101. 2 [26 CFR 101. 2], there 
is inserted the following: 

PUBLIC I. AW 124 82d CONG. . 1st SESS. ), APPROVLD 
AI'GUST 2-1, li)51 

That section 1700(a) (1) of the Intern:&1 Revenue (. ode is 
hereby amended by ad&ling at the end ti&ereof the folio&vina ne&v sen- 
tence: "No tax sh. ll be in&posed in tbe case of admission free of charge 
of a member of the Armed Forces of the United States when in uniform. " 

SEc. 2. The amendment made by this Act shall be applicable to ad- 
missions on and after the first day of the first month which be ins more 
than 10 days after the date of the enactment of this Act. 

SEC. 401. RKAIOVAL OF TAX ON FREE ADbllSSlONS [1(EVKNUE 
ACT OF 1&Nil, AYI*R(&VKD OCTOIlER 20, li)51]. 

Section 1700(a) (1) (reiatin to tax on single or season ticl&ets) is 
hereby amended by striking out the second, fourth, aml bfth sentences 
thereof. 

P&(a. 6. Section 101. 5, as amended by Treasury Decision 5682 [C. B. 
1949 — 1, 245], approved December 80& 1948 [26 CI&"R 101. 5], is further 
amended to read as folloivs: 

Sec. 101. 5. FBEK AxD RFDI&cED RATE ADI&issioxs. — (a) Bcsi»»i»g Ivo&;e»&bar 

I, (98K — The tax in&posed hv section 1700(a) applies to the a&uount actually 
paid for admission, and no tax is due in the case of a pere&&n ad&uitted free &&f 

charge. Further, a. child und&. r 12 vears of age admitted for less than 10 cen(s is 
not liable for tax. 

(b) Prior to 1Vonember 1, 1!&. &L — (1) C&'»eral r»lc. — A person admitted free 
or at a reduced rate to any pin& e at a time when and under circun&stances under 
which an admission charge is made to other persons, is liable to tax (except as 

2(&8854' — 58 — 27 
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provided in paragraph (b) (2) of this section) in an amount equivalent to the 

tax on the amount paid by such other persons for the same or similar accommo- 

dations. 
Where persons in a certain group or class, such as students 12 years of age or 

over, women, or members of a particular organization, are admitted at a price 
less than the established price of admission to the public generally, they are liable 

for tax based on the established price of admission to other persons for the same 

or similar accommodations. Women admitted free or at reduced rates to dances 
or any other place are liable for tax based on the established price of admission 
to other persons. 

If tickets or cards of admission are issued the tax should be collected at the 
time of the issuance of such tickets or cards, while if no tickets or cards are used 

tax should be collected when the persons are admitted. 
(2) Exceptions. — A bona fide employee of the management of the theater or 

other place, a municipal officer on official business, or a child under 12 years 
of age, is not liable to tax if adinitted free but if admitted at a reduced rate 
is liable to tax on the reduced price, except that a child under 12 years of age 
admitted for less than 10 cents is not liable for tax. Bona fide employees are 
(i) those persons, including directors and officers, regularly employed by the 
proprietor of the place or attraction or regularly engaged in work or business 
transacted there, whether their duties require admission to the place or not, 
and whether on duty at the time admitted or not; and (ii) other persons whose 
admission to the place is required for the performance of some duty to, or work 
for, the proprietor. 

Persons in the niilitary or naval forces of the United States when in uniform, 
members of the military or naval forces of any of the United Nations when in 
uniform, and members of the Civilian Conservation Corps when in uniform are 
not liable for tax if admitted free, and if admitted at a reduced rate are liable 
for tax on the reduced price. Except as provided in the two paragraphs im- 
mediately succeeding, these exemptions do not apply to admissions after 
December 31, 1947. 

Effective A. ugust 1, 1948, the tax does not apply to the admission free of charge 
of a hospitalized member of the military, naval, or air forces of the United 
States or of a person hospitalized as a veteran by the Federal Government. in 
a Federal, State, municipal, private or other hospital or institution, provided 
such member or veteran is not on leave or furlough. Where it is necessary for 
an attendant to accompany such member or veteran so admitted free of charge, 
the tax does not apply to the admission of the attendant if he is also admitted 
free of charge. Where the exemption is claimed on behalf of a hospitalized 
member or veteran properly entitled thereto, who is singly admitted, the right 
to the exemption shall be evidenced by a statement, personally signed, of an 
administrative officer of the hospital or institution, identifying by name such 
member or veteran (and attendant, if any) and certifying that the member 
or veteran (i) is a hospitalized member of the military, naval, or air forces 
of the United States or a veteran hospitalized by the Federal Government, and 
(ii) is not on leave or furlough. Wheie the exemption is claimed on behalf 
of hospitalized members or veterans who are collectively admitted the state- 
ment need not identify the members or veterans individually, but shall specify 
the number of such members or veterans (and attendants, if any) and certify 
that the members or veterans (n) are hospitalized members of the military, 
naval, or air forces of the United States or are veterans hospitalized by the 
Federal Govermnent and (b) are not on leave or furlough. In either case 
the statement evidencing the ri"ht to the exemption shall be taken up bv the 
proprietor of the place, and retained as part of his records. (See section 101. 32 
[20 CFR 101. 321. ) 

Effective October 1, 1951, to and including October 31, 1951, the tax does not 
apply to the admission free of charge of a member of the Armed Forces of the 
United States when in uniform. This exemption applies to free admissions only. 

Newspaper reporters, photographers, telegraphers, radio announcers, aud 
persons of similar vocation who are admitted free to any place for the perform- 
ance of special duties in connection with an event and whose special duties are 
the sole reason for their presence and free admission, are not liable fcr any 
tax on admissions. Free admissions, including free admissions to spoken plays, 
etc. , granted to such persons who are not admitted solely for the purpose of 
performing their special duties in connection with the event are subject to 
tax equivalent to the tax on the admission charge paid by other persons for the 
same or similar accoiumodations. 
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PAR. 7. Immediately precedi»g section 101. 18 there is inserted tlie 
following: 

SKC. 404. TAX ON CABARETS, ROOFGARDKNS, ETC. [REVENUE 
AC'I' 0Ã 1051, API'ROVED 0('TOI)ER 20, 1051]. 

(a) BAm. aooxis A&sn DANcz&rArrs. — Section 1700(e) (1) (relating to 
tax on cabarets, roofgardens, etc. ) is hereby amended by inserting after 
the se&ond s(nteu&e thereof the following new sentence: "In no case 
sliall such term include any ballroom, dancehall, or other similar place 
&vh&re the srrving or sellir:g of fond, refreshment, or uierch:&ndise is 
u&erely iucidenial, unless su&'h place would be considered, without the 
applicatinn of the precediug sentence, as a 'roofgarden, cabaret, or other 
similar place'. " 

I'AR. 8. Section 101. 14, as at»ended by Treasury Decision 5&88o 

[C. H. 1944& 637]& approved June 30, 1041 [Q6 ('k'R 101. 14] 
& 

is f»rili«r 
arne»ded iis follows: 

(A) Hy arne»ding the first paragraph to read as follows: 
'The term "ronfgnrden, cabaret, or other siruilar place" includes any r&a&iu 

in any hotel, restaurant, hall, or other public place where music anil dancing 
privileges or auy other cut& rtainment, ex&«lit i»struiii«ntal oi mech;inical music 
ulnae, are at'fuvdcd the patrons inconnection with the s«rving or selling nf 
food, refv&. 'shruent, or mercliandise, except (liat after 10:i. n&. November 1, li&51, 
such term does nnt, in«in(le any ballroom, dancehall, or ui her siiuilar place &vhere 
the servii&g or selling of f&&od, refreshinent, or merc!i&indise is merely in&'i&leriial, 
&mless such pin&. e vvu!&id otli«rv&ise be &uusidcred as a ruufg&arden, cabaret, or 
other siiiiilar pl ice. The ex«eptiun with respect to bollvuuiris, dr&un«halls, or 
other sin&ilar places, applies only to such nf those establishments which ave 
operated primarily to furnish music and 0;&nciug privileges and v, lieve the 
serving nr selliiig of fuod, refresbin«nt, or merchandise coristitutes iu fa&'t an 
in«id«nial or subsidiary service in relation to the furnishing of music and dauciu ' 
pri v i I exes. 

A pnhlic performance furnished at a roofgarden, cal&ar«t, or nther similar 
illa&'e sll'ill be 1'«'" ii'0&"1 &is heing furnished for profit for purposes of this section 
even ib&mgh the charge u&ade for admission, refresbnieut, service, or merchandise 
is not in&ress«d by reasoii of the furnishing of such pevfovu&ance. 

(I)) k'xample (1) is deleted, examples (9) and (8) are ren»mbered 
(1) and (2) & 

respectively, and the following is inserted as ex- 
ample (8): 

(3) A dancehall is operated from 9 p. m. until midnight every Friday and 
Saturday night. The ehirge for admission varies according to the character 
of the entertainment furnished, so that wh&. n a name band appears, the arlruis- 
sion ch&svge is higher than when the music is furnished by a lo&'al banrl. Re- 
freshments consisting of sandwiches, potato chips, soft drinks, and cuff«e ave 
served at tables, and the number of patrons wbo can be seated at any time is 
substantially less than the number of p«rsnns whu can be accorrimi&date&i for 
dancing. The serving of refreshinents is limited to the period when the &lan&e- 
hall is open. Patrons are not required to purchase i&freshments. In this case, 
tbe dancehall is operated primarily for the purpose of furnishing music and dan&- 
ing privileges and the sale of refreshments constitutes au in& id«ntal sevvice. 
Amounts paid by patrons of the dancehall are not subject to tl&e cabaret t ix; 
however, the charge for admission is subject to the adniissinns tax. 

PAR. 9. Immediately preceding section 101. 15 [96 Crl~ 101. 15], 
there is inserted the followi»g: 

SKC. 402. EXE51P'1'IONS FROAI AT&M(SSIONS TAX [REVENUE 
ACT OI' 1051, Ai'1'ROVI:D 0(. "l. 'OBElt 20, U&51]. 

(a) RrzNsvAvv&MsNT OF I'i&vwsa Exs»rzvr&&ss, — Nntwiihstanding sec- 
tion 541(b) of the Revenue Act of . 1011, the prnvisi&&us uf scctinn 1701 
(relating to exemptions from the a&lmi:sinns rox) sb;&ll apl&ly to amounts 
paid on or after the effective dnie specified in section 403 of this Act 
for admissions on or after such date. 
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(b) AMENDMENT or SEOT!ON 1701 (a) ard (b). — Subsections (a) and 

(b) of section 1701 (relating to exemptions from admissions tax) are 
hereby amended to read as follows: 

"(a) CERTAIN RELIGICUs, EDUcATIGNAL GR CHARITABLE ENTKRTA!N- 

MENTS, ETC. — 
"(1) IN GENERA!, . — Except as provided in paragraph (2), any ad- 

missions all the proceeds of which inure— 
"(A) exclusivelv to the benefit of- 

"(i) a church or a convention or association of churches; 
"(ii) an educational institution which is exempt un&ler 

section 101(6) or which is an educational institution of a 
government or political subdivision thereof, if such or- 
ganization normally maintains a regular faculty and cur- 
riculurn and norm" lly has a regularly organized body of 
pupils or students in atiendance at the place where its 
educational activities are regularly carried on; 

"(iii) a cori&oration or any community chest, fund, or 
foundation organized and operated exclusively for chari- 
table purposes, exe!Dpt under section 101(6), if such cor- 
poration or or"anization is supported, in whole or in part, 
by funds contributed by the United States or any State or 
political subdivision thereof, or is primarily supported by 
contributions t'rom the general public; 

"(iv) a society or organization conducted for the sole 
purpose of!naintaining symphony orchestras or operas and 
receiving substantial support from voluntary contribu- 
tions; 

"(v) an organization (organized prior to October 1, 
1951) v. hich is exempt under section 101(6) and which is 
operated for the purpose of conducting an annual 
chautauqua program of educational, cultural, and re- 
ligious activities at a permanent location- 

if no part of the net earnings thereof inures to the benefit 
of any private stockholder or individual; 

"(I)) exclusively to the b&nefit of. National Guard organiza- 
tions, 1teserve officers' associations or organizations, posts or 
organizations of var veterans, or auxiliary units or societies 
of any such posts or or anizations, if such po. ts, organizations, 
units, or societies are organized in the United States or auy of 
its possessions, and if no part of their net earnin, s inures to 
the benefit of any private stockholder or individual; or 

"(C) exclusively to the benefit of a police or fire department 
of any city, town, village, or any municip:&litv or exclusively 
to a retirement. , peusion, or disability fund for the sole benefit 
of members of such a police or fire department or to a fund for 
the heirs of such members. 

"(2) NoNExEMPT ADMissIONs. — 'Ihe exemption provided under 
paragraph (1) shall not apply in the case of admissions to (A) any 
athletic garne or exhibition unless the proce ds inure exciusively 
to the benefit of an elementary or secondary school or unless in the 
case of an athletic game between two elementary or secondary 
schools, the entire gross proceeds from such game inure to the 
bene(it of a hospital for crippled children, (E)) wrestling matches, 
prize fights, or boxing, sparring, or other pugilistic matches or 
exhibitions, (C) carnivals, rodeos, or circuses in which any pro- 
fessional performer or operator participates for compensation, or 
(D) any motion picture exhibition. 

"(b) AGRIcULTURAL FAIRs. — Anv admissions to ag!icultural fairs if 
no part of the net earnings thereof inures to the benefit of any stock- 
ho)ders or members of the association conducting the same — if the 
proceeds therefrom are used exclusivelv for the in!prorement, mainte- 
nance, and operation of such agricultural fairs; or". 

(c) ADM!ss!CNS To MUNIOIPAL SwIMMING PooLs, Erc. — Section 1701 
is hereby amended by stril-ing out the period at the end of subsection 
(c) and inserting in lieu thereof "; or" and by adding at the end of such 

section the following new subsections: 
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"(d) NvNrcn Ar. Swr»&»&&No Poo&. s, Ere. — Any admissions to swimming 
pools, bathing beaches, skating ri»ks, or other l&hices providing f iciiities 
for physical exercise, operated by any State or political subdivision 
thereof or, by the United States or any agency or instrumentality 
thereof — if the proceeds therefrom inure exclusively to the benefit of 
the State, political subdivision, United St;&tea, agency, or instrumen- 
tality. For the purposes of this subsection, the term 'State' includes 
Alaska, Iia&vali, and the District of Columbia; or 

"(e) (1) Hoz&z &&Nn GxanrN Tovi&s. — Any admission to a houie or 
gardcu which is teu&porarily opened to the general public as part of a 
prograiu c&mducted by a society or organizati&m to permit th&'. inspection 
of histori&al ho&nes and gardens — if no part of the net earnings thereof 
inures to the benefit of any private stockholder or individual. 

"(2) H&sioiuc Sirus. — Any admissions to historic sites, houses, and 
shrines, and iuuseun&s conclucted in connection therewith, maintained 
aml op&-rated by a society or org;inization devoted to the preservatiou 
and maintenance of such historic sites, houses, shrines, and museums- 
if no part of the net earnings tliereof inures to the benefit of any private 
stockholder or individual. " 

SEC. 1701. INTERNAL REVENUE CODE. 

(c) Caara&N Co»czars. — Any admissions to concerts conducted by a 
civic or con&munity membership association if no part of the net earnings 
thereof inures to the bei'eiit of any stockholders or members of such 
association. 

PAR. 10. Section 101. 15, as amended by Treasury Decision 5682 [26 
CF11, 101. 15], and section 101. 16, as ar»ended by Treasury Decision 
5170 [C. I&. 1N2 — 2, 246], approved September 25, 1942 [26 CI&"8 
101. 16], are stricken and the followh!g is inserted in lieu thereof: 

Sac. 101. 15. Lxsx&rrro&&s Faox& Txx. — (a) Scope of ezemptio&&, effect(ee Xo&:& m- 
ber I, ip5L — The adn&issions taxes imposed by section 1700 are of two classes: 
(1) taxes on admissions per se to be paid by the person paying for admission, 
and (2) taxes on charges in excess of the re alar or est &l&iished price of ad- 
mission, which taxes are to be paid by the person selling or disposing of ti& kits 
or cards of admission at excess prices. Section 1701(a) confers exemption, 
under certain couditions and limitations, from taxes of one or both classes. 
Adn&issions, or excess charges, are not exempt merely because tlie proceeds 
are to be used for a religious, educational, or charitable purpose. The pri:nary 
condition is that all the proceeds of the admissions or excess charg&s, as the 
case mav be, inure to the benefit of the nr anizatinns enuiuerated in section 
1701(a) and the event is not of a type described in section 1701(a) (2). (See 
paragraph (o) of this section. ) It may happen that the procee&is of i&d- 

mission charges inure to the benefi&t of exeiupt organ!zatious and the proceeds 
of excess charges go to the benefit of nonexe!npt orgaiiizatioiis or persons. 
In that ev&nt, the tax exemption applies only to the admission char"es. Con- 
versely, the situation may be that the proceeds of the excess charges, but not 
of the adinission char„es, iuure to the benefit of exempt org&iniz;itious. Iu th:&t 
situation, the excess charges only are exempt I'rom tax. 

The term "all the pioceeds" means all the net proceeds of the regni&&r 
admission charges or excess chaiges, as the case &nay b. , after payiueut of 
actual and reasonable expens&'s incur&ed in presenting the event. &rhcthcr 
certain expenses are reasonable is to be deterruined on the basis of all the 
facts in the matter. If the expenses are in excess of what is reasonable an&i 

necessary under the circumstances, all the proceeds would nut be deemed to 
inure exclusively to the benefit of the exen pt org;iniz;&tion, In any case 
where the amount to be received by a nonexempt person or organization for 
talent, services, or otherwise, is based on a verve&i&age of the net or gross 
proceeds, the organization claiming exemption sh &ll, before exemption may 
be allowed, establish that the maxi&num amount to be received on the perceintage 
basis is a reasonable sum and not more than &vould ordinarily be received 
on a fiat-rate basis for the same or similar t&lent or services, aud that the 
contract actually operates to tlie benefit of the exempt organization. 
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(b) Organizations ezempt from admissions tax. — (1) General. — Under the 
provisions of section 1701(a) (1) (A), exeinption is griinted with respect to 
adinissions, other than those specified in section 1701(a) (2) (see paragraph 
(c) of this section), all the proceeds of which inure to the benefit of certain 
religious, educational, charitable, or other organizations operating on a nonproijt 
basis. The mere fact that nn organization is so organized or operated does 
not afford a basis for exemption. To be entitled to such exemption the 
organization must comply with all of the statutory requirements. There is 
no requirement, expressed or implied, that an institution, society, or organizn 
1ion, to be included within these exemption pi'ovisions, must be organized or 
operating in the United States. 

For an organization to be considered a religious, educational, or charitable 
institution, or society, or organization of the kind contemplated by section 
1701(a), it must have a definite organization, with officers, directors, or 
trustees, and the usual essential features (in«orporation not being essential) 
of an association of its class. The organization must also have a purpose 
which as put into practice is religious, educational, charitable, or of the nature 
specified by the statute. Further&nore, no part of the net earnings of such 
organization shall inure to the benefit of any private stockholder or individunh 

Other requirements which must be met by organizations that may be exempt 
from the admissions tax are set forth in the following subparagrapbs (2) 
through (8). 

(2) Churches or conventions or associations of churches. — Admissions, or ex- 
cess charges, all tbe proceeds of which (after payment of reasonable expenses) 
inure exclusively to the benefit of a church or a convention or association 
of churches are exempt from tax. (For exceptious to this exemption, see 
paragraph (c) of this section. ) 

The term "convention or association of churches" includes a union of churches 
of the saine denomination organized on a regional or other basis, or a union 
of churches of different denominations which meet and act in concert to further 
a particular religions purpose. 

Missions and missi&mary societies, Sunday scbool clnsses, choir groups, and 
other associations forming a functional part of the organization of a church 
fall witliin the exeniption. 

(3) L~'&tucattonat institutions. — Adinissions, or excess charges, all the proceeds 
of which (after payment of rensounble expeuses) inure e elusively to the benefit 
of an educational institution are exeiupt from tbe tax, provided (i) the educa- 
tional institution is exempt under section 101(fi), or is au educational institution 
of a govermuent or political subdivision thereof, (ii) the institutiou normally 
mainiains a regular faculty anil «urri«ulum arul norinally hns a regularly organ- 
ized body of pupils or students iri iitt«udnn&e nt the phi«e ivhere its educational 
activities are regiiliirly & arried on, nnd (iii) no p;irt of the net earnings thereof 
inures io the ben«fit of nuy private stockholder or individual. (For exceptions 
to this exeiuption, see pnrngrnpli (c) of this section. ) Generally, this exeiup- 
tion applies in the case of institutions engaged in tbe pres&utation of formal 
instructiou, such ns elementary and high schools, colleges and universities, 
through the mediuui of a regular fn«ulty and curriculum with a regularly organ- 
ized body of pupils or students in attendnnce. However, auy educational in- 
stituiiou exenipt from inc&sue tnx under section 101(fi), such as a iuuseum, art 
gallery, etc. , may also qualify under section 1701 (a) for an exemption from 
the fiix on admissions but only if, ns a substnntial port of its activities, such 
institution maintains a regular faculty, curri«ulum, and student body. 

Any organization sponsored aud administered by au educatimial institution 
as a part of its educational progrnni, and in which membership is open to 
any of the members thereof, is also entitled to exemption. Examples of such 
organizations are student governing bodies, athletic associations, dramatic clubs, 
language clubs, science clubs, and similar groups. 

(4) Cf&aritable organizations. — Admissions, or excess charges, all the proceeds 
of &vbich (aftcr payment of reasonable expenses) inure exclusively to the benefit 
of a corporation or any community chest, fund, or foundation orgnniz&d and 
operated exclusively for chn. ritnble purposes, exempt under section 101(6), are 
exeiupt from tnx provided su&h &orporation or organization is supported, in 
whole cr in part, by fuuds contributed by the United States or any State or 
political subdivision thereof, or is primarily supported by contributions from the 
general publi«, and if no part of the net earnings thereof inures to the benefit 
of any privnte stockholder or individual. (1&'or exceptions to this exeniption, 
see paragraph (c) of this section. ) 



419 [tI 101. 5, Regs. 43 

Charitable organizations supported bv fumls coutribui ed by the United States 
or any State or political snbdivision thereof are entitled to exemption regardless 
of the extent of the support received and of the lllann&. r in &vhi& h the funds 
are contributed, i. e. , whether as payiuent for specific services rendered by the 
organization, by the allotnient of aiiv sum, or whatever other means may be used. 

However, charitable organizations supported by contributions received from 
fhe general public, in order to show that th&y are primarily supported in such 
manner, must establish that more than 50 percent of all the income received 
by the organization, is derived fr»»i that source. Amounts paid for admission 
are not regarded as "contributions" for purposes of this exemption. 

(5) Spa&phony orchest& a and opera organizations. — Admissions, or excess 
charges, all the pro& eeds of &v»ich (aftcr payment of reasoimble expenses) inure 
exclusively to the benefit of a so&ieiy or organization conducted for the sole 
purpose of maintaining syniplio»y or&. hestras or operas and receiving substan- 
tial support from voluntary coniributio»s, are exempt from tax, if no part of 
the net earnings thereof iii»res to the benefit of any private stockholder or 
individual. (I~ or exceptions io this exemption, see paragraph (c) of this section. ) 

The name by which an org»nized group of musicians is called is not the 
test of v hether or not such group is a symphony orchestra. It must have a 
personnel of sufficient size and ability to reuder symphonies capably and su&h 
svlllplloliies »inst form a mo]or part of its regular programs. Inlands and ordi- 
nary orchestras are riot incl»ded in the exemption. 

(8) Oiiantanqnns and assemblies. — Aduiissions, or excess charges, all the pro- 
ceeds of evhich (after payment of reasonable expenses) inure exclusively to the 
benefiit of a society or organization orgn»ized prior to October I, 1&051, exon&pt 
from income tax under section 101(fi) and operated for the purpose of co»du«t- 
ing an aiinual chautau&i»a program of educational, cultural, and religious activi- 
ties at a permanent location are exempt from tax, if no part of the net earnings 
thereof inures to the benefit of any private st»el&holder or individual. (Fur 
exceptions to this exemption, see paragraph (c) of this section. ) 

The term "chan&au&fun program" nieans an operation designed to provide a 
series of meetings or assemblies of persons who are brought together for a 
common purpose, vvherein a program of educational, cultural, and reli i»us 
activities is carried on and during vvhich courses of instruction in either ed»- 
cation»1, cultural, or religious activities are actually participated in by persoiis 
present for the program. 

(I) Xationat G&&ar&t and Resere e officers' aeeociatione or organizations of &rar 
reterane. — Admissions, or excess charges, all the proceeds of v'hich (aft&r pay- 
ment of reasonable expenses) inure ex& lusively to the benefit of National (;u:ird 
organizations, keserve ofli&ers' associations or organizations, posts or urge»', za- 
tions of war veterans, or auxiliary units or societies of any of the foregoing, 
are exempt from tax, if organized in the United States or any of its possessioiis 
end if no part of their net earnings inures to the benefit of any private sroc!&- 
holder or individual. (For exceptions to this exemption, see paragraph (&) 
of this section. ) 

(8) Police or tire department. — Admissions, or excess charges, all the pro- 
ceeds of which (after payment of reasonable expenses) inure exclusively to 
the benefit of a police or fire department (including a volunteer fire department) 
of any city, town, villa e, or municipality or ex& lusively to a retirement, pe»sion, 
or disability fiind for the sole benefit of members of such a police or fire depart- 
ment or to a fund for the heirs of such members, are exerript from tax. (I'ur 
exceptions to this exemption, see paragraph (c) of this sectio&i. ) 

(c) Xoneaempf admieedons. — The exemptions provided by section 1;01(a) (1) 
in the case of events held for the benefit of the organizations specified tf&erein 
(paragraph (b) (2) through (8) of this section) do not ap;ily with respect to 
admissions to: 

(I) Any athletic game or exhibition uuless the proceeds inure ex& lusively 
to the benefit of an elei»entary or secondary school; or unless in the case 
of an athletic game bet&veen two elementary or secondary schools, the entire 
gross proceeds from such game inure to the benefit of a hospital for crippled 
children, (See sec. 101. 15(d) (6) ) 

(2) Wrestling matches, prize fi hts, or boxing, sparring, or other p»„ilistic 
matches or exhibitions, irrespe&tive of the si;i(us of the participants, the 
character of the organization sponsoring the event, or to who&» the ad»iis- 
sion proceeds are payable. 

(8) Carnivals, rodeos, or circuses in which any professional performer 
or operator participates for couipensation. It is immaterial ivhether the 



ma 
101. 5, Ilegs. 43. ] 420 

professional performer or operator is pai:1 for his services from the admix 
sion proceeds or from souie other source. 

(4) Any motion picture exhibition. 
(&1) Admissions to specific epents egempt from tax'. — (1) Agric«lt«rat fairs. — 

Admissious to agricultural fairs the proceeds of whi&h are used exclusively for 
the imi&rovcment, maintenance, and operation of such fairs are exempt frr&in 

tax, if no part of the net earnings thereof inures to tlie benefit of any stockholder 
or i»en&ber of the association conducting tbe fair. 

The teria "agricultural fairs" tuel&ales, in general, all exhibitions of farm 
prodii& e, li vestock, poultry, flowers, or the like held for the promotion or advance- 
inent of agriculture (including horiiculture). It includes any exhibition of 
aniinals of a species wliose chief utility is in connection wiil agriculture, he]d 
by an iissociatiou organized to improve that species of animal aud to disseiuinate 
knowledge concerning its bree&1ing. 

The exemption afforded with respect tn agricultural fairs is limited to the 
general adiuission charge to the fair grounds or to any additional payment for 
seating accominodations offered in connection with any free event held in con- 
nection with the fair. The exen ptiun does not extend to admissions to any 
exhibit, entertainment, or other event for whir. h a separate additional admission 
charge is made. 

Tlie foregoing exemption applies only to admissions to agricultural fairs and 
does uot extend to admissions to events which niay be conducted at the tair 
grounds by the fair associatioii when a fair is not in progress, even though the 
proceeds from such admissions inay inure ex"lusively to tbe benefi of the fair 
association. 

The following are examples of events regarded as agricultural fairs within 
the meaning of the statute: 

(i) An exhibition of arti&les of g:irden produce to stiiuulate a "garden 
movement" in the comn&uu|ty. 

(ii) A poultry show helrl by a poultry fanciers' association for the pur- 
pose of teaching poultry farmers how to secure the reatest possible egg 
production. 

(iii) A horse fair held by a society organizerl to improve the quality of 
farm animals, the animals exhibited being chiefiy of that class. 

Examples of events which do not qualify as agricultural fairs include the 
following: 

(i) A dog show presented by a dog fanciers' association. 
(ii) A horse sho&v beld primarily for the purpose of exhibiting fancy 

riding and driving horses. 
(iii) A food show presented by a retail grocers' association for the pur- 

pose of exhibiting raiv food products, tlie process& s of. manufacture, tbe 
finished food products, and the food prepared for tlie table. 

(3) Concerts. — Xo tax is due ivith resp&. ct to paynients for adinission to con- 
certs conducted by a civic or comiuunity association operating under a constitu- 
tion, bylaivs, or other rules or regulations providing for a definite class of mem- 
bership, if no part of the net earnings inures to the benefit of any member or 
stockhol&ler. This exemption applies only with respect to concerts aud has no 
application to other entert;iinments iven by auy sur:h association. This exemp- 
tion applies regardless of the disposition made of the proceeds from the 
admissions. 

(3) iltun&cipai siei»&ming pools, etc. — Adinissions to s&vimming pools, bathing 
beaches, skating rinks, or other places providing facilities for physical exercise, 
which are operated by any State or political subdivision thereof or by the United 
States or any agency or instrumentality thereof, are exempt from tax provided 
the proceeds from the admission charges inure exclusively to the benefit of the 
State, p&&litical subdivision, United States, a. ency, or instrumentality. The term 
"State, " for the purpose of this exemption, includes Alaska, Hawaii, and the 
District of Columbia. 

The exemption applies where the payment for admission to the swimming pool, 
bathing beach, skating rink, or other place providing facilities for physical exer- 
cise entitles the person making such payment to swim, skate, or otherwise use 
the facility offered. The exeuiption does not apply, however, where the only 
privilege afforded the person paying for admissiou is the right, of being a 
spectator at any event, exhibition, tournament, etc. , conducted at the place pro- 
viding such facilities. 

(4) Home and garden tonrs. — Admissions to homes or gardens temporarily 
opened to the general public as part of a program conducted by a society or 
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organization to permit the inspection of historic homes and gar&lens are exempt 
from tax, if no part of the net earnings thereof inures to the benefit of any private 
stockholder or individual. This exemption applies regardless of the disposition 
made of the proceeds from the admissious. 

(5) Historic sites. — Adu&issions to historic sites, houses, and shrines, and 
museums conducted in counection therewith, Inainiaiiied and operated by a 
society or organization devoted to the preservation and n&ainteiiance of such 
historic sites, houses, shrines, aud museuins are exempt frnn& t»x, if uo part of 
the net earnings thereof inures to the benefit nf auy private st&ickhnlder or 
iudivi&iual. This exemptinu applies re'"ardless of the disposition made of the 
proceeds from the admissious, 

Historic n&useuins not maintained in connection &vith historic sites, houses, or 
shrines are not entitled to exemption with respect to admissious thereto. 

(0) Athletic events. — Adinissions to arsy athletic game or exhibition ibe pro- 
ceeds of which inure exclusively to the benefit of an elementary or secondary 
school are exempt f'rom tax. A&lmissinns to any athletic gan&e or exhibii ion be- 
tween two elemintary or secondary schools are exempt from tax, provided the 
entire gross proceeds from such game inure to tbe beueiit of a hospital fnr crip- 
pled chi]dreu. I or the purpose of this exemption, the tern& "secnu&lary school" 
includes iiny high s& bool, or the equivalent thereof, through grade 12. 

(e) 8cnpe nf exemption, prior tn ff&» &&mbcr I, 1951. — (1) (lc&ir& nl rule. — The 
several exeu&piions from the' lax nn admissions allowed by section 1701 of the 
Code and by the Iuti'rior I&epartment Appr&&pri;itiun Acts prior to October 1, 1041, 
were terminated as of tlmt d iie by section 541 (b) and (c) of the Revenue Act 
of 1041. Accnrdin'ly, ex& cpt ns provid&d in eubpnrnpr&ipli (2), all ainnuuts paid 
on and after Octo!&er 1. 1!&41, for adi»i»sion to any ph«e are sui&jcct to tax, re- 
gardless of the purpose of the entertainment or affair and re "ardless of the 
trganization or persnn to whom the prn&eeds inure. A child under 12 years of. 
age admitted for less than 10 cents is not liable for tax. (See section 101. 4. ) 

(2) Exeeptin»s. — (i) Amouuis paid on aud after O&ctoi&cr 1, 1041, for adruis- 
sion to theaters and other activities operated hy or under the cnntrol of the War 
Departiiient or the Navy Departmmit wii bin posts, camps, reservations, and other 
areas n&aintaincd l&y the Military or Naval Est»blishmeut shall be exempt from 
the iax imposed by this sectim&, provided the net proceeds from said adu&is»ion 
charges are used exclusively for the welfare of the military or naval fnrces of the 
United States, These ex«eptions are not applicable to amounts paid after 
December 81, 1047. (See sec. 11 of I'ublic Law 884, 80th Cong. ) 

(ii) Effective August 1, 1048, no tax is iriiposed when a ho»pit»lized member 
of the Iuilitary, naval, or air forces of the United States, or a person hospitalized 
as a veteran by the United States in a Federal, State, municipal, private, or 
other hospital or institution, is admitted free, provided such meinber or veteran 
is nnt on leave or furlough. (See section 101. 5(b) (2) [2&0 CFII 101. 5]. ) 

(iii) Effective October 1, 1051, to and including October 81, 1051, the tax does 
nn't i&pl&ly to the admission free of charge of a member of the Aru&ed Forces of 
the United States when iu uniform. This exemption applies to free a&linissinus 
only. 

(f) Admissions by or fo: the be»efit of Fe&fernl, Stnte, or m&&aicipnl Gnver»- 
ments. — The f»ct that the authority charging adiuissions or receiving the proceeds 
thereof is the United States or an agency thereof, or a State or Territory nr 
political suhdivisinn thereof, such as a couniy, city, town, or other municip»lily, 
does not make such adniissions exempt, in the abs&n&e of si&e&ific statutory 
provision Tbe ('ode specificafiy provides that the taxes on adinission shall be 
paid by the persou paying for admission. Ii. is not, therefore, a tax. on the person 
or authority selling the admissions or receiving tbe proceeds therof. 

Ssc. 101, 16. APPLIcATIoN FoR EZEMPTI0N, — A determinatinn cnnc& ruing the 
applicability of an exemptior. provided by section 1701 n&ay be nbiained by the 
tiinely filing of a properly executed application for exeuipii& n on Form 75 &. 

This form may be procured from auy director of internal revenue. The applica- 
tion shall show the place and the occasion with respect to whi&h exeinptinn 
is requested, It shall be executed by an officer or duly authorized agent of the 
organization in control of the admissions or excess charges or, in tl&e case of 
coutrol by an individual, the application must be exe&uied by hiin or his duly 
authorized agent. IVhere the proceeds of the adinissi&&iis or excess char es 
wfil inure to the benefit of an organisation not in c&&ntrni of such adn&issinus or 
excess charges, the beneficiary shall join in executing the application fur 
exemption. 
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The application shail be filed with the director of internal revenue for the 
district in which is located the place to which the admissions will be sold. It 
shall be filed as early as possible so that the organization may be advised 
in ample time prior to the date of the event of the action taken by the director. 
The application shall be accompanied by the necessary supporting data specified 
therein, so that action can be taken without the necessity of additional 
correspondence. 

(This Treasury Decision is issued pursuant to the authority con- 
tained in section 8791 of the Internal Revenue Code (58 Stat. 467; 
26 U. S. C. 8791). ) 

T. COLEMAN ANDREWB, 
Comi8eioner of 1nterna/ Eezenue. 

Approved A. pril 15, 1958 
M. B. I'or, soM, 

Acting 8ecretavy of the Treasury. 

(Filed with the Division of the Federal Register kpril 21, 1058, 8:51 a, m. ) 

SECTION 1701. — EXEMPTIONS FROM TAX 
Rev. Rul. 66 

INTEIINaL IIEVENUE CODE 

Appli«at'&&n of the esernptiou provided by section 1701(a) (1) 
(4) (ii) of the Internal Revenue Code to admissions to games 
conducted by an association organized to promote and maintain the 
athletic activities of a higlr school. 

Advice is requested whether the exemption provided by section 
1701(a) (1) (A) (ii) of the Internal Revenue Code, with respect to 
admissions, the proceeds ot which inure to an educational institution, 
is applicable to admissions to athletic garnes conducted by an associa- 
tion orgauized to promote and maintain the athletic activities of a 
high school. It is stated that membership in the association is open 
to any person in the community and that funds derived from mem- 
bership dues, donations and the proceeds from the games are handled, 
administered and controlled by the association. 

It is held that the exemption provided by section 1701(a) (1) (A) 
(ii) of the Code is limited to organizations engaged in the presenta- 
tion of formal instruction through the medium of a regular faculty 
and curriculum and a regular body of pupils. The association de- 
scribed above, although in operation for the purpose of financially 
assisting the school's athletic program is not considered to constitute, 
or be a part of, a school within the scope of the exemption. More- 
over, section 1701(a) (2) of the Code specifically provides, in part, 
that the exemption afporded under sub-paragraph (ii) above shall 
not apply in tlie case of admissions to any athletic game or exhibition 
unless the proceeds inure exclusively to the benefit of an elementary 
or secondary school or unless in the case of an athletic game between 
two elementary or secondary schools, the entire gross proceeds from 
such game inure to the benefit of a hospital for crippled children. 

Since the proceeds from games conducted by the association are 
handled, administered and control!ed by the association, such pro- 
ceeds do not, within the meaning of the statute, inure exclusively to 
the benefit of the high school. A. ccordingly, the associatioii is not 



423 [Ik 101. 15, Regs. 43. 

entitled to exemption from the collection of tax with respect to ad- 
mission charges to the games conducted by it. 

Exemptioii from admissions tax may be allowable witli respect to 
games conducted by the association only if the elementary or second- 
ary school is specifically designated and becomes the beneficiary of 
the proceeds tliereof', either by having the proceeds immediately 
turned over to the school or by appropriating such proceeds to the 
immediate use of the school. 

Rev. Rul. 67 
INTERNAL REVENT'E CODE 

'I'he exemption provided by section 1701 (a) (1) (R) of the Internal 
Revenue ('ode does not apply to admissions to baseball games played 
by teams sponsored by organizations of war veterans, where the 
proceeds inure to tlie benefit of such organizations. 

Advice is requested whether the exemption provided by section 
1701(a) (1) (B) of' the Internal Revenue Code is applicable to ad- 
missions to baseball games played by teams sponsored by organiza- 
tions of war veterans, where the proceeds inure to the benefit of such 
organizations. 

Section 1701(a) (1) (B) of the Code provides generally that the 
tax does not apply to any admissions all the proceeds of which inure 
exclusively to the benefit of Rational Guard organizations, Reserve 
offIcers' associations or organizations, posts or organizations of war 
veterans, or auxiliary units or societies of any such posts or organiza- 
tions. However, section 1701(a) (2) (A) of the Code specifically pro- 
vides, that the above exemption shall not apply in the case of admis- 
sions to any athletic game or exhibition unless the proceeds inure ex- 
clusively to the benefit of an elementary or secondary school or unless 
in the case of an athletic garne between two eleine»tary or secondary 
schools, the entire gross proceeds from such game inure to the beiie- 
fiit of a hospital for crippled children. 

Since the admissions iiivolved in the instant case are to athletic 
games and the proceeds from such games do not in»re to the benefit 
of an elementary or secoiidary school, the exemption under section 
1701(a) (1) (B), supra, does not apply. Accordingly, ainounts col- 
lected as adniissions to such games are subject to tax. 

SEOTIGN 101. 15, RriGIII. ATIGNS 4o . Exemptions 
from tax. 

INTERNAL REVENUE CODE 

Regulations 43 arne»ded. (See T. D. 6007, page 412. ) 

SEGTIGN 101 15& Ill GUI ATIoNs 48: Exemptions 
from tax. 

INTLrRNAL REVENUE CODE 

Sale of admissions by organization with sole riglit to dispose of all 
admissions. (See Rev. Rul. 11oo, page 412. ) 
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CHAPTER 11. — BOCUMENTS, OTHER INSTRUMENTS, AND 
PLAYING CARBS [INCLUDING STAMP TAXES], 

SUBCHAPTER A. — RATE AND PAYMENT OF TAX 

SECTION 1807. — PLAYING CARDS 

ARTIcI. E 8) REOULATIQNS 66: Tax on playing 
cards. 

INTERNAL REVENUE CODE 

Rev. Rul. 97 

playing card stamps, properly affixed to packs when removed from 
the place of manufacture, may not be redeemed once the cards have 
been removed from the prem&ses of tbe manufacturer' 

Advice is requested whether playing card stamps which were prop- 
erly affixed to packs of cards when removed from the place of manu- 
facture, may be redeemed by the Bureau where the cards were 
subsequently returned to the manufacturer by the purchaser and the 
statnps or wrappers to which they were aPiixed were in an unusable 
condition. 

Section 1807 of the Internal Revenue Code imposes a tax of 13 cents 
upon every pack of playing cards containing not more than 54 cards, 
manufactured or imported, and sold, or removed for consumption or 
sale. Article 8 of Regulations 66, relating to the tax on playing cards, 
provides in part that the tax on playing cards accrues upon removal 
from the factory or place where made, or upon sale prior to such 
removal, and is to be paid by th manufacturer thereof by affixing of 
stamps before removal. 

Liability for the tax is incurred by the manufacturer of playing 
cards upon removal of the cards from the place of manufacture and 
payment of the tax is evidenced by aGixing stamps to the packs of 
cards. There is no provision of law under which playing card stamps, 
properly aKxed to packs when removed from the place of manufac- 
ture, may be redeemed after the cards have been removed from the 
premises of the manufacturer. 

Accordingly, it is held that the tax was properly paid upon removal 
of the playing cards from the premises of the manufacturer and the 
stamps may not be redeemed wtth respect to the packs returned to the 
manufacturer, regardless of the condition of the stamps or wrappers 
to which they were attached. 

CHAPTER 19. — RETAII, ERS' EXCISE TAXES 

SECTION 2400. — TAX ON JEWELRY, ETC. 

SEOTIoN 320. 30, REGULATIUNS 51: Scope of tax. Rev. Rul. 98 
(Also Section 2401& Section 320. 40, Regula- 

tions 51. ) 
INTERNAL REVENDE CODE 

Belts and belt buckles which are made of, or ornamented with 
precious metals, pearls, or precious or semiprecious stones are subject 
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to the 20 percent tax imposed by section 2f00 of the Internal Revenue 
Code when sold at retail regardless of whether they are sold separate. "ly 
or in combination. Howe~ver& belts an&1 belt bucl. -les which contain 
no precious metals& pearls, or precious or seniiprecious stones, and to 
which are permanently attached "imitations" of pearls, or precious 
cr semiprecious stones are in the nature of dress findings and are not 
considered t;tx;tble within the purview of section 2400 of the Code. 

Belts made of fur ou the hide or pelt are considered to constitute 
articles of fur and subject to the 20 percent tax imposed by section 
2401 of the Code, regardless of the ornamentation thereon. 

SECTION 2401. — TAX OX I'URS 

SEGTION o20. 40& REGUL. tTIOEs 51: Scope of tax. 
IX'rKlt&&AL REYEXULr CODE 

Belts macle of fur cn the hide or pelt subject to tax. (See Rev. 
Rul. 08& pa&&e 424. ) 

SECTION 2402. — TAX ON TOILET I'REI'AhATIOXS 

SEGTIox o20. 50& Pc LGULATIoxs . &1: Scope of tax. 

1&ef EEXAL RL&VEXEE CODE 

Rev. Rul. 57 

Applicatiou of tar on toilet preparations, imposed by section 2402 
of the Internal Itevenue Code, as amended, to the sale of preparations 
or products intenclecl for nse soiely:&s a remedy for dandruff. 
lclimeograph 5323, C. B. 104fi, 433, modified. 

Advice is requested concerning the application of the tax on toilet 
preparations, iinposed by section 2402 of the Internal Revenue Code, 
as amended, to the sale of preparations or products intcncled for use 
as a remedy for dandruff or for the elintination of scales or Halces 
resulting from danclruQ'. 

Section 2402 of the Code imposes upon the following articles sold 
at retail a tax of equivalent to 20 percent of the price for which =o 
sold: 

perfumes, essences, extracts, toilet waters, cosmetics, petroleum jellies. hair 
oils, pomades, hair dressin"s, hair restoratives, hair dyes, aron&atic cai h»t&s, 
toilet powders, aud at&y similar substance, arti&'le, nr preparation, by whatsoever 
natne kno&vn or distit&gnish&d; any of the above whi&h are used or applied or 
intended to be used or appliecl for toilet I&urpnses, 

It is held that the tax imposed by section 2402 of the Code does not 
apply to the sale of preparations or products used or intended for 
use as a remedy for, or as an application for relief from, dttndruff (in- 
cluding the incidental elimin:ttion of dandruff scales or flakes), pro- 
vicled the labels, leaflets, or other advertising relating thereto, are so 
limited as to exclude any reference to the use of. preparations or procl- 
ucts for toilet purposes (such as to improve one's personal appear- 
ance). 

Mimeograph 5828, C. D. 1N5& 488& is modified to the extent 
inconsistent herewith. 
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SEOTIUN 320. 50, REGULATIGNs 51: Scope oz tax. 

INTERNAL REVENUE CODE 

Rev. Rul. 114 

Perfume purchased in bulk and dispensed through a coin-operated 
vending machine is a sale at retail and subleet to the tax on toilet 
preparations imposed b7 section 2402 of the Internal Revenue Code, 
computed in aeeordance with section 2403 of the Code. 

Advice is requested whether the dispensing of perfume through a 
coin-operated machine by inserting a coin therein constitutes a sale 
at retail within the meaning of section 2402 of the Internal Revenue 
Code, 

Section 320. 50 of Regulations 51 provides in part that the tax at- 
taches to the sale by the retailer of the articles enumerated in section 
2402 of the Code and similar articles commonly or commercially known 
as toilet articles. Section 2402 of the Code, among other articles, im- 
poses a tax upon perfume sold at retail. 

It is held that the dispensing of perfume through a coin-operated 
machine by inserting a coin therein constitutes a sale at retail within 
the meaning of section 2402 of the Code. Accordingly, the owner of 
the machine from which the perfume is dispensed, is the person sell- 
ing the perfume at retail and is liable for reporting and paying the 
tax with respect thereto which may be computed in accordance with 
section 2403 of the Code on the basis of the total returns from the 
machine during each month rather than on individual sales. 

SEOTIUN MO 50& REGULATIUNs 51: Scope of tax. 
IN'IERNAL REVENUE CODE 

Rev. Rul. 115 

The sale of cold cream by a manufacturer to doctors or hospitals f' or 
use for toilet purposes in the same form as purchased is a sale at retail 
within the meaning of section 2402 of the Internal Revenue Code and 
therefore subject to the tax imposed thereunder; however, a sale of 
cold crean1 by a manufacturer, usually in bulk, to doctors, hospitals, 
or druggists for further manufacturing purposes, such as the use of 
the cold cream as a component material in the compounding of medic- 
inal ointments, is not considered to be a sale at retail within the mean- 
in«of section 2402 of the Code and is not subject to the tax thereunder, 
prrovioted, that, the Inanufacturer has in his possession a statement from 
the purchaser showing that the cold cream was purchased for such use. 

CHAPTER 26. — LIQUOR 

SECTIONS 2800 — 8105. — LIQUOR 

INTL'RNAL REVENUE CODE 
Rev. Rul. 20 

Criminal conviction under section 3116 of the Internal Revenue 
Code for the possession of goods intended for use in violating the pro- 
visions of the internal revenue laws athrmed in a case where evidence 
obtained as a result of search and sei-ure without a warrant was 
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ruled admissible since, umlcr the circ&imst»nces, the seizing officers 
had probable cause to believe th»t a violation of the law was taking 
place. 

Attention is called to the per curiam opinion of the United States 
Court of Appeals for the Fourth Circuit in the case of Walter 
Alexander Eodette v. United 8tate8 (100 I&ed. (2d) 831), decided 
October 11, 1052 (No. 6436), affirming a criminal conviction, un&ler 
section 3116, title 26, United States Code, for the possession of 12, 000 
pounds of sugar which was intended for use in violating the provisions 
of the internal revenue laws. 

In the case of United 8tate8 v. harv&'n et al. (01 Fed. Supp. 240), 
the court said that section 3116 deffnes a criminal offense as well as 
a for feiture. In the Godette case, 8t&pra, an appellate court has, for 
the first time, affirn!ed a conviction under this section. Hence, while 
the offense is punishable as a misdemeanor, this section may be used 
to advantage in the prosecution of persons possessing property which 
a&ay be shown to have been intended for use in violating the internal 
revenue laws. 

Tl!e Godette opinion is also important because the court ruled ad- 
missible in the criminal proceedings, under the circumstances in this 
case, evidence obtained as a result of the search and seizure, without a 
warrant, of the truck containing the 12, 000 pounds of sunar. The 
'1 i. legal search and seizure issue was the principal point raised in the 
appellate court. 

The opinion in the Godettc case, supra, reads as follows: 
Walter Alexander Godette was found guilty in a trial before the judge without 

» jury in the district &nurt of violating 26 U. S. C. A. section 3116, of possessing 
property, to wit, 12, 000 pounds of sugar contained in 120 bags, which was 
inteiided fnr use in violating the provisions of the internal revenue 1»ws, and 
iv»a sentenced to pay a fine of $500. During the trial ihe defen&lant nioved the 
district judge to suppress the evidence which was secured by the seizure and 
se»rch of the truck on the groimd th t the sear&h was made in violation of the 
fourth amcn&lmcnt to the Federal Constitution; but the &notion was denied and 
the main question on this appeal relates to the propriety of that action in vieiv 
of the circumstances attending the seizure. 

On October 25, 1951, certain Government otficers raided a large illicit still 
located in the woods about three-quarters of a mile from Gndette's residence, 
in the n&. -ighborhood of North EEarlow, N. C. After destroying the still and 
arresting sever»l persons, the otficers proceeded by automobile to New Bern, 
N. C. En route they met the defendant driving a truck hut did not at first 
recognize him. While pas»ing the truck they observed that it was heavily 
laden and that the contents were covered with tarpaulin. They turned around 
and followed the truck for half a mile and were able to see that tbe truck w»s 
carry!&!a some substance cnntained in bags. They then pulled up along side 
the trn&k and reco nized the driver»s Godette whom they had 1-iiown aa a 
man ivith a b»d re& ord and reputation for the illicit manufacture of ivhiaky 
and financing others engaged in this nccup»tion. They then signaled him to 
atop by using the siren. The defen&iant stopped his truck and upon being asi;ed 
if be had sugar on bis tru&'k, replied that be di&1 have sugar contained in 120 
one hundred pound ba s. He permitted the investigators to examine tlie sugar. 
He d&nied, hoivever, that it vvas bis sugar stating that he had gntt& n it for 
one John Carter who operated a »mall grocery store at North H»rlnw; and 
he exhibited a bill of sale m:ide ont to Carter from a bal'er in Grccnville, N. C. , 
in an amount of $1, 086. At the trial i'»rtcr te»tifie&1 that the defendant had 
rever hauled any sugar for iiiin an&1 that the sugar in question vvas not intemled 
for him and that his "ross busin& as at bis store ivaa between g200 and 8300 per 
week. The baker &vho sold the su'nr testified that he had sold sugar to the 
defendant a numl&er of times before the day of tiie seizure. 

We think that the seizure of the truck and the aiigar un&ier these circunistances 
&M not amount to an unreasonable search and seizure in violation of the amend- 



Fi 182. 630a, Regs. 3. ] 428 

ment, It has been firmly established since the decision in Carroll v. United 
States, 267 U. S. 132, 45 S. Ct. 280, 69 L. ed. 543, that the search of an automobile 
without warrant and the seizure therein of illicit liquor or material for the 
illicit manufacture of liquor, which is subject to seizure under the acts of Con- 
gress, does not violate the amendment, if made upon probable cause or the belief, 
reasonably arising out of circumstances known to the oflicers, that the vehicle 
contains such articles. In that case the court held that when the securing of a 
search warrant is reasonably practicable, it must be used, but when seizure is 
impossible, except without warrant as in the case of a moving vehicle on the 
highway, the seizing oflicer may proceed without warrant if he has reasonable 
cause for belief that the contents of the vehicle offend the law. ' 

There was probable cause in the pending case. The officers had just destroyed 
a large still in the general neighborhood of the defendant's residence; the sugar 
truck was proceeding to that section of the community; the driver of the truck 
was reputed to be a violator of the liquor lavvs and this fact was known to the 
ofilcers; the truck was loaded with 6 tons of sugar and the only explanation 
was that the goods [were] intended for a small neighborhood grocery store, No 
force was used in the course of the transaction. The defendant stopped his truck, 
when requested to do so, and consented to the inspection of his load. These 
circumstances led the officers reasonably to believe that a violation of the law 
was takiug place and they would have been recreant to their duty if they had 
not made the seizure and held the property until an exhaustive investigation 
could be made. See, Husty v. United States, 282 U. S. 694, 51 S. Ct. 240, 75 L. ed. 
620; Brlnegar v. United States, 338 U. S. 160, 69 S. Ct. 1302, 93 L. ed. 1879; Grice 
v. United States, 4 Cir. , 146 Fed. (2d) 849; Robinson v. United States, 5 Cir. , 164 
Fed. (2d) 271; Pearson v. United States, 10 Cir. , 150 Fed. (2d) 219; Ray v. United 
States, 5 Cir. , 84 & ed. (2d) 654. 

When the case came to trial the evidence not only showed the circumstances 
of the seizure, as above set out, but the neighborhood grocer, in whose name the 
sugar had been billed, testified that the sugar did not belong to him. Moreover, 
the baker, who sold the sugar to the defendant, testified that he had made 
similar sales of sugar to the defendant on prior occasions. Neither the defend- 
ant nor any one on his behalf testified as to the purpose for which this large 
amount of seized sugar had been acquired, or the use to which it would be put; 
and it was proved that sugar had been used for the illicit manufacture of liquor 
in the neighborhood. Taking all these circumstances into consideration, it is 
obvious that there was sufficient evidence before the court to justify the verdict 
of guilty. 

Affirmed. 

SEUTION 182. 630a, REOUI, ATIoNS 3: General. 
(Also Section 182. 680b, Regulations 8; Sec- 

tions 178. 296, 178. 298, Regulations 7; Sec- 
tion 185. 815, Regulations 10; Section 
176. 11, Regulations 28; and Section 
192. 890, Regulations 18. ) 

INTERNAL REVENUE CODE 

Rev. Rul. 66* 

1. Purpose. — Section 809 of the TarifF Act of 1980, as amended, 19 
I7. S. G. 1309, and sections 182. 680a — 182. 630b of Regulations 3, "In- 
dustrial Alcohol, " sections 178. 296-178. 298 of Regulations 7, "Wine, " 

x In United States v. Rsbinowitz, 339 U. S. 56. 70 S. Ct. 480, 94 L. ed. 658, the court 
relaxed tbe strict rule that requires a search warrant solely upon the basis of the practi- 
cability of procuring it rather than upon the reasonableness of the search after a lawful 
arrest. The court said, 889 U. S. at page 65, 79 S. Ct. at page 435: "A rule of thumb 
requiring that a search warrant always be procured whenever practicable may be appealing 
from the vantage point of easy administration. But we cannot agree that this requirement 
should be crystallized into a sine qna non to the reasonableness of a search. It is 
fallacious to judge events retrospectively and thus to determine, considering the time 
clement alone, that there was time to procure a search warrant. Whether there was time 
may well be dependent upon considerations other than the ticking oif of minutes or hours. 
The judigment of the officers as to when to close the trap on a criminal committing a crime 
in their presence or who they have reasonable cause to believe is committing a felony is 
not determined solely upon whether there was time to procure a search warrant. Some 
flexibility will be accorded law officers engaged in daily battle with criminals for whose 
restraint criminal laws are essential. ' 

voriginally issued as IR-Mimeograph I26, dated ZePruary Si X9%h 
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section 185. 815 of Regulations 10, "Warehousing of. Distilled Spirits, " 
and section 176. 11 of Regulations 28, "Drawback on Distilled Spirits 
and Wines, " authorize the withdrawal of alcohol, wine, and distilled 
spirits, free of tax or with benefit of drawback, for use on certain ves- 
sels and aircraft, and section 102. 300 of Regulations 18, "I& ermented 
Malt Liquors, " authorizes the withdrawal of fermented malt liquors, 
free of tax, for use on certain vessels and aircraft. The purpose of 
this ruling is to provide a current listing of those countries whose ves- 
sels of war, and aircraft engaged in foreign trade, m:ly withdraiv 
alcoholic liquors, free of tax or Ivith benefit of drawback, pursuant to 
section 300 of the TarifF Act of 1030 as atncnded, in accordance with 
Treasury Decision 53046, approved July 16, 1052, 17 F. R. 6732. 

2. Supplies for T!c8sels. — Section 10. 50 of Customs Regulations of 
1943, as amended, and as further amended by Treasury Decision 53046, 
sIIpra, provides, in part, as follows: 

AVITHDRAWAI. 0F S!!PPI. IKs FQR Vssssi'I. s 

10, 59 Exemption from customs duties and intern!Il-revenue toz. — (a) A ves- 
sel simll not be considered to be actually en& aged in the foreign trade, or in 
trade between the Atlantic and Pacific ports of the United States, or between 
the United States and its possessions, as the case !nay be, for the purpose of 
withdrawing supplies from bomled warehouses free of duty and internal-revenue 
tax pursuant to section 309(a), Tnrif'f Act of 1930, as amended, unless it is— 

(1) Operating on a regular schedule in a class of trade which entitles it to 
the privilege; 

(2) Actually transporting passengers or merchanclisc to or from a foreign 
port, a port on the opposite coast of the United States, or between a port in a 
possession of the United States and:I port in the United States or in another 
of its possessions; 

(3) Proceeding in ballast to another donlestic port to lade passengers or 
cargo for a foreign port, anti its last carriage of passengers or cargo prior to 
departure froln the port of withdrawal was in foreign trade; or 

(4) Departing in ballast fro!n the port at vvhich the withdrawal is made 
for a fore!gn port, a port on the opposite coast of the United States, a port 
in one of the possessions of the United States (or if the port of vvithdrawal 
is in a possession of the United States, for;l foreign yort, the United States, 
or another possession of the United States) for the purpose of lading passeng- 
ers or cargo at the port of destination for transportation in a class of trade 
specified in section 300(a), Tarte Act of 1930, as amended, for which clues 
of trade the vessel is suitable and seaworthy at tbe time of leaving the port 
of withdrawal and from which it is not diverted prior to such lading. 

(d) The privilege shall be accorded to vessels of war of the following countries: 
Ar entina Ireland 
Austra 1 ia Mexico 
Belgiuln The N!itherlsnds 
Brazil New Z! alund 
Canada N!caragua 
Chile Nor!vay 
Colombia Panama 
Cuba The I'hilippines 
Denmark I'. l Salvador 
The Dominican Republic Sp'1! n 
Ethiopia S!veden 
Finland Thailand 
France Turkey 
Great Britain Union of South Africa 
Greece Uruguay 
Haiti Venezuela 
India 

2aaa54' — 55 — 28 
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3. Supph'es and equipment for aircraft of foreign reg& try. — In ac- 
cordance vvith section 309 (d) of the Tariff Act of 1930, as amended by 
the Customs Administration Act of 1938, the Secretary of Commerce 
has found and has advised the Secretary of the Treasury that the be- 
low listed countries extend to aircraft registered in the United States 
and engaged in foreign trade, privileges substantially reciprocal to 
those given aircraft registered in such foreign country and engaged in 
foreign trade by section 809(a) of such act: 

A u stra I i a France 
B;&hama Islands Israel 
Belgium The Netherlands 
Bermuda Norway 
Canada Sweden 
Den&nark Switzerland 
Ecuador United Kingdom 

4. For guidance of official concerned. — Assistant District Commis- 
sioners, Alcohol and Tobacco Tax, should be guided by the above in 
&cting upon applications to withdraw alcohol, wines, and distilled 

spirits, free of tax or with benefit of drnvvbaclr, for use on certain ves- 
sels and aircraft, and appLications to withdraw fermented malt liquors, 
free of tax, for use on certnin vessels and aircraft, pursuant to the 
provisions of law and regulations referred to above. 

5. Corre8ponclence. — Correspondence relating to this Revenue Rul- 
ing should refer to the number thereof and the symbols 0: AT I'I't. 

RECUI ATIoNs No. 5 (AIcoIIoL TAx AUT. ) T. D. 5977 
TITLE 2i — INTOXICA'TING LIQUORS. — CHAPTER I, PART S. — LABELING AND 

ADVEkTISING OF DISTILLED SPIRITS 

Requirements for labeling distilled spirits 

TkEASUR Y DEPARTMENT) 
OFFICE OI' COMMISSIONER OF INTFRNAL REFENUE, 

Washington 85, D. C. 
District Commi88ioners, Assistant District Commissioners, Alcohol 

and Tobacco 7'aa, and Others Concerned: 
1. Notice of public hearing to be held in )washington, D. C. , on 

December 19, 1952, with resp~ect to certain proposals to amend Regu- 
lations No. 5, Relating to I abeling and Advertising of Distilled 
Spirits, was published in the I&edern~l Register on Decenlber 3, 1952 
(17 F. R. 10!)08) . 

2. Upon the conclusion nf the said hearing and after consideration 
of a]l relevant material submitted by interested persons in connection 
therewith regar&ling the proposals, the following amendments to sec- 
tion 85 (27 (. I&'R 5. 3~5) are hereby ndopted: 

(n) By deleting the present subsections (a) and (b) of section M 
(27 CI&'R 5. M), and inserting in lieu thereof the follovving new sub- 
section (a): 

(a) "Bottle&i hp". — On labels of domestic distilled spirits, there shall be stated 
the phrase "bottled by", in&a&cd)atc)y fo)lov&ed by the na&ne (or trade narue) of 
the bottler and the p1nce v here such distilled spirits are bottled. If the bottler 
is the acta;&1 b&u&a fide op& rotor of more than one bottling plant eng:&ged in 
bottling the same brand of distilled spirits, there may be stated in&mediately 
following the na&ne (or trade name) of su&. h bottler the addrcsscs of the plants 
at which such prod&ut is bottled: Provided, That the State of distillation is 
stated as provided by subsection (e) of this section: Prorided further, 
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(1) That, where distilled spirits are bottled by or for the distiller thereof, 
there may be stated, in lieu of the phrase "bottled by", followed by the bottler's 
name (or trade name) and address, tlie phrase "distilled by", followed by the 
name (or trade name) under which the particular spirits were distilled, and 
the address (or addresses) of the distiller; 

(2) That, where distilled spirits are bottled by or for the rectifier thereof, 
there may be stated, in lieu of the phrase "bottled by", followed by the bottler's 
name (or trade name) and address, the phrases "blended by", "made by", "pre- 
pared by", "nranufactured by", or "produced by" (whichever may be appropriate 
to the act of rectification involved), followed by the naine (or trade name) under 
which the distilled spirits were rectified, and the address (or addresses) of the 
rectifier. 

(b) By relettering the present subsection (c) as subsection (b) 
and by amending the phrase "by subsections (a) and (b)" in the first 
sentence of paragraph (4) of that subsection to read "by subsection 
(a) ". 

(c) By deleting the present subsections (d) and (e) and inserting 
in lieu thereof a ne~ subsection (c) as follows: 

(c) "Bottled for". — In addition to the requirements of (a) and (b) of this 
section, there may also be stated the name and address of the person for whoin 
the distilled spirits are bottled, immediately preceded by the words "bottled for" 
or "distributed by", or other similar statement. 

and by relettering the present subsections (f), (g), and (h) as sub- 
sections (d), (e), and (f), respectively. 

3. These amendments relieve restrictions presently contained in 
the regulations and shall become effective on the date of publication in 
the Federal Register. 

(This Treasury Decision is issued pursuant to and under the author- 
ity contained in section 5 of the Federal Alcohol Administration Act 
as amended (49 Stat. 981); Reorganization Plan No. III, paragraph 
2 (54 Stat. 12'2); 1950 Reorganization Plan No. 26 (64 Stat. 1280); 
section 3170 of the Internal Revenue Code (58 Stat. 873); and section 
161 of the Revised Statutes (5 U. S. C. 22) ). 

JOIIN S. GRAIIAM, 
Actgng Commissioner of Interna/ Revenue. 

Approved January 28, 1953. 
M. B. FQLsoM) 

Acting Secretary of the 2'reasury. 
(Published in the Federal Register February 4, 1953) 

SK 'TIQN 1 i 8. 139, REGULATIDNs 7: Neutralizing, 
sterilizing, and preserving agents. 

(Also Sections 178. 204, 178. 205, 178. 206, Regu- 
lations 7. ) INTERNAL REVENUE CODE 

Rev. Rul. 25* 

', tiaterials approved for use in manufacture of wines 

1. The following materials have been approved for use by wine- 
makers in filtering, clarifying, purifying, or other cellar treatment of 
wines, within the limitations and conditions set forth herein and in 
sections 178, 139, 178. 204, 178. 205, and 178. 206 of Regulations 7. The 
procedure stated in paragraph 2 of this Revenue Ruling must, be 
observed, and the records referred to in paragraph 4 must be 
maintained. 

'originally issued as IR-Mimeograplr 103, dated January 16, 1333. 
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Kind oj mater&al 

Activated carbon 

Activated carbon 

Antifoam "A" (Silicone 
compound) . 

Asbestos, shredded 

Bentonite (Wyoming 
clay). 

Calcium carbonate 

Calcium hydroxide (hy- 
drated lime). 

Calcium hydroxide (hv- 
drated lime). 

Calcium sulfate (gyp- 
sum); 

Carbon 

Charcoal (bone) 

Citric acid 

Diatomaceous earth 
(Hi-Oow; Siloid; Su- 
percel; Solka Floe). 

Eggs (albumen or 
yolks). 

Gelatin 

Gypsum (same as cal- 
cium sulfate — see 
above). 

Hvdrated lime (same 
as calcium hydrox- 
ide — see above). 

Hydrogen peroxide 

Purpose For rohieh need 

To clarify and purify 
wine. 

To remove excess color in 
white wines. 

To reduce the foam in 
fermenters. 

To clarify wine 

To clarify wine 

To reduce excessive nat- 
ural acidity in wine. 

To reduce excessive nat- 
ural acidity in wine. 

To facilitate pressing 
juice from pulp, peel 
s, nd cull oranges in 
making distilling ma- 
terial. 

Production of Spanish 
type or Flor sherry 
wine. 

To clarify and purify 
wine. 

To purify wine 

'I o stabilize grape wine 

To clarify wine 

In filter. 'ng and clarifying 
wine. 

To clarify wine 

To reduce the sulfur di- 
oxide content of dis- 
tilling material. 

I iraifati one 

May be used in accordance 
with section 178. 204, Reg- 
ulations 7. 

May be used in accordance 
with section 178. 206, Reg- 
ulations 7. Application 
must be filed. 

May not affect the basic 
composition of the wine. 

May be used in accordance 
with section 178. 204, Reg- 
ulations 7. 

May be used in accordance 
with section 178. 204, Reg- 
ulations 7. 

Nay be used in accordance 
with section 178. 139, Reg- 
ulations 7. 

May be used in accordance 
with section 178. 189, Reg- 
ulations 7. 

Not to exceed 24 pounds per 
ton. 

Finished wine, when mar- 
keted, must not contain 
more than 2 grams per 
liter of potassium sulfate, 
as wine containing in ex- 
cess of this amount is con- 
sidered injurious to health 
by the Food and Drug 
Administration. Apptica- 
tion must be filed. 

Play be used in accordance 
v. ith section 178. 204, Reg- 
ulatiors 7. 

Irlay be used in accordance 
with section 178. 204, Reg- 
ulations 7. 

Nay be used in accordance 
with section 178. 205, Reg- 
ulations 7. Application 
must be filed. 

Nay be used in accordance 
w ith section 178. 204, Reg- 
lations 7. 

Nay be used in accordance 
with section 178. 204, Reg- 
ulations 7 

May be used in accordance 
with section 178. 204, P. eg- 
ulations 7. 

None of the material may be 
contained in the distillate. 
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ICtnd ot inoteriol 

Isinglass 

Mineral oil 

Mineral oil 

Nitrogen gas 

Oak chips (uncharred 
and untreated). 

Oak chips (uncharred 
and untreated). 

Olygo (f'nely divided 
metallic silver). 

wo' && && Oxy en zyoen 

Pectinol 

Phosfates 

Potassium metabisul- 
fite. 

Protovac Casein PV-20 
(Neutral Sodium 
Caseinate). 

Sodium Metabisulf'te 

Sparkolloid (powdered 
agar and filter aid). 

Parr&oso Ior u h&oh void 

To clarify wine 

Used on surface of wine 
in storage tanks to pre- 
vent the access of air 
to the wine. 

To rcmove objectionable 
taste arid odor of wiric. 

To maintain prcssure 
during filtering and 
bott ling of champag&ne. 
'I'o prevent oxidation 
of wine. 

In aging and baking 
sherry wine in redwood 
cooperage. 

To treat wine 

F i It erin g, clarifying and 
purifying wine. 

In baking sherry v, ine 

To clarify wine 

To start secondary fer- 
mentation in manufac- 
turing champagne and 
sparkling wines. 

Sterilizing an d pre- 
serving wine. 

Clarification of wine 

Sterilizing and preserv- 
ing wine. 

Cls, rification of wine 

Lirnitaltono 

May be used in accordance 
ivith section 178. 204, Reg- 
ulations 7. 

None of thc oil may bc con- 
tained in the finished wine 
when marketed. 

May not affect basic com- 
position of wine arid none 
of the mineral oil may be 
contained in tlie finished 
wine. 

May not be contained in 
champagne or still wine. 

Finished product must have 
the liavor and color usu- 
ally developed by the 
storage and baking of 
sherry wine in oak cooper- 
age. Application must be 
filed. 

May not change the compo- 
sition and character of the 
wine, other than that ac- 
complished during the 
usual storage of wine in 
oak cooperage. Appli- 
cation must be filed. 

May lie used in accordance 
with section 178. 204, Reg- 
ulations 7. 

May bc used provided it 
does not cause changes in 
the wine other than those 
occurring during the usual 
storage in wooden cooper- 
a e over a period of time. 
Application must be filed. 

One pound per 100 gallons 
of wine, in accordance with 
section 178. 204, Regula- 
tions 7. 

Small quantity only may be 
used. (The use of am- 
monium phosfate, ammo- 
niurn sulfate, or potassium 
acid phosfate as yeast food 
in the production of still 
wine is not permitted. ) 

I'&lay be used in accordance 
with section 178. 139, Reg- 
ulations 7. 

May be used in accordance 
with section 178. 204, P. eg- 
ulations 7. 

May be used in accordance 
with section 178. 139, Reg- 
ulations 7. 

Two pounds to 1, 000 gallons 
of wine, in accordance 
with section 178. 204, Reg- 
ulations 7. 
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Ãtrrd oj material Durpose for uhieh used L lm Ital Iorts 

Sulfuric acid To effect a favorable Nay not be contained in 
yeast development in distillate. 
distilling material. 

Sulfur dioxide Sterilizing and preserv- May be used in accordance 
ing wine. with section 178. 189, Reg- 

ulations 7. 
Tannin Clarifying grape wine 1Vfay be used in accordance 

with section 178. 205, Pcg- 
ulations 7. Application 
must be filed. 

Crea To facilitate fcrmenta- Not exceeding 2 pounds per 
tion of wine. thousand gallons of must. 

May be used as a yeast 
food. 

Zeolite (inert carbona- For clarihcation and re- May be used in accordance 
ceous material). moval of metallic corn- with section 178. 204, Reg- 

ponents of tartrates. ulations 7. 

2. It is the responsibility of the winemaker to see that materials 
employed in the filtering, clarifying, purifying, or other treatment 
of wines are used within the limitations prescribed herein and in the 
regulations. I& ailure of the winemaker to observe such limitations in 
the use of the niaterials may incur liability for rectification tax or the 
imposition of penalties. The following procedure is prescribed to 
facilitate compliance with the requirements of the regulations: 

a. Appiicafion not required. — If the winemaker desires to use a 
material specifically named in the above list, for one of the purposes 
autliorized by section 178. 130 or 178. 204 of Regulations 7, he need 
not file an application for permission to use such material, provided 
the m:iterial is used within the prescribed limitations. 

b. Application mttsf be fled. — If the winemaker desires to use a 
material for a purpose authorized by section 178. 139 or 178. 204 of 
Regulations 7, and the material is named in the above list, b»t the 
wiiiemaker is doubtful whether the quantity he desires to use will 
change the basic composition of the wine or eliminate characteristic 
elenie»ts of the v, ine, or if the winemiiker desires to use a quantity in 
excess of that specifically stated in the list, an application, in tripli- 
cate, containinog a full statement rerlarding the proposed use of the 
matt» ial should be submitted to the Assistant District Commissioner, 
AXTT. When deemed essential, samples of each kind of wine before 
and after filtering, clarifyingr purifying, or other treatment, with 
some of the material should be submitted to the assi tant district com- 
missioner for examination by the district laboratory. After approval 
or disapproval by the assistant district commissioner, the original 
application will be returned to the winemaker, one copy will be re- 
tained for the assistant district commissioner's records and the re- 
mainin«copy will be forwarded to the Head, Alcohol and Tobacco 
Tax Division, Washington, D. C. , marked "Attention: 0: AT: PPt". 

c. A pltlication mttst be fled. — If the winemaker desires to use tan- 
nin or citric acid under the provisions of section 178. 205 of Regula- 
tions 7, or material to remove excess color in wines under the pro- 
visions of section 178. 206 of Regulations 7, an application must be 
filed as required in inch sections. 

d. Application must be filed. — If. the wi»cmaker desires to use a 
material bearine the statement "Application must be filed" in the 
above list, an application must be filed, even though the material 
is used within the stated limitations. 
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c. Applicatiort mused be @ed. — AVhere the wi»emaker desires to use 
material other than that specifically named in Regulations 7, or in 
the above list (but excluding sulfur in its various forins), he n»ist 
file application, in triplicate, with the assistant district commissioner, 
setting forth the name and description of. the material, the purpose, 
the manner and extent to which it is to be used, together with any 
pertinent information in regard to its composition. A sample of 
the material should be submitted v;ith tlie application. The appli- 
cation, in triplicate, with the sample of the material, will be for- 
warded fo this once by the as istant district commissioner. Two 
copies of the application will be returned to the assistant district 
commissioner v Ith advice ivhether the application is approved or dis- 
approved and if approved, the limitations to be observed. The assist- 
ant district, commissioner will retain one copy of the application and 
return one copy to the winemaker. 

8. AVhere an application covers the use of materials in wines in- 
tended for use as distilling material, the application shculd be ac- 
companied by a statement containiiig the mformation required by 
section 184. 191 of Regulations 5. 

4. A record of the purchase and receipt of materials intended for 
the cellar treatment of wines must be kept, as required by section 
178. 127 of Regulations 7, and in addition where materials are used 
under the provisions of section 178. 180 or 178. o05 the record of use 
required by such sections must be kept. 

5. The following materials, not specifically described in Regula- 
tions 7, have been approved as ingredients for wines within the statecl 
limitations (it is not necessary for winemakers to fiile applications 
before using such materials, but the production record (Form 701) 
must clearly show the use): 

Kind of material 

Brewers' chips 

Purpose for tohieh used 

Fermentation and sweet- 
ening of nonstandard 
wine. 

Raw cane sugar 1. sed in sugar-water so- 
lution for fermentation 
of natural wine. 

Dextrose Fermenting and sweet- 
ening of wine. 

Limitations 

Brewers' chips are classed 
as "corn sugar. " &vine 
must be labeled to show 
the use of "corn sugar. " 

Approved provided the sugar 
does not contain sufflcient 
molasses flavor or color 
to afiect the flavor and 
color of the wine, and the 
sugar contains not less 
than 95 percent of actual 
sugar calculated on a dry 
basis. May not be used 
for sweetening wine after 
fermentation. 

Nay be used only where the 
law and regulations au- 
thorize the use of dextrose 
sugar. 

Hops Manufacture of honey May be used in quantities 
wine to facilitate fer- not exceeding 1 pound of 
mentation and the pro- hops for each 1, 000 pounds 
duction of a market- of honey. 
able product. 

6. Correspondence in regard to this Revenue Ruling should refer 
to the number thereof and to the symbols 0: AT: PPt. 
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SEUTION 185. 588, RrGUI. ATIoNs 10: Determination 
of tare — Method of determination. 

(Also Sections 185. 500& 185. 600, 185. 601, 185. 605, 
Reo&Ilations 10. ) 

T. D, 6009 

Tl'I'I. E 26 — INTERNAL REVENUE. — CHAPTER I, SUIICHAPTLcR C, PART IS5. — 
WVARI&IHOUSING OI& DISTILLED SPIRITS 

Revised instructions for use of I&'orm 1520 and Form 1019 

TREASI:RY DEPARTMENT& 

OFFICE OF COEIMIsSIONER OF INTERNAL REVENUE& 
W'ashington 85& D. C. 

District Commissioners, Assistant District Commissioners, Alcohol 
and Tobacco Tax, and Others Concernedf 
1. Sections 185. 588, 185. 500, 185. 600& 185. 601, and 185. 605 of Reouia- 

tions 10, «Warehousing of Distilled Sl&irits» (26 CFR& part 185; 15 
I&. R. 5o83) 

& 
as amended, are hereby alnended to read as folio)vs: 

SUBPART AA — W&THDRA»AL OF DISTILI. KD SPIRIT8 I RoM WAREIIDUsK 

DETERMINATION OF TARP. 

RKO. 185. 5&88. NETH«D AF I)F&&EI&M&NATI«N. — When packages of spirits are to be 
individunliy gauged for w)thdrn&vnl from the warehouse, the aciunl tare of the 
pa&kage vviil be determined: Prout&fed, That the average incre:!se in tare may be 
determined and used to estnblish the tare at the time of gauge for»iihdr;lwnl 
where it is shobvn to the satisfncti«uof the assistant district comn&issioner ' (1) 
that, due to shortage of critical n&llterinls, the proprietor hl!s been nuai&le to 
install bulk gnu&"ing tanks for gaugin«distilled spirits dumped fr«ru pa&ha'"es, as 
provi&led iu subpart CC, (2) that the voluu!e of taspaid bviihdra&vnts is not 
sulfi&. icr&t to justify the instnllnti«n aud use of bulk & Raging tnnl&s, or (3) that, 
in the ense of small lots, it is not feasible to do&up tbe spirits into hull- „nugiug 
tanks of large cnt&Deities. Written npplicntiou to use the average tare method 
of ganging distilled spirits for taxpnym&. nt v& ill he mn&le to the assistnnt district 
colurr&issioner by the warehousemnn. (58 stat. 875; 20 U. S. C. 8170. ) 

RFc. 185 500. AvERAcE TABr. ME& H«D. — This method of d&'terlniniug tare n!ny be 
used only for lots of spirits of the same kind and cooperage»nrehouscd within 
a per'od of 10 &1nys of en&h other at proofs n«t differin&' more tbnn 10 pelceut. 
I';lckng&s which hnve been changed in coopernge to prcveut loss or to change 
the kind of cooperage may not be included as a part of n lot containing pa& 1 ages 
not so chnng& d, ever& though nll pn& 1&ages involved cor!tain t!le sn!Be kind of spirits 
originally warehoused within the s!me 10 days at proofs not differin ~ more than 
10 percent. The average in& rease in tare for a lot of spirits bviti be estnbli. hcd 
by finding the actual tare, as described in section 185. 580, for not less than 20 
percent of the pa&kages to be g:lu„ed for withdrnwai, and &3«terluining the actual 
iucrense iu tare for such packages. IVt&ere tl!e avernge tave Ioethod is used, 
however, no rinsing of packages will be permitted. The Ivor'ds "Avernge tare 
talreu" wiii be entered couspicuously on Form 15&20 hy the proprietor and the 
number of p;!&Rages to be used ns n basis for the dcierulin;!ii&m will be stated 
thereon as 20 percent, 2& perceut, ggr/& percent, or 50 percent, of those to be 
withdrawn. The packages to be used for the detcrminati«n will be selected at 
random by the storcl&c& per-gauger. Where applicaiion of the percentage to the 
numb& r of packages to be withdra;vn results in a fraction, the fractiou wi'1 be 
counted ns an additional package. Not less thau tbvo packages may be weighed 
to determine the average increase in tare of any lot of five pncl a "es or less. 
The actual tnre found bvill be eutere&1 by the storekeeper-gauger on I& orm 1520 

& r&coot&a the Aaaiataat »!strict coa&mise)oner. Alcohol a»6 Tobacco Ta&&, pursuant to Reorganization, Plan No. I of 1952 (I7 I&. R. 2242). 
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for those packages for wl&ich it »as &1&terminrd, nnd an nsicrisk (~) will be 
placed to the left of the serial nuu&ber nf su& h pn«ka 'es. Tbe actual Hier«ase in 
tare of each su& h pacl&age will lie ant&. d in ihe pro»er coin&»n of I&"oru& 1520 by 
the storel(eeper-ganger, w!&o will add ih& se increa;es tngetl&er a»d divide by tiie 
number of pa«i&ages weighed to deter»aine th&s average increase in tare to be 
applied to the other packages of tbe lot to be willi&lraw&u. If the avern!"e i»crea. e 
so found contains a fraction of a pnund kss than twenty-five bnndredtbs (0. 25), 
it will be dropped; if twenty-five hnndre&ltbs (0. 25) or any intermedinte fra& tinn 
to and includiiig seve»ty-five huudrcdti&s (0. 7:&), it &vill be called nl&e-iialf po»nd; 
if above seventy-five h»ndre&1tlis (0. 75), it, will be ralleil 1 pnnn&1. The aver;i "e 
increase in tare thus use& rtaine&1 will be re ard& d as the inc&. case of ea«h of tli&& 

re&naiuing pa«kuges enuuieraied in tlie applicaiinii fnr witli&lravv;il nnd will be 
a&id«i to the entry inre of ea& b such»acl&age to deter&uine the &viihdrawal tiire. 
(58 Stat. 875; 20 U. S. C. 8l &0. ) 

Svi&PAH r BB — TAEPA&D IV&EH»»AwA&. s IN VAC&&Anus 

Src. 185. 000. APPLPCAr&nN, Fo&:&&( 179. — Applicnti&n for inxpayu&eut and with- 
drawal of distilled spirits iu p&&cka 'es frou& a bnndcd warcb&inse sliall be nmde 
by the prolirietor on I&or:n 170, in quadru»licatc. Unless the pa«kag(s are to 
l. e withdra&vu on tlie original gnnge, tlie pr& prictor will i»dicate on the form tlie 
metis, d of gan!"e desired, i. «. , wheihe&' a&'ll»'1 nr avei i&&"e tare, &ir &vbether all pa&k- 
a, es of tl&e lot will be dnmpe&1 in a gauging tank fnr bnlk g;inge an&1 subseqn& ut 
removal bv pipeline or in packages nnder thn provisinns of s. ctinus 885&. 020- 
1S&i. i&gii. If the prnprietor cle&ts au indivi&lnal gan„e of ea&*b package, be shall 
also ind:cate on the Form 17!} whether he desires tbe packng&s to be rinsed 
befnre the spirits are gauged or whether he desires to t;ixiiay without rinsing. 
It' the pa«i&ages are not rirs& d before & a»ging, recovery of spirits by rinsing of 
tlie packages at tl&e time of dumping fnr bottlin„or rcctibcation will be preclnded. 
The prniirietnr's ele& tions as to metbnd of gan«e an(1 vvbcther the pacl&nges will 
be rinsed may not be chan ed once gau ing of the spiriis bas beg»n. Where the 
spirits are tn 1 e drawn into pa«i;a! es from a stor;i e tnuk, the proprietor shall 
state, in additio» to other apl&lie»tile &la!a on the f&&rm, the esiin&ated q»aniity 
to be withdra&vn. Separate applications shall be bled for the wiibdraival of 
spirits from storage tan!is. Like&vise a sopor»te aplilicatinn shnll be filed for 
each lot of spirits in packages d»&»ped for 1&nlk gauge in a;nngin" tank in 
accnrdance with sec!lou is&&. 0"0. All cnlii&. s of the aiipli& a(inn will be delivered 
to the stnrekeeper-gang& r at the war& bouse. (58 Stat. 2!)8 as a&»ended, 885, 878 
as amerded, 875; 20& I';. S. C. 2S00, 2SS2, 8170, 817(i. ) 

Sr«. 18;&. 001. I'R&cPAKA&&nN nF Foi&x( 15i20. — Ex«Pit where spirits are to be 
with&lraivn in p&icka«es filled froin xvnrebouse siorn& e tanks at ibe time of 
withdrawal, tbe prn»rietor wiU prepare Ii'nrm 1&20, in quintupli. ate, covering 
the packages sho~n ir the appii&aiio», Fnrm 17&J. The proprietor will enter 
in the hen&ling of the Fnrm 1520 all the information called for and will show 
as to each pa&kagn the necessary details of the entry gange in the columns 
headed "Serial f&&ns. of E'ackages or Tank Cars, " 'I%iud of Spirits, " "Origiral 
Taxable Gallou:, " "Last Gauge, " "Bate of Original Entry for Deposit" and, if 
the pacl. a& es are to be gau!'ed by the average tare metbnd, '"l. 'are on Entry 
Gauge. " If ihe "I. ast Ga»" e" v& as established by a Form 10!)8, tbe serial uu&aber 

of the form mill be entered in colu&»ns 11 and 12. In the event a regange is 
to be mnde up&, n withdrawal of packages which have remained in the ware- 
house fnr a period not exce«ding 80 days from the date of the original gauge 
the proprietor »&ill note on Form 1520 the reason for. reqnesting a regauge. All 

copies of the Iiorm 15&20 xvill be &1cliv& red tn the stnr&keeper. &sinner with the 
Form 179. (, &8 Stat. 885, 878 as amended, 875; 20 U. S. C. 2S82, 81(0, 8170. ) 

SCBPART FF — TRANsFERs IN BDND Blrrxvzrw INTE&&NAL BLVENUE BONDED 

WAP& HnvsEs 

TI&AESFEKS DETwKEN wARKHOHSKS IN sAMK DIRTKICT 
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Forms 286 and 1619 !vill be disposed of in accordance !vith the provisions of 
section 185. 706. (58 Stat. 800 as amended, 882, 875; 26 U. 8. C. 2801, 2875, 8176. ) 

2. The purposes of these amendments are (a) to amend the instruc- 
tions contained in regulations relative to the recording of the original 
tare of packages of distilled spirits on Form 1520, "Report of Spirits 
C&auged&» and Form 1619, "Report of Packages Transferred Between 
Bonded )Varehouses&u and (b) to clarify the intent of regulations 
with respect to packages which may be included. in one lot when 
average tare is to be taken. 

8. It is found that compliance with the notice and public rule- 
rnaking proced»re and effective date requirements of the Adminis- 
trative Procedure Act (5 U. S. C. 1001 et seq. ) is unnecessary in con- 
nection with the issuance of these amendments for the reason that the 
cl! anges made impose no additional requirerne»ts on the industry, but 
relate merely to agency procedure or clarify existing requireine»ts. 

4. This Treasury I. ecision shall be effective upon its publication 
jn the Federal Register. (This Treasury Decision is issued under the 
authority contained in 58 Stat. 298 as amended, 800 as arne»ded& 332& 
835, 373 as amended, 875; 26 U. S. C. 2800, 2801, 2875& 2882, 8170, 8176. ) 

T COLEMAN ANDREWS& 
C'ommie8ioner o lnterna/ Eeu&enue. f 

Approved March 81, 1958. 
M. B. F0LsoM) 

Acting Se~cretary of the Treasury. 
(I'ublished in the Federal Register April 7, 1956) 

Ssc. 185. "&95. Ta»Nsvxas iiv PxcKAors. — When the proprietor of the shipping 
warehouse desires to make shit&ment of spirits in original packages, or in pack- 
ages previously tilled from warehouse storage tanks, or of blended brandies in 
Iiackages filled in the bran!fy blending department, he will prepare an original 
and five copies of Form 1619 filling in the heading and giving details as to 
serial nunibcrs of packages, date of original entry for deposit, original gau, e and 
last gauge (if other than the original). In the case of blended brandies the 
proprietor shall also show cn Form 1619 the date and serial number of the 
Form 1685 coverin the blending of the brandies, the date of the original entry 
of the oldest brandy in the blend and the date of the original entry of the 
youngest brandy in the blend. The proprietor shall execute on the six copies 
of Form 266 a description of the packages to be transferred aud will give all 
col&ies of Forms 266 and 161'9 to the storekeeper-gauger. Upon receip' of the 
Forms 266 and 1619 the storekeeper-gau er will weigh and examine the pack- 
ages and where it is determined that any package bears evidence of unusual 
loss that cannot be satisfactorily explained, or of tampering, such package 
will be detained pending further investigation in accordance with tbe applicable 
provisions of sections 185. 480-185. 496. 'I'he storekeeper-ganger will enter the 
shipping gross weights on Form 1619. The quantity to be iransferred shall 
not exceed the maximum stated in the application. Upon withdrawal t' or trans- 
fer to n&&ncontiguous premises, the word Transferred" followed by the date 
of transfer, the number of the receiving warehouse, aud the State in which 
such warehouse is locaied, will be plainly and durably stenciled on the Gov- 
ernment head of the package!n letters and figures not less then one-half inch 
in height. These marks may be abbreviated as follows: 

Ti&aNs. 8 — 1-50 
I. R. B. W. 4-N. V. 
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gauger's report, . 

(Also Section 185. 1056, Regulations 10. ) 

[$ 185. 1055, Regs. 10. 

T. D. 5974 

TITLE 26 — INTERNAL REVENUE. — CHAPTEII I, SUBCHAPTLcit C, PART 185, — 
WAREHOUSING OF DISTII. LEIS SPIRITS 

Requirements f' or semiannual report of spirits in warehouses 
prescribed. 

TREASURY D EPA RTM EN TI 
OFFIcE oF CGMAIISSIONER oF INTERNAL REvENUE& 

washington 85, D. C. 
To District Commissioners, Assistant District Coinniissioners, A/cobol 

and Tobacco Tax, and Others Concerned: 
1. Subpart XX of Regulations 10, "warehousing of Distilled Spir- 

its" (26 CII'R, part 185, 15 k. R. 5238) is hereby amended as folloivs: 

SUBPART XX — SEIIIANNUAL REPolrl s os SPIRITs IN WABEIIOUBES 

SEO. 185. 1055. SToREKEEPEE-GAUGER s REPoRT. — The storekeeper-gauger shall 
prepare a report, in triplicate, on Form 882, by kinds, seasons, aud years of 
production, of stocks of distilled spirits ou deposit in the internal revenue bonded 
warehouse at the close of business on June 30 and Decenlber 81 of each year. 
Form 882 shall be prepared as indicated by the headiugs of the columns and 
lines and in accordance with the instructions printed on the folmu or issued in 
respect thereto ond by this part. In tbe case of blended brandy the season and 
year of the oldest brandy in the blend shall be considered the season and year 
of the blended brandy. The original aud one copy will be forwarded to the 
assistant district comnlissioner' ou or before the tenth day of the month suc- 
ceeding the date for which the report was prepared, and the remaining copy 
shall be retained in the olflce of the storel'eeper- auger at the warehouse. (53 
Stat. 375; 20 U. S. C. 8170. ) 

SEc. 185. 105CB AssisTANT DIBTBIOT CoMMissioNER's REPOBT. — Each assistaut dis- 
trict commissioner ' shall prepare a summary report, in duplicate, ou Form 882, 
bv kinds, seasons, and years of production, of distilled spirits in internal revenue 
bonded warehouses at the close of business on June 30 anti December 81 of each 
year, for each State within his district. Forlu 882 shall be prepared as indi- 
cated by the headings of the coluulns ami lines and in accordance with the in- 
structious printed on the form or issued in respect thereto and by this part. 
1he original of the summary repol. t on Forln 882 with the originals of the 
Forms 882 submitted by siorekeeper-gaugers for each internal revenue bonded 
warehouse vvithin the State shall be forvvarded to the Commissioner not later 
than the last day of the month succeeding the date for which the report was 
remlered. The duplicate copies of Form 882 shall be retained by the assistant 
district comluissiuuer. (58 Stat. 875; 20 U. S. C. 8170. ) 

2. The purpose of the proposed amendment is to require store- 
keeper-gaugers and assistant district commissioners to report by lfinds, 
seasons, an&1 years of production, stocks of distilled spirits on deposit 
in internal revenue bonded warehouses at the close of business on 
December 61 of each year, in addition to the reporting of such stocks 
annually as of June 30. 

3. It is found that compliance with the notice, public rule-makinvv 
procedure, an(1 effective d;lte requirements of the Adnlinistrative pro 
cedure Act (5 U. S. C. 1001, et seq, ) is unnecessary in connection with 

'Pursuant to Reurpunisstion Plsn Nu. 1 of 1952 (17 F. R. 2243) the ofhce of nistrict 
Supervisor has been sbelished aud the utace of Assistant Edstrict Cunouissiouer. Alcubnl 
and Tobacco Tsx, created in place thereof. 
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the issuance of these regulations for the reason that the change made 

is of an admhiistrative nature and does not impose any requirement 

on the industry. 
4. 'I his Treasury Decision shall be effective upon the date of publi- 

cation in the Ifederal Register. 
(This Treasury Decision is issued under the authority contained in 

53 Stat. 675; 26 U. S. C. 8176. ) 
Joilv S. GRAIIAM, 

Acting Commissioner of Internal Ire~entre. 

Approved January 16, 1958. 
TrroiMAS J. LVNcrr, 

Acting 8ecretary of the Treasury. 

(Published in the Federal Register January 28, 1058) 

T. D. 5906 SECTION 100. 122, HE0III. ATloxs 15: Receiving 
tanlls. 

(Also Section 100. 46Sa, Regulations 15. ) 
TlTLL&' 2G — liNTERNAL REVENUE. — CH IPTER I, SUBCIIAI'TER C, PART 190, — 

llECTII ICATION OF SPIRI'rs AND wINES 

Amendment of requirement for vodl-a receiving taul. s at rectifying 
plants. 

TREAsijlrv DEPARTMENT, 
Orl'ICE OF COMMISSIONER or I TFRNAL ItEVEXCI'. , 

Il ashington», D. C. 
District Commissioners, Assistant District Commissioners, Alcohol 

and I'ohacco Taa', and Others Concerned: 
1. Sections 190. 122 and 100. 468a of Regulations 15 (26 CFR, part 

100) are aulended to read as follows: 

SUBPART I — EQUIPMENT 

SEc. 190. 122. RscEDINB TINKs. — Ivhere rectified products are produced by 
redistillation, such as gin or cordials, or where spirits are redistillcd, the rec- 
tifier must provide a requisite nuulber of receiving tanks. Vphere vodka is 
produced, a receiving tank or tanks may be provided therefor, if desired. Each 
receiving tank shall be constructed of metal or other suitable material and 
e&ruipped Ivith a suitable devi& e whereby the contents cau be accurately deter- 
mined. Manhe:. ds, inlets, and outlets of such tanks must be provided Ivith 
facilities for locking with Government locks. Each tank shall have plainly and 
le; iblv painted thereon wo'ds indicating its use, as "Gin Iteceiving Tank, " "Cor- 
dial Receivin Tank, " "EIeads and Tails Receiving Tank, " "Vodl'e Rercivin' 
Tank, " etc. , followed by its serial nun&her and capacity in gallons. R, . ceiving 
tanks must be located in the rectifying room. (58 Stat. 800 as amended, 818, 
875; 26 U. S. G. 2801. , 2829, 8176. ) 

SUBPART Y — R ECTIFIcATIQ N 

TAX-EXEMPT VODKA 

Src. 190. 468a, pRDDUUTIUN. — Vodka may be produced exempt from the recti- 
fication tax in accordance with the procedure prescribed bv section 190. 468b. 
Vodka so produced must be either (a) promptly drav;u from the processing or 
receiving tank or tanks into metal, porcelain or glass containers or parafiln- 
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lfned containers, gau ed, stamped, and removed to the finished products room 
or (h) transferred from such tank or tanks to a bottling tanl. -, gauge(I, and bottled 
and removed to the finished products room or conveyed by pipeline to a con- 
tiguous taxpaid bottling house or rectifving plant for bottling. (See sections 
100. 010 to 100. 072. ) (53 Stat. 208 as ameuded, 300 as amended, 375; 20 U. S. C. 
2800, 2801, 3170. } 

2. The purpose of these amendments is to eliminate the requirement 
that vodka produced at the rectifying plant must, be run into a receiv- 
ing tank prior to being drav n into prescribed containers or trans- 
ferred to a botilin« tank. Since vodka is produced at rectifying 
plants by the tre, . tment of' distilled spirits with charcoal in processing 
tanks, the deposit of the finishecl vodka in a receiving tank prior to 
packa&ring or transfer to a bottling tank is an uf ?necessary requirement. 
The use of such a tank will be optional. 

3. It is founcl that compliance with the notice, public rulemaking 
procedure, and eRective date requirements of the Aclministrative 
Procedure Act (5 U. S. C. 1001 et. seq. ), is unnecessary in connection 
with the issuance of these regulations for the reason that the changes 
made are of a liberalizing character. 

4. This Treasury Decision shall be efFective immediately upon the 
date of its publication in the I& ederal Re&sister. 

(This Treasury Decision is issued uncf. er the authority contained in 
53 Stat. 298 as amended, 300 as an&enclecl, 318, 375; 20 U. S. C. 2800, 
2801, 2829, 3170. ) 

T. COLE. IAN ANDRE&WS, 

C*rn;niss&'oner of lnterna/ Jf'e& cn&' 

Approved I& ebruary 20, 1950&. 

ELBKI?T P. TWATTLE& 

Acting h~vc&eta&y of tl?e Treasnf y. 
(Published in the Federal Register March 3, 10, &3) 

SECTION 190 246y Rz'GULATIONS 15 BI anclnlg 
labeling, etc. 

(Also Sections 190. 252, 190. 430, 190. 90&. f, 190. 903. 
190. 904, Regulations 15. ) 

T. D. 5995 

TITLE 2G — INTERNAL REVEiVI. E. — CHAPTER I, SUBCHAPTER C, PART 190. — 
RECTIFICATION OF SPIRITS AND WINES 

Bectification under trade names 

TREASURY DEPARTMENT) 

OFFIcz oF CQMMIssIDNKR OI' INTERNAL PizvzNUz, 

washington 8o, D. C. 
To District Comm&. , ~ioners& Assistant District Comr&rissioners, A tcohol 

and Tobacco Tax', and Ot'ners Concerned: 
1. Re~milations 15, Rectification of Spirits and Wines (20 CI&'R, part 

190& 15 F. R. 4790), as amended, are. hereby further amended as 
follows: 

(a) Sections 190. 240, 190. 252, 190. 430, 190. 900, 190. 903, and 190. 904 
are amended; and 

(b) Sections 190. 900a and 190, 900b are added. 
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SUBPART M — REQUIBFA&1IN'1's GovERNING CFIANGES IN NIAME, PBCPBIETCBRHIP, 
CoNTRoL, LocATIoN, PREt&rlsss, AND KQUIPt&1ENT 

Src. 100. 246. MARKING PACKAGrs ANO CASFs. — Where there is a change in the 
individual, firm, or corporate naule of the rectifier, he must, upon receipt of the 
assistant district commissioner's authorization, as provided in section 190. 616, 
mark und& r such new name the spirits rectified or bottled thereunder, as provided 
in suiip irt II of this part, unless the spirits are rectified or bottled under a trade 
name or style other than the name in which the rectifying plant is qnalified and 
operat&d, a; provided in su)!part NN. 156 Stat. 809, 618, 827 as amend& d, 929, 
676 as aruen, led, 675, 6&J4; 26 U. S. C. 2812, 2861, 285. , 2861, 6170, 6176, 6270. ) 

TBAI!E NAMES 

SFC. 190. '2&i2. MARK1NG CGNTAINras. — 'I'he pa«kages and cases of spirits may be 
niarked un&ler the trade natne in which they were re«tificd or bottled as provided 
in subpart NiV of this part. (56 Stat. 829, 676 as amen&led, 675; 26 U. S. C. 2861, 
6170, 6176 ) 

SUHPABT X — GAUGING AND 1)UMPING SPIRITS FOR ItECTIFICATION 

SEc. 100. 466. MARKrNG PiiocrssrNG TANKs. — In every case where spirits are 
dunipcd into proccssiiig tanks or receptacles, tbe nnmlicr of the formula under 
which the sliirits are to be rectifie wifi be marked legibly upon snch tanks or 
receptacles: Provi&fc&f, That where spirits are not to be re&'tified in tbe processing 
tanks or receptacles in wlii h originally dutnped, such tanks will be lalieled to 
show the kind of spirits aiid the serial uuiuber and date of the Fortn 122 pursuant 
to which the spirits were dutnp«l. iu lieu of tbe number of tbe fortntt)a: And 
pr&ividcd ft&rfher, Thai wh«re p;uka "&'s of spirits are dnnfiied under the circuru- 
stances descril&e&1 in section 190. 498 the rectifier will not be require(1 to mark the 
f&)t'tniila Iiillubel' on I)rocessing tauks or receptacles. (56 Stat. 675; 26 L. S. C. 
6176. ) 

SLTttrABT NiV — -()PEBATING UNt!ER A. Nsw YAt&IE CB RscTIFYING AND BCTTLING 
UiNDEB Drtsst&L&NT TBA&tE NA&RES 

SFC. 190. 900. Qt&AI. IFrcATICN oF PROPRIL'TOB. — Whenever the proprietor of a rec- 
tifying plant desires to change the individual or corporate name, nr the trade 
name or style, in which the rectifying plant is operated. he must, exc«pt as pro- 
vided in sccti&ins 190900a arid I!)0900b, se«ure approval of siich change in the 
niann r prescribed in sections I!)0. 240-11)0. 256 prior to the commencement of 
operations. (56 Stat, 675; 26 U. S. C. 8176. ) 

Src. I'i)0000a. Tt;Ann NAt&ts Ri «TIFICATION. — Where the rectifier desires to 
rectify particular spirits under a tra&le name or stvie other than the name in 
ivhi&h the rectifying plant is qualifi& d:ind nperated, and such tra&le name or 
style has been specified on an approved Ii ornn 27-B and ou the rectifier's I&'ederal 
Alcohol Adtninistration Act permit, he may r«ctify such spirits under stub ap- 
proved trade nanie v ithout filing ar. Ruteudcd notice on Fortn 27-B or changing 
the niinle under ivhicb the rect ifyfrtg phint is then qualified and operated. Form 
122-Supptentental will be prepared, in duplic;i(e, covering tbe particular spirits 
which the rectifi&r desires to re«i ify under such trade nan'. e. Ir the heading of 
the f&&rm will be shown the for»iula nnutber and the trade name und«r r&hich 
the spirits are to be rectified, and in the b&idy of tbe form will be shoivn the 
quantitics of each 1&ind of spirits, ivhich previously have been dumped for 
rectification pursuaut to Form 122 aud ivhirh it is desired io rectify mider the 
formula and traile nauie sli& «ifii&d. The icciifier will snbmit boih copies of Icorm 
122-Suppl«mental to tbe Coverinn«nt nfii&er, who will iuspe&'t the spirits de- 
scribed ou th form anal verify the eutri&s. If the nillcer is satisfied tl!at the 
entries are cnrr&'ct, he &vill approve bnih copies of the form aud return them 
to the proprietor who will retain &ine copy nn file at the rectifying plant av, . ilable 
for examination by Governmertt oiliccrs. The origin;il copy of Ii orm 122-Strpple- 
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mental will be attached to the processing tank in which the spirits are rectified, 
and shall remain attachecl to the tank until the rectified spirits are transferred 
to packages or to a bottling tank for bottling pursuant to Form 237, at which 
time the Form 122 — Supplemental will be removed from the processing tank and 
attached to the Form 237. The rectifier shall state on Part 1 of Form 237 the 
trade name or style under which the spirits were rectified. The spirits so 
rectified may be labeled "blended by", "made by", "prepared by", "manufactured 
by", or "produced by" (whichever may be appropriate to the act of rectification 
involved), followed by the trade name or style uuder which the spirits were 
rectified, and the address (or addresses) of the rectifier, in accordance with 
Regulations 5 (27 CFR, part 5) i. sued under the Federal Alcohol Administration 
Act. (53 Stat. 375; 26 U. S, C. 3176. ) 

Szc. 190. 900b. TRADE NAME BorrirNo. — Where the rectifier desires to bottle 
particular spirits under a trade name or style other than the name in which 
the rectifying plant is qualified and operated, or the name under which the 
spirits were rectified pursuant to Form 122 — Supplemental, and such trade name 
or style has been specified on an approved Form 27-B and on the rectifier's 
Federal Alcohol Administration Act permit, and he has secured certificates of 
label approval (Form 1649) or certificates of exeinption from label approval 
(Form 1650) for the labeling of spirits under such trade name or style, he shall 
specify on Form 280 or Form 237, as the ca. se may be, his intent to bottle and 
label the particular spirits covered by the form under such name or style. Upon 
approval of the form in the usual manner, he may so bottle and label the par- 
ticular spirits covered by Form 230 or Forin 287, as the case may be, without 
filin an amended notice on Form 27-B or changing the name under which the 
rectifying plant is then qualified and operated. (58 Stat. 375; 26 U. S, C, 3176. ) 

Szc. 190. 903. AI&zzrNo Pxcxxozs &ivn Cxszs. — The packages or cases will be 
marked under the individual or corporate name or trade name or style in which 
the rectifying plant is being operated: Provided, That where spirits are rectified 
pursuant to section 190. 900a, or are bottled pursuant to section 190. 900b, under 
a trade name other than that in which the rectifying plant is qualified and 
operated, such trade name may be marked on the packages or cases as the name 
of the rectifier or bottler, as t!ie case mav be, in lieu of the name in which 
the rectifying plant is being operated: Provided further, That where such spirits 
are bottled for a certain dealer they may be marked in accordance with section 
190. 793. The packages and cases shall be further marked in accordance with 
sections 190. 797 and 190. 798. (53 Stat. 375; 26 U. S. G. 3176. ) 

Szc. 190. 904. Rzcozns. — Separate records on Form 45 and Form 182, will not 
be required for operations under a new individual or corporate name or un&ler 
each trade name or style. The rectifier shall, however, note on Form 45 the 
individual or corporate name or the trade names or tyles under which opera- 
tions were conducted during the month, and the dates of operation under each, 
The storekeeper-gauger will make a similar notation on Form 182. In the case 
of spirits rectified pursuant to the provisions of section 190. 900a, or bottled 
pursuant to section 190. 900b, the proprietor will show on Form 45 the trade 
name under which the particular spirits were rectified or bottled. (53 Stat. 
375; 26 U. S. C. 3176. ) 

o. The purpose of these amendments is to authorize the rectification 
(concurrently with regular operations) of particular spirits under a 
trade name or names other than the name under which the rectifying 
plant is then qualihed and operated, in lieu of fiiling an amended 
notice on Form o7 — B. Notice by Rectifier, and changing the name 
under which the rectifying plant is qualified and operated, 

8. It is found that compliance with the notice. public rulemaking 
rocedurei and eRective date requirements of the Administrative 
roced!ire Act (5 U. S. C. 1001 et seq. ) is unnecessary in connection 

with the issuance of these regulations for the reason that the changes 
made are of a liberalizing character. 

4. This Treasury Dec~ision shall be effective upon the date of its 
publication in the Federal Register. 
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(This Treasury Decision is issued under the authority contained 
in 58 Stat. 809, 818, 827 as amended, 829, 878 as amended, 875, 894; 
26 U S C 2812& 2881& 2857& 2861& 8170& 8176& 8270 ) 

T. Cot, KMAN ANDRKws, 
Commissioner of lriternaZ Revenue. 

Approved February 26, 1958. 
KLEEIKI P. TUTTLE& 

Acting Secretary of' the Treasury. 

(I'ublished in the Federal Register March 3, 1953) 

SKCTloN 171. 2& MlscEI. LANEOIIS RKGULATIONs RELAT- Hev. Hul. 87' 
ING To LIQIICR: Basic permit proceduie un!ler Fed- 
eral Alcohol Administration Act. 

INTLrRNAL REVENl'E CODE 

1. Purpose. — 'I'he purpose of this Revenue Ruling is to prescribe 
uniform procedure to be followed by holders of basic permits under 
the Icederal Alcohol Administ. r;!tion Act and by district oKces of the 
Bureau with respect to changes of location of permittees. 

2. Authority. — Section 1712 of the Miscellaneous Regulations 
Relating to Liquor, governing Basic permit procedure under Fed- 
eral Alcohol Admi!!is~tration Act (as amended by T. D. 4982, C. B. 
1 940 2& 426& appl oved July 9& 1 940& 5 F R 2549 j T D 5089& C B 
1941 — 1, 481, approved Februa&ry 12, 1941, 6 F. R. 950; T. D. 5152, 
C. B. 1942 — 1, 844, approved June 8, 1942, 7 F. R. 4267; and T. D. 
5550, C. B. 1947 — 1, 188, approved March 5, 1947, 12 F. R. 1649), 
issued pursuant to section 2(d) of the Federal Alcohol Administra- 
tion Act, , 27 U. S. C. 202(d), section 8170, Internal Revenue Code, 
and 5 IJ. S. C. 22, provides, among other things, that the procedure 
prescribed by Regulations 8, Industrial Alcohol, for the issuance, 
amendment„and denial of permits, under part II of subchapter C of 
chapter 26 ot" the Internal Revenue Code is extended to the issuance, 
aniendment& denial, revocation, suspension, and annulment of basic 
permits under the Federal Alcohol Admii!istration Act, insofar as 
such procedure is not in confiict with the provisions of such act. 

8. I!, e~uZations 8 procedure made applicabZe. — As regards changes 
in location of persons holding basic permits under the Internal Reve- 
nue Code, sections 182. 267 and 182. 295 of Regulations 8 require the 
filing of applications for new basic permits. In view thereof, and. 
since such procedure is not in confiict with any provision of the Fed- 
eral Alcohol Administration Act, it is felt that it should be made 
applicable to all changes of location of permittees under the Federal 
Alcohol Administration Act. 

4. Uniform procedure prescribed. — Some districts have followed 
this procedure, while others have followed the practice of the former 
Federal Alcohol Administration in amending existing permits to 
recognize such changes. As a means of assuring uniform procedure 
in all districts, chanson'es of location of basic permittees under the Fed- 
eral A. lcohol Administration Act no longer will be recognized by the 

40riginallr issued as IR Mimeograph 125, doled February 4, 1053. 
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amendment of existing perlnits. FIereafter, any permittee under the 
Federal Alcohol Administration Act who moves from one location 
to another will be required to file application for a new basic permit 
to cover the authorized operations at the new location. 

5. Use of Eorm 1@8. — Form 1648, Application for Amended 
basic Permit Under the Federal Alcohol Administration Act, will 
continue to be used to report any change of address (resulting ~from 
the redesignation of a street name, street number, or building) which 
does not involve a change of location. It will not be used to report 
changes of location, and will be appropriately revised to conform with 
this revised procedure. 

6. Correspondence. — Any correspondence relative to this Revenue 
Ruling should refer to its number and the symbols 0: AT: DP. 

SFcT oN 171. 218, MlscELLANEUUs REGULA IDNs 
RELATING To LIQUOR: Transferred between 
bonded premises by tank cars, tank trucks, 
or tank barges. 

(Also Regulations 8, 4, 5, 10, 15, and Gauging 
Manual. ) 

T. D. 6005 

TITLE 26 — INTERNAL REVI:NCE. — CHAPTER I, SUBCHAPTER C, PARTS 171, 182, 
183, 184, 185, 186, AND 190 

Removals of distilled spirits and alcohol, in bulk containers, at 
whole or fractional degrees of proof. 

TREASURY DEPARTMENT) 
OrrICE OF CoxfbIISSIONER OF INTERNAL REVENUE) 

washington 8o, D. C. 
District Commiss~'oners, Assistant District Commissioners, A/coho' 

and Tobacco Tax, and Others Concerned: 
On January 1, 1958, a notice of proposed rulemaking was published. 

in the I'ederal Register (18 F. R. 88) to amend "Miscellaneous Regu- 
lations Relating to Liquors, " Regulations 8, Regulations 4, Regula- 
tions 5, Regulations 10, Regulations 15, and the Gauging Manual 
(parts 171, 182, 183, 184, 185, 190, and 186, chapter 26 of the Code 
of Federal Regulations). No objections to the rules proposed having 
been received, the amendments to such regulations set forth below 
are hereby adopted: 

1. Sections 171. 218 and 171. 217 of "Miscellaneous Regulations 
Relating to I. iquor" (26 CI'R, part 171) are amended as follows: 

HURPART 6 — NATIONAL EMERGENCY TRANSFERS OF DISTILLED SPIRITS 

GAUGING OF DISTILLED SPIRITS 

SEC. 171. 213. TRANSFERRED BETWEEN BONDED PREMISES RY TANK CARS, TANK 
TRUcKs, oR TANK BARGEs. — When distilled spirits of any proof are transferred 
by tank cars, tank trucks, or tank barges, betv een distilleries, internal revenue 
bonded warehouses, industrial alcohol plants, and industrial alcohol bonded 
warehouses, and when distilled spirits of 160' or more of proof are removed, 
free of tax, from any such premises for transfer by tank cars, tank trucks, or 

263354' — 53 — 29 
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tank barges to a denaturing plant, for denaturation, such distilled spirits shall 
be gauged in a suitable weighing tank in the shipping premises at the time of 
shipment and in the receiving premises at the time of receipt: ProI14ded, That 
where the shipping or receiving premises, or both, are not equipped with a 
weighing tank, the spirits transferred in tank ears or tank trucks may be weighed 
on railroad car or tank truck scales, as the ease may be, located on the bonded 
premises, by weighing the railroad car or tank truck both before and after filling 
or emptying, or both, as the case may be: 2nd prooided fIIrther, That where the 
shipping or receiving premises, or both, are not equipped with a weighing tank, 
or railroad car or tank truck scales, the spirits may be gauged by volume in 
accurately calibrated tanks, but, in any event, they must be gauged (either by 
weight or by volume) in both the shipping and receiving premises: 2nd prouMed 
further, That distilled spirits transferred from an industrial alcohol plant or 
industrial alcohol bonded warehouse to an internal revenue bonded warehouse 
in tank cars for storage in the internal revenue bonded warehouse in such tank 
ears, shall be gauged at, and removed from, the internal revenue bonded ware- 
house in accordance with the provisions of Regulations 10 (26 CFR, part 185) 
applicable to tank ears of spirits transferred in bond to internal revenue bonded 
warehouses. (65 Stat. 116; 26 U. S. C. 3183. ) 

SEc. 171. 217. DETERMINATIGN oF PRGGF. The proof of distilled spirits drawn 
o(T into containers other than tank cars, tank trucks, tank ships, and tank barges, 
or bv pipeline, under the provisions of this subpart, shall be adjusted to a whole 
or complete degree. Where removals are to be made under the provisions of 
this subpart in tank ears, tank trucks, tank ships, tank barges, or by pipeline, 
the proof of the distilled spirits may be adjusted to a whole or complete degree 
of proof prior to gauge for removal or the distilled spirits may be removed 
without such reduction. Where the proof of spirits removed in tank ears, tank 
trucks, tank ships, tank barges, or by pipeline, for taxpayment, is not adjusted 
to a whole degree of proof, the fractional degree of proof, if any, shall be deter- 
mined to the nearest tenth, which shall be used in determining the taxable 
gallons in accordance with this subpart and table 4 of the Gauging Manual 
(26 CFR, part 186). Where the proof of distilled spirits removed in tank cars, 
tank trucks, tank ships, tank barges, or by pipeline, for purposes other than tax- 
payment, is not adjusted to a whole degree, the proof shall be determined to 
the nearest tenth but shall be rounded to a whole degree in accordance with 
section 186. 20 of the Gauging Manual and such whole degree shall be the proof 
of removal: Prouided, That, where the proprietor or the consignee so desires, 
the fractional proof. may be stated as the proof of the spirits and used in deter- 
mining the proof gallonage of the spirits, in lieu of the whole degree of proof. 
Where distilled spirits are to be transferred in bond to an internal revenue 
bonded warehouse in a tank car and the consignee desires to taxpay the spirits 
in the tank car within 30 days after filling, and without regauge, the distilled 
spirits shall be reduced to a whole or fiat degree of proof before being drawn 
into the tank car, or the proof gallonage shall be determined by use of the frac- 
tional degree of proof. In any such case the storekeeper-gauger shall make 
notation on Form 1520, that the distilled spirits were reduced to a whole degree 
of proof or, if they were not so adjusted, the fractional degree of proof at which 
withdrawn, (65 Stat. 116; 26 U. S. C. 3183. ) 

2. Section 182. 405 of Regulations 3 (26 CFR, part 182; 7 F. R. 
1858), "Industrial Alcohol, " as amended, is amended as follows: 

OPERATION OF INDUSTRIAL ALCOHOL PLANTS 

DRAWING OFF, GAUGING, AND REXCOVAL OF AI. COHOL 

Src. 182. 405. GAUGING oF ALCOHOL. — All alcohol drawn from receiving tanks 
will be carefully gauged by the proprietor by weighing and proofing the spirits 
in accordance with this part and the Gauging Manual (26 CFR, part 186), and 
the details thereof shall be entered by the proprietor on Form 1440. Entries 
shall be made as indicated by the headings of the various columns and lines 
and in accordance with the instructions printed on the form or issued in respect 
thereto and as required by this part. Packages shall be marked in accordance 



447 [$ 171. 213, Misc. Regs. 

with this part. The storekeeper-gauger will verify the proof, weight, and gal- 
lonage of all alcohol withdrawu and will see that the instructions in the Gauging 
Manual respecting the proofing of alcohol are strictly followed in order that the 
proof may be accurately determined. The proof of the alcohol shall be adjusted 
to a whole or complete degree of proof before being removed from the receiving 
tanks for fillin approved containers such as drums or barrels, bottles, contain- 
ers made of iin, glass, or similar substance and steel containers having a capacity 
of not more thau 10 wine gallons. Where removals from receiving tanlrs are to 
be made in tank cars, tank trucks, tank ships, tank barges, or by pipeline, the 
proof of the alcohol may be adjusted to a whole or cou&piete degree of proof 
prior to gauge for removal or the alcohol may be removed without such reduc- 
tion. Where the proof of alcohol removed in tank cars, tank trucks, tank ships, 
tank barges, or by pipeline, for taxpay&nent, is not so adjusted to a whole or 
compleie degree, the fractional degree of proof, if any, shall be determined to 
the nearest tenth, which shall be used in determining the taxable gallons in 
a«cordance with this part and table 4 of the Gauging Manual. Where the proof 
of alcohol removed in tank cars, tank trucks, tank ships, tank barges, or by 
pipeline, for purposes other than taxpayment. is not adjusted to a whole or 
«oulplete degree, the proof shall be determined io the near«st tenth but shall 
be rounded to a whole degree in a«rordance with section 186. 20 of the Gauging 
Manual and such whole degree shall be the proof of removal: Prnuided, That, 
where the proprietor or the consignee so desires, the fractional proof may be 
stated as the proof of the alcohol and used in determining the proof gallonage, 
in lieu of the whole degree of proof. The alcohol in the receiving tank must l&e 
tborou hly a itated before taking the proof. The proof determined after such 
agitation will be regarded as the proof of alcohol run into all packages filled 
from the receiviug tank I&nd all alcohol removed from such tank by pipeline or 
in tank ears or tank trucks. However, the proof of the alcohol in the receiving 
tank will be checked several times while the alcohol is being drawn off. The 
proprietor shall provide, at his own expense, accurate hy&iro&Deters, hydro&neter 
cups, and thermometers for the purpose of gauging alcohol. Alcohol to be 
transferred by pipeline nr in railroad tank cat's or tank trucks for shipment 
shall be gauged in a weighing tank as provided in section 182. 407. (58 Siat. 
807, 857, 858, 864, 875; 26 U. S. C. 2808, 8108, 3105, 8124, 8176. ) 

3. Section 1S3. 515 of Re~oulations 4 (26 CFR& part 1S3; 15 F. R. 
5334) 

& 
"Production of Distilled Spirits, " is amended as follows: 

SUBPART W — TAXPAYMENT, REMOVAL, AND TRANSFER OF DISTILLED SPIRITS FROM 
CISTERN Roobr 

DRAWING OFF, GAUGING, AND REMOVAL OF SPIPITS 

SEc. 188. 515. GAUGING oF SPIRITs. — All distilled spirits drawn from receiving 
cisterns will be carefully gauged by the storekeeper-gauger by weighing and 
proofing the spirits in accordance with this subpart and the Gauging iiiannal 
(26 CFR, part 186), and the details thereof will be entered on the report of 
gauge, Form 1520. Entries shall be made as indicated by the headings of the 
various columns and lines and in accordance with the instructious printed on 
the form or issued in respect thereto and as required by this part. The store- 
keeper-gauger shall, in every instance, note on Form 1520 the proof of distillation 
of the spirits gauged. The proof of spirits shall be ad;Iusted to a complete or 
whole degree before being removed from the receiving cisterns in casl-s, barrels, 
or similar wooden packa es or drums or similar metal packages. Where re- 

ovals from receiving cisterns are to be Inade in tank cars, tank trucks, or by 
pipeline, the proof of the spirits may be adjusted to a whole or complete degree 
of proof prior to gauge for removal or tbe spirits may be removed without such 
reduction. Where the proof of spirits removed in tank cars, tank trucks, or 
by pipeline, for taxpayment, is not adjusted to a whole or complete degree, the 
fractional degree of proof, if any, shall be determined to the nearest tenth, which 
shall be used in determinin« the taxable gallons in accordance with this part and 
table 4 of the Gaufdng Manual. Where the proof of spirits removed in tank 
cars, tank trucks, or by pipeline, for purposes other than taxpaymcnt, is not ad- 
justed to a whole or con&piete degree, tbe proof shall be detern&ined to the 
nearest tenth but shall be rounded to a whole degree in accordance with section 
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186. 20 of the Gauging Manual aud such whole degree shall be the proof of re- 
moval: Proiiided, That, where the proprietor or the consignee so desires, the 
fractional proof may be stated as the proof of the spirits and used in determining 
the proof gallonage, in lieu of the whole degree of proof. . Where spirits are to 
be transterred in bond to an internal revenue bonded warehouse in a tank car 
and the consignee desires to taxpay the spirits in the tank car within 30 days 
after filling, and without regauge, the spirits shall be reduced to a whole degree 
of proof before being drawn into the tank car, or the proof gallonage shall be 
deterinined by use of the fractional degree of proof. In any such ease the 
storekeeper-gauger shall make notation on Form 1520 that the spirits were 
reduced to a whole degree of proof or, if they were not so adjusted, the frac- 
tional degree of proof at which withdrawn. The spirits in the cistern must be 
thoroughly agitated before taking the proof. The proof determined after such 
agitation will be regarded as the proof of spirits run into all packages filled 
from the cistern and all spirits removed by pipeline or in tank cars or in tank 
trucks. However, the proof of the spirits in the cistern will be checked several 
times while spirits are being drawn oif. Distilled spirits to be transferred by 
pipeline or in tank cars or tank trucks for shipment will be gauged in a weighing 
tank as provided in sections 188. 517, 183. 519, and 183. 555. (53 Stat. 298 as 
amended, 307, 383, 835 as amended, 855, 875, 492; 26 U. S. C. 2800, 2808, 2878, 
2883, 3070, 3176, 4017. ) 

4. Sections 184. 561 and 184. 565 of Regulations 5 (26 CFR, part 
184; 15 F. R. 5552), "Production of Brandy, " are amended as follows: 

SUBPART X — TAYPAYMENT, REMovAL, AND TBANBFER oF BRANDY FRGM DIsTILLEBY 
t t 

DRAWING OFF, GAUGING, AND REMOVAL OF BRANDY 

SEc. 184. 561. GAUGIlvo GF BRANDY. — All brandy drawn from receiving tanks 
will be carefully gauged by the storekeeper-gauger by weighing and proofing the 
brandy in accordance with this subpart and the Gauging Manual (26 CFR, part 
186), and the details thereof entered on the report of gauge, Form 1520. Entries 
shall be made as indicated by the headings of the various columns and lines and 
in accordance with the instructions printed on the form or issued in respect 
thereto and as required by this part. The storekeeper-gauger shall, in every 
instance, note on Form 1520 the proof of distillation of the brandy gauged. The 
proof of brandy shall be adjusted to a whole or complete degree before being 
removed from the receiving tanks in casks, barrels, or similar wooden packages 
or drums or similar metal packages. Where removals from receiving tanks 
are to be made in tank cars, tank trucks, or by pipeline, the brandy may be ad- 
justed to a whole or complete degree of proof prior to gauge for removal or the 
brandy may be removed without such reduction. Where the proof of brandy 
removed in tanks cars, tank trucks, or by pipeline, for taxpayment, is not so ad- 
justed to a whole or complete degree, the fractional degree of proof, if any, shall 
be determined to the nearest tenth, which shall be used in determining the taxable 
gallons in accordance with this part and table 4 of the Gauging Manual. Where 
the proof of brandy removed in tank cars, tank trucks, or by pipeline, for pur- 
poses other than taxpayment, is not adjusted to a whole or complete degree, 
the proof shall be determined to the nearest tenth but shall be rounded to a 
whole de ree in accordance with section 186. 20 of the Gauging Manual and such 
whole degree shall be the proof of reiuoval: Proc(decl. , That, where the pro- 
prietor or the consignee so desires, the flectional proof may be stated as the 
proof of the brandy, and used in deternlining the proof gallonage, in lieu of the 
whole degree of proof. Where brandy is to be trausferred in bond to an internal 
revenue bonded warehouse in a tank car and the consignee desires to taxpay 
the brandy in the tank car within 30 days after filling, and without regauge, the 
brandy shall be reduced to a whole degree of proof before being drawn into the 
tank car, or the proof gallonage shall be determined by use of the fractional 
proof. In any such case the storekeeper- an er shall make notation on Foriu 
1520 that the spirits were reduced to a whole degree of proof or, if they were 
not so adjusted, the fractional degree of proof at ivhich withdrawn. The brandy 
in the receiving tank must be thoroughly agitated before taking the proof. The 
proof determined after such agitation will be regarded as the proof of brandy 
run into all packages filled from the receiving tank and all brandy removed by 
pipeline or in tank cars or in tank trucks. However, the proof of the brandy 
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in the receiving tank will be checked several times while brandy is being drawn 
oiT. Brandy to be transfierred by pipeline or in tank cars for shipu&ent will be 
gauged in a weighing tank as provided in section 184. 5(!2. (53 Stat. 307, 383, 
385 as amended, 375, 492; 26 U. S. C. 2SOS, 2878, 2888, 31 0, 4017. ) 

SKO. 184. 565. UPGN WITIIDRAWAL FROM STCBAGE TANK8. — When brandy is 
transferred to storage tanks in the brandy deposit room after it has been gauged, 
it will be regauged by weighing tanks upon removal, unless it is drawn into 
packages and gauged. The proof of brandy removed from storage tanks in the 
brandy deposit room shall be adjusted or determined in accordance with the 
provisions of section 134. 561. (O8 Stat. 307, 333, 835 as amended, 375; 26 U. S. C. 
2SOS, 2878, 2SS3, 3176. ) 

5. Regulations 10 (26 ( FR, part 185; 15 F. R. 5233), "Warehousing 
of Distilled Spirits, " as amended, are amended as follows: 

(II) Sections 185. 877, 185. 576, 185. 622, and 185. 660 are amended; and 
(5) Section 185. 377a is added. 

SUBPART S — DEPOSIT OF SPIRITS IN WAREHOUSE 
IP e 

SPIRITS RECEIVED IN CASKS OR OTHER APPROVED CONTAINERS 

SEC. 185. 877. EKAIIINATION oF TANK CARs. — The storekeeper-ganger will care- 
fully exaInine each tank car of spirits upon its arrival at the warehouse for 
evidence of loss and will determine if the reals affixed at the shipping premises 
are intact. Where the tank car bears evidence of tampering, or of unusual loss 
that cannot be satisfactorily explained, it will be temporarily detained pending 
further investigation in accordance with the applicable provisions of sections 
185. 480 — 135. 496. Where the tank car bears no evidence of tampering, or of un- 
Ieual loss that cannot be satisfactorily explained, the spirits may be taxpaid on 
the filling gauge, within 30 days of the date of filling, in accordance with sections 
185. 377a and 185. 660, Where the spirits are not to be so taxpaid, they vvill be 
gauged in a gau fing tank, or by volumetric measurement in the tank car, and 
reported on Form 1520 covering the transfer. Where the spirits are less than 
160' of proof and are gauged in a gauging tank, they will be immediately re- 
turned to the tank car for storage therein in the warehouse pending taxpayment 
or further transfer in bond in accordance with section 185. 892. Where the spirits 
are 160' or more of proof, they may be returned to the tank car, or transferred 
to warehouse storage tanks in accordance with section 185. 392. Where, after 
gauge, the spirits are retained in or returned to the tank car, the car will be 
sealed pending taxpayment or further transfer in bond. Where the spirits are 
not taxpaid on the filling gauge within 30 days of the date of filling, they must be 
regauged prior to taxpayment. (58 Stat. 29S as amended, 385 as amended, 840 
as amended, 375; 26 U. S. C. 2800, 2883, 2901, 3176. ) 

SEC. 185. 377a. TAXPAYMENT oN FILLING GAUGE. — When spirits are received in 
bond in a tank car they may be taxpaid without regauge only where the spirits 
were reduced to a whole degree of proof when the car was filled, or the fractional 
degree of proof was used in determining the proof gallonage drawn into tbe 
car, and such fact was noted by the storekeeper-gauger on the Form 1520 covering 
the filling gauge. (53 Stat. 29S as amended, 335 as amended, 375; 26 U. S, C. 
2SOO, 2883, 3176. ) 

SUBPART AA. — WITHDRAWAL OF DISTILLED SPIRITS FROM WAREHOUSE 
4' 

DBAWING OFF SPI'RITS FROXI GAUGING OR STOBAGE TANKS 

SKC. 185. 576. ADJUsTING PBCQF. — The proof of distilled spirits in warehouse 
gauging tanks and storage tanbs shall be adjusted to a whole degree of proof 
prior to filling packages such as barrels or drums: prouided, That such adjust- 
ment will not be required prior to filling such pacha, es from gauging tanks when 
the proof of the spirits is less than 100'. Adjusting the proof to tenths 
of a degree, either above or below the whole degree, will not be permitted. 
Where spirits are to be transferred by pipeline fIom gauging tanks to tanks 
in the bottling-in-bond department or are to be removed from gauging or storage 
tanks in tank cars, tank trucks, or by pipeline, the proof of the spirits may be 
adjusted to a whole or complete degree prior to gauge for transfer or removal 
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or the spirits may be transferred or removed without such reduction. Where 
the proof of spirits removed in tank cars, tank trucks, or by pipeline, for tax- 
payment, is not adjusted to a whole degree of proof, the fractional degree of 
proof, if any, shall be determined to the nearest. tenth, which shall be used 
in determining the taxable gallons in accordance with this part and table 4 
oi the Gauging Manual (26 CFR, part 186). Where the proof of spirits removed 
in tank cars, tank trucks, or by pipeline, for purposes other than taxpayment, is 
not adjusted to a whole degree, the proof shall be determined to the nearest tenth 
but shall be rounded to a whole degree in accordance with section 186. 20 of the 
Gauging Manual and such whole degree shall be the proof of removal: Promded, 
That where the proprietor or the consignee so desires, the fractional proof may 
be stated as the proof of the spirits and used in determining the proof gallonage 
of the spirits, in lieu of the whole degree of proof, Where spirits are to be 
transferred in bond to an internal revenue bonded warehouse in a tank car 
and the consignee desires to taxpay the spirits in the tank, car within 30 days 
after filling, and without regauge, the spirits shall be reduced to a whole or fiat 
degree of. proof before being drawn into the tank car, or the proof gallonage 
shall be determined by use of the fractional degree of proof. In any such case 
the storekeeper-gauger shall make notation on Form 1520 that the spirits were 
reduced to a whole degree of proof or, if they were not so adjusted, the fractional 
degree of proof at which withdrawn. (53 Stat. 307, 375; 26 U. S. C. 2808, 3176. ) 

SUBPAsT CC — T~PMD WTTHDBAWM s BT GAGE TANK 

E 

SEV. 185. 622. GxvsE &EB T~XPEYxtENT. — If the spirits to be withdrawn are 
in packages, the storekeeper-gauger, upon receipt of the Form 179 and Form 
1520, will carefully examine and supervise the weighing of each package and 
enter the weights on Form 1520. Where it is determined that any package 
bears evidence of unusual loss that cannot be satisfactorily explained, or of 
tampering, such package will be detained pending further investigation in 
accordance with the applicable provisions of section 185. 480 — 185. 496. When 
the contents of the packages have been dumped into the gauging tank, the 
empty packages, including the char and wood chips, if any, will be thoroughly 
rinsed: Provided, That if the contents of the packages dumped for bulk gaug- 
ing are to be drawn from the gauging tank for shipment in as many of the 
original packages as may be required, the packages to be used as shipping con- 
tainers need not be rinsed if a declaration to that eiXect has been made by the 
proprietor prior to the dumping of the spirits, in which event recovery of spirits 
by rinsing at the time of dumping for bottling or rectification will be pre- 
cluded. Water of any temperature may be used to rinse the packages. The 
rinsings will be added to the spirits dumped from the packages into the gauging 
tank prior to gauging: Prosided, That where the proprietor does not wish to 
add any or all of the rinse water to the spirits in the gauging tank, such rinse 
water must be poured on the ground or into a sewer in the presence of the 
storekeeper-gauger. The temperature of water used for rinsing must be marked 
on the packages used as shipping containers in accordance with section 185. 628. 
Loose char and wood chips, if any, collected from packages, the contents of which 
have been dumped into bulk gauging tanks after rinsing, must be destroyed 
in accordance with section 185. 902, unless added to the packages which are to 
be used as shipping containers. The tare of any shipping container must 
include the weight of loose char and wood chips which are placed therein. 
After the packages have been dumped and rinsed, all marks and brands shall 
be obliterated, except where the packages are to be used for shipping of spirits 
dumped therefrom for gauging, in which case, only the kind of cooperage, serial 
number of the package, the word "Filled, " the date of filling, and the original 
proof and proof gallons need be obliterated. The spirits in the gauging tank 
will be gauged with an official hydrometer and the details of the gauge and the 
number of the gauging tank entered by the storekeeper-gauger on Form 1520. 
The proof of the spirits shall be adjusted or determined in accordance with 
the provisions of section 185. 576. If the spirits to be withdrawn are con- 
tained in a storage tank or tank car, they will be drawn into the gauging 
tank, gauged and reported in the same manner as packages dumped for bulk 
gauging. Four copies of Form 179 with the storekeeper-gauger's report; thereon, 
duly executed, and four copies of Form 1520 will be delivered by the store- 
keeper-gauger to the proprietor of the warehouse. One copy of Form 1520 will 
be retained by the storekeeper-gauger pending taxpayment of the spirits rep- 
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resented thereby. (53 Stat. 29S as amended, 335, 335 as amended, 375; 26 
U, S. C. 2800, 2882, 2883, 3176. ) 

SUBPART DD — TAXPAID WITHDRAwALs IN TANK CAR$ AND TANK TRUGK8 

IN TANK CARS RECEIVED IN BOND 

4 

SEc. 1S5. 66&0. PRocKDURE. — Where spirits are received in bond in tank cars at 
an internal revenue bonded warehouse and taxpaid thereat, the procedure pre- 
scribed in sections 185. 650-185. 657 for the taxpayment of tank cars of spirits 
fified froin Ivarehouse storage tauks will be follosved, except that if the spirits 
in the tank car are taxpaid within 30 days after filling, they need not be 
regauged but may be taxpaid on the filling gauge under the provisions of 
sections 185. 377 and 185. 377a. (53 Stat, 298 as amended, 335 as amended, 375; 
26 U. S. C. 2800, 2883, 3176. ) 

6. Sections 186. 20 and 186. 23 of the Gauging Manual (26 CI R& 

part 186; 15 1'. R. 4787), are amended as follows: 

SUBPART E — PRESCRIBED TABLES 

SEO. 186. 20. TABLE ly SHowING THE TRUE PERcENT8 oF PRCOF SPIRITs FQR ANY 
INDICATION OF TIIK HYDROMETER AT (KMPERATU&iES BETWEEN ZERO AND 100' I'. — 
This table shows the true percent of proof of distilled spirits for indications of 
the hydrometer lil'ely to occur in practice at temperatures between zero and 
100'I&'. 'I'he left hand column contaius the reading of the hydrometer and on 
the same horizontal line, in the body of the table, in the "Temperature" column 
corresponding to the reading of the thermometer is the corrected reading «r 
"True percent of proof. " The table is computed t' or tenths of a percent. Where 
distilled spirits or alcohol are gauged in packages, if the deciinal is less than 
five it will be dropped; if it is five or over a unit Ivi)1 be added. Thus coluinn 
69', indication 114, the true percent, 110. 4, is called 110; column 69', indication 
117, the true percent of proof 118. 5, is called 114. Where distilled spirits or 
alcohol are gauged for taxpayment in bulk for removal by pipeline, tank car, tank 
truck, tank ship, or tank barge without adjustment of the proof to a whole or 
comp]ete degree, the proof shall be determined to the nearest tenth of a 
degree and such fractional proof will be used in dcterminin" the taxable gallons. 
Thus column 71', indication 193, the true percent, 190. 4, will be recorded and 
used to calculate the taxable gallons. Tbe proof of distilled spirits or alcohol 
withdrawn in tauk cars, tank trucks, tank ships, tank barges, and by pipe- 
line, for purposes other than taxpayment, shall be determined to the nearest 
tenth of a degree; however, except where the proprietor or consignee desires 
to remove distilled spirits or alcohol at a fractional degree, if the decimal is 
less than five it will be dropped; if it is five or over, a unit will be added. 
Thus column 71', indication 198, the true percent, 190. 4, is called 190; column 
71', indication 194, the true percent of proof, 191. 5, is called 192. Where frac. 
tional readings are ascertained, the proper interpolations will be made, e. g. , 
for a hydrometer reading of 151, temperature 71I/R', the true percent of proof 
would be 147. 0, or for a hvdrometer reading 179. 4, temperature 75', tbe true 
percent uf proof would be 175. 0. (53 Stat. 307, 333, 335 as ameuded, 873 as 
amen&led, 875, 467; 26 U. S. C. 2808, 2878, 2883, 3170, 3176, 3791. ) 

SEC. 186. 23. TABLE 4, SHOWING THE FRACTIONAL PART OF A 4ALLON PKR POUND 
AT EACH PERCENT AND EACH TENTH PERCENT OF PROOF OF SPIRITUOUS LIQUOR. 
This table provides a method for use in ascertaining the wine gallon (at 60' F. ) 
and/or proof gallon contents of containers of spirits by multiplying the net 
weight of the spirits by the fractional part of a gallon per pound shown in the 
table for spirits of the sanie proof. Fractional gallons beyond the first de& imal 
will be dropl&ed if less than 0. 05 or will be added as 0. 1 if 0. 05 or more. This 
table may also be used for ascertaining the quantity of water required to reduce 
to a given proof. To do this, divide the proof gallons of spirits to be reduced 
by the fractional part of a proof gallon per pound uf spirits at?he proof to which 
the spirits are to be reduced, and subtract from the quotient the nct weight of 
the spirits before reduction. The remainder will be the pounds of w;&ter needed 
to reduce the spirits to the desired proof. 

EKample. It is desired to ascertain the quantify of water needed to reduce 
1, 000 pounds of 200 proof spirits, 302. 6 proof gall«ns, to ]90 proof: 

302. 6 divided by 0. 27964 equals 1, 082. 11 pounds, weight of spirits after 
reduction. 
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1, 082. 11 minus 1, 000 equals 82. 11 pounds, weight of water required to 
reduce to desired proof. 

The slight variation between this table and tables 2, 3, and 5 on some calculations 
is due to the dropping or adding of fractions beyond the first decimal on those 
tables. (58 Stat. 307, 883, 335 as amended, 878 as amended, 875, 467; 26 U. S. C. 
2808, 2878, 2883, 3170, 8170, 8791. ) 

7. Section 190. 566 of Regulations 15 (26 CFR, part 190; 15 F. R. 
4790), "Rectification of Spirits and Wines, " is amended as follows: 

SODPART BB — GAUGE, RETURN, AND TAXPAYMENT oF REcTIFIED SPIRITs 

GAVGE OF RECTIFIED SPIRITS 

SEc. 190. 506. ADJUSTMENT OF PROOF. — The proof of rectified spirits shall be 
adjusted to a whole degree of proof in accordance with the provisions of the 
Gauging Manual (20 CFR, part 180), preparatory to filling barrels or bottles. 
Adjusting the proof to tenths of a degree, either above or below the whole or 
complete degree, will not be permitted: Pro»ided, That when spirits are being 
prepared for bottling and are to be bottled and labeled in tenths of a degree of 
proof, such as 80. 4, the proof of the spirits shall be adjusted to such tenths of a 
degree of proof. If the proof is so adjusted to tenths, the fractional degree of 
proof shall be used in determining the taxable gallons, for payment of the 
rectification tax, in accordance with the Gauging Manual. The proof in each 
instance shall be verified as to accuracy by the Government officer. (58 Stat. 800 
as amended, 329, 875; 26 U. S. C. 2801, 2861, 8176. ) 

8. These regulations shall be effective on the 81st day after publica- 
tion in the Federal Register. 

(This Treasury Decision is issued under the authority contained 
in 58 Stat. 298 as amended, 800 as amended, 807, M9, 888, 885, 885 as 
s, mended, 840 as amended, 855, 857, 858, 864, 878 as amended, 875, 467, 
492; 65 Stat. 116; 26 U. S. C. 2800, 2801, 2808, 2861, 2878, 2882, 2888, 
2901& 8070& 8108& 8105& 8124& 8170& 8176& 8791& 4017& and 8188 ) 

T. COLEMAN ANDREWS& 
Commissioner of 1nterna/ Revenue. 

Approved April 10, 1958. 
M. B. For, soM, 

Acting Secretary of the Treasury. 
(Published in the Federal Register April 10, 19o8) 

CHAPTER 27. — OCCUPATIONAL TAXES 

SUBCHAPTER A. — SPECIAL PROVISIONS 

PART IX. — COIN-OPERATED AMUSEMENT AND GAMING DEVICES 

SECTION M67. — TAX ON COIN-OPERATED AMUSEMENT 
AND GAMING DEVICES 

SEGTIDN M8 22& REGULATIoNs 59: Rates and Rev. Rul. 40 
computation of tax. 

INTERNAL REVENUE CODE 

A mechanical horse or other similar device which is activated by 
the insertion of a coin is considered to be a coin-operated amusement 
device within the meaning of section M67 of the Internal Revenue 
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Code, and persons who maintain for use, or permit the use of such 
clevices, on premises occupied by them, inrcur liability for the special 
tax of $10 per year with respect to each such device. 

SECTION 328. 22, REGUI ATIONS 59: Rates and 
computation of tax. 

INTEBNAL REVENUE CODE 

Rev. Rul. 58 

Coin-operated still or moving picture machines are considered to be 
coin-operated amusement devices for purposes of the special $10 tax 
under section 82()7 of the Internal Revenue Code; however, coin- 
operated radio and televisiou sets are primarily instruments for 
receiving conrmunications, and are not considered to be amusement 
devices subject to such tax liability. 

Advice is requested concerning the application of the special tax 
under section 8207 of the Internal Revenue Code to the maintenance 
for use of coin-operated still or Inoving picture devices, and of coin- 
operated radio and television sets. 

Section 3207 of the Internal Revenue Code provides in part as 
follows: 

(a) RAvE. — Every person who maintains for use or permits the use of, on any 
place or premises occupied by him, a coin-operated amusement or gaming device 
shall pay a special tax as fol(& ws: 

(1) $10 per year in the case of a device defined in clause (1) of subsection 
(b): 

(b) Dssrvrvrov. — As used in this Part, the term coin-operated amusement 
and gaming devices nrenns (1) any amrrsernent or music machine operated by 
means of the insertion of a coin, token. or similar object * r *. 

Machines operated by the insertion of a coin, for which the vieiver 
may witness still or moving pictures, clearly fall within the purview 
of section 8207 of the Code, as coin-operated amusement devices. 

EIowever, radio and television sets, although used for amusement 
or entertainment, are primarily instruments~ for receiving commu- 
nications by which the listener or viewer is enabled to receive the 
sound and images being transmitted on the air waves. The insertion 
of a coin in a radio or television set does not place in operation a 
device that by itself produces music, a play, or any other form of 
entertainment. Rather, in such a case, the coin merely controls a 
Inechanism that permits the use of the radio or television set for the 
reception of a program that is produced elsewhere and is broadcast, 
generally to be received by all sets tuned in to the broadcast wave- 
band, regardless of whether any particular set is "coin-operated. " 
(See Dnvrbar v. Spratt-ryder Co. et al. , 220 N. W. 22. ) Moreover, 
a coin inserted in such a set usually serves to permit the operation 
of the set for a given period of time and, therefore, is an amount 
paid in e8'ect as a rental for the use of the set for the time allotted. 

In view of the foregoing, it is held that coin-operated still or Inov- 
ing picture machines are considered to be coin-operated amusement 
devices for purposes of the special $10 tax under section 8207 of 
the Internal Revenue Code. However, coin-operated radio and tele- 
vision sets are primarily instruments for receiving communications 
and, therefore, are not considered to be amusement devices subject 
to such tax liability. 
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PART X. — BOWLING ALLEYS, AND BILLIARD AND POOL TABLES 

SECTION M68. — TAX ON BOWLING ALLEYS, AND 
BILLIARD AND POOL TABLES 

Rev. Rul. 86 SzcTIoN M8. 81, REGULATIONs 59: Persons liable 
for 'tax. 

INTERNAL REVENUE CODE 

Bowling alleys maintained exclusively for the use of members 
of the Armed Itorees on property owned by the United States are 
not exempt from the special occuyational tax imposed by section 
8268(a) of the Internal Revenue Code where, as a condition prece- 
dent to using the alleys, a charge is collected from the players and 
paid to yinsetters. The amount collected from the players is con- 
sidered to constitute a charge for the use of the alleys within the 
meaning of the law. 

Advice is requested whether the exemption from the special occupa- 
tional tax imposed by section 8268(a) of the Internal Revenue Code, 
as added by Public Law 576, Eighty-second Congress, C. B. 1952-2, 
861, with respect to bowling alleys mairtained exclusively for the use 
of the Armed Forces, is applicable where a charge of 10 cents a game 
is collected from players and paid to pinsetters. 

Section M68(a) of the Code provides, in part, that the special tax 
of $20 per year shall not apply for any period after June 80, 1952, 
with respect to any bowling alley, billiard table, or pool table main- 
tained exclusively for the use of members of the Armed Forces on any 
property owned, reserved, or used by, or otherwise acquired for the 
use of. , the United States if no charge is made for their use. 

It is held that an amount collected from a player using a bowling 
alley and paid to a pinsetter constitutes a charge made for its use 
within the meaning of the statute where the charge is a condition 
precedent to the use of the alley. Accordingly the exemption from 
the special tax provided by section M68(a) of the Code, as added by 
Public Law 576, 8tjpra, does not apply where, under the circumstances 
stated, amounts are collected from players for the use of the bowling 
alleys, even though the amounts collected. are in turn paid to pinsetters. 

CHAPTER 27A. — WACERING TAXES 

SUBCHAPTER A. — TAX ON WAGES 

SECTION 8285. — TAX 

SEcTICN 825. 21, Regulations 1M: Scope of tax. 
(Also Section 825. 26; Section M90, Section 

325. 41. ) 
INTERNAL REVENUE CODE 

Rev. Rul. M* 

Suit or merchandise clubs operated pursuant to a plan whereby 
some participants may, by drawing or other element of chance, re- 
ceive merchandise having a retail value in excess of their payments, 

«Originally issued as IR-Mimeograph 14S, dated March 11, 1958. 
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and all other participants receive merchandise having a retail value 
equivalent to the au&ount of their payments, do not constii. ute lot- 
teries conducted for profit for purposes of the wagering ta. xes. 
Mimeograph 0814, C. B. 1052-1, 210, revol ed. 

1. Further consideration has been given to the applicability of the 
wagering taxes imposed by sections 8285 and 8200 of the Internal 
Revenue Code with respect to the operation of suit and merchandise 
clubs as set forth in Mimeograph 6814& C B 1952 1& 210, wherein it 
was held that clubs operated in the manner described below meet the 
definition of a lottery conducted for profit for the purposes of the 
wagering taxes and, therefore, all sums placed with or advanced to 
mer~chants in the operation of such clubs constitute wagers subject to 
the wagering tax: 

One hundred persons pay $1 a vveek for a period of 80 weeks, aud after the 
second week one person's name is drawn from a members' list and the winner 
receives $80 worth of merchandise for the $2 paid iu and is n«t required to make 
any further payments. The second person receives $80 worth of merchandise 
for the $8 paid in, and so on until the 80 weeks expire. Ilowever, each u&eu&ber 
in the club receives the full f80 in trade, credit, or payment on account. Sl&ould 
any member drop out before the expiration «f the 80-week period, he receives 
the atuount he has paid in trade, credit, or on account. 

2. Section 8285 of the Internal Revenue Code imposes a tax on, 
alnong other wagers, any wager placed in a lottery conducted for 
profit, and section 825. 21(f) of Regulations 182, pertaining to the 
wagering tax, states, in part, that in general a lottery conducted for 
profit includes any scheme or method for the disposition of prizes 
among persons who have paid or promised a consideration for a chance 
to win such prizes. Section 825. 26(a) of Regulations 182 states that 
the tax is imposed at the rate of 10 percent of the amount of any tax- 
able wager, and that the amount of the wager is the amount risked by 
the bettor, rather than the amount which he stands to win. 

8. The Bureau has given further study to suit and merchandise clubs 
in which the participa~nts make periodic payments to be applied on the 
purchase of mercltandise pursuant to a plan under which some partici- 
pants may, by drawing or other element oi chance, receive as a prize 
merchandise having a retail value in excess of their payments, and all 
other participants receive merchandise having a retail value equiva- 
lent to the amount of their payments, which amount is no more than 
they would ordinarily pay for the same merchandise if they were not 
members of the club. 

4. It is now the position of the Bureau. that where suit or merchan- 
dise clubs are operated in the manner described in paragraph 8, the 
sums placed with merchants in the operation of such clubs do not 
constitute "wagers" within the meaning and intent of the law involved. 
Therefore, since no wager is involved, such operation would not fall 
within the scope of the wagering tax law, and the 10 percent excise 
tax and the $50 per year occupational tax imposed by sections 8285 
and 8290 of the Internal Revenue Code would not apply. However& 
this ruling is applicable only to such clubs as are operated under the 
circumstances sct, forth in paragraph 8, that is, where the participant 
receives merchandise having a retail value at least etluivalent to his 
payments. 

5. The ruling set forth in ihlimeograph 6814, snpra& is revoked. 
Correspondence relating to the contents of this Revenue Ruliflg 

should refer to its number and the svmbols T: R: ExSt. 
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SUBCHAPTER B. — OCCUPATIONAL TAX 

SECTION 3290. — TAX 

SEOTIoN 325. 41, Regulations 132: Person 
liable for tax. 

INTERNAL REVENUE CODE 

Suit or merchandise clubs. (See Rev. Rul. 52, page 454. ) 

SECTION 3291. — REGISTRATION 

SEcTICN 325. 50, REOULATIoNs 132: Registry, 
return, and payment of tax. 

Ct. D. 1755 

OCCUPATIONAL TAXES — INTERNAL REVENUE CODE — DECISION OP SUPREME 
COURT 

WAGERING TAX — CGNsTITUTIGNALITY; 

The occupational tax provisions of the Revenue Act of 1951, which 
levy a tax on persons engaged in the business of accepting wagers 
and require such persons to register with the collector of internal 
revenue, are not unconstitutional. They do not infringe the police 
power which is reserved to the States, nor do they violate the 
privilege against self-incrimination. 

SUPREME CGURT oF THE UNITED STATEs 

The United States of America, appellant, v. Joseph Kahriger 

On appeal from tbe United States District Court for the Eastern District 
of Pennsylvania 

[March 9, 1953] 

OPINION 

Mr. Justice REED delivered the opinion of the Court. 
The issue raised by this appeal is the constitutionality of the occupational 

tax provisions of the Revenue Act of 1951, ' which levy a tax on persons engaged 

& 26 U. S. C. (supp. V) sec. 8285: 
(a) WAGsas. 
"There shall be imposed on wagcrs, as defined in subsection (b), an excise tax equal to 

10 pcr centum of the amount thereof. 
s s 

"(d) Psasoss L&Aszs soa TAx. 
"Each person wbo is engaged in the business of accepting wagers shall be liable for aud 

shall pay the tax under this subchapter on all wagcrs placed with him, Each person wbo 
con&lucts any wagering pool or lottery shall be liable for aml shall pay the tax under this 
subchapter on all wagcrs placed in such pool or lottery. "(e) Excvvs&oss Psoa& TAx. 

"No tax sba. li be imposed by this subchapter (1) on any wager placed with, or on any 
wager placed in a wagering pool conducted by, a parimutuel wagering enterprise licensed 
under State law, and (2) on any wager placed in a coin-operated device with respect tc 
which an occupational tax is imposed by section 8267, " 

26 U. S. C. (supp. V) sec. 8290: 
"A special tax of $50 per pear shall be paid by each person wbo is liable for tax under 

subchapter A or who is engaged in receiving wagers for or on behalf of any person so 
liable. " 

26 U. S. C. (supp. V) sec. 8291: 
"(a) Each person required to pay a special tax under this subchapter shall register with 
the collector of the district— "(1) his ua&ue and place of residence; 

"(2) if bc is liable for tax under subchapter A, each place of business where the activity 
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in the business of accepting wagers, and require such persons to register with 
the collector of internal revenue. The uncorrstitutionality of the tax is asserted 
on two grounds. First, it is said that Congress, under the pretense of exer- 
cising its power to tax has attempted to penalize illegal intrastate gambling 
through the regulatory features of the Act (26 U. S. C. (supp. V) sec. 82&J1) 
and has thus infringed the police power which is reserved to the States. 
Secondly, it is urged that the registration provisions of the tax violate the 
privilege against self-incrimination and are arbitrary and vague, contrary to 
the guarantees of the fifth amendment. 

The case comes here on appeal, in accordance with 18 U. S. C. section 3731, 
from the United States District Court for the )eastern District of I'ennsylvania, 
where an information was filed against appellee alleging that he &vas in the 
business of accepting wagers and that be willfully failed to r&gister for and pay 
the occupational tax in question. Appellee moved to dismiss on the ground 
that the sections up«n which the indictment was based were unconstitutional. 
The district court sustained the motion on the authority of our opinion in 
United Sta tes v. Con et an tine, 296 U. S. 287 [Ct, D. 1053, C. B. XIV 2, 403 (1935) ]. 
The court reasoned that "v. bile the subject nmtter of this legislation so far 
as revenue purposes is concerned is within the scope of Federal authorities, " 
the tax was unconstitutional in that the informs. tion called for by the regis- 
tration provisions was "peculiarly applicable to the applicant from the stand- 
point of law enforcement and vice control, " and th&. rcfore the whole of the 
legislation was an infrin ement by the Federal Government on the police 
power reserved to the States by the tenth amendment. United States v. 
Ea)&r(ger, 105 F. Supp. 822, 323. 

The result below is at odds with the position of the seven other district 
courts which have considered the matter, ' and, in our opinion, is erroneous. 

In the term following the Constantine opinion, this court pointed out in 
Sonsins)t&J v. United States, 300 U. S. 506 [Ct. D. 1217, C. B. 1937 — 1, 351], at 
513 (a case involving a tax on a "limited class" of objectionable firearms sile„ed 
to be prohibitory in effect and "to disclose unmistakably the legislative purpose 
to regulate rather than to tax"), that the subject of the tax in Constantine was 
"described or treated as criminal hy the taxing statute. " The tax in ihe Con- 
stantine case was a special additional excise tax of $1, 000, placed only on persons 
who carried on a liquor business in riolatiou of State Ia&v. The wagering tax 
rrith which we are here concerned applies to all persons engaged in the business 
of receivin wagers regardless of whether such activity violates State law. 

The substance of respondent's position with respect to the tenth amendment 
is that Congress has chosen to tax a specified business which is not within its 
power to regulate. The precedents are many upholding taxes similar to this 
wagering tax as a proper exercise of the Federal taxing power. In the License 
1'ax C&rs&s, 5 r&Vall. 462, the controversy arose out of indictments for sellirrg 
lottery tickets and retailing liquor in various States rvithout having first 
obtained and paid for a license under the Internal Revenue Act of Congress. 
The objecting taxpayers urged that Congress could not constitutionally tax or 
regulate activities carried on within a State. P. 470. The court pointed out 
that Congress had "no power of regulation nor any direct control" (5 IVa(). , at 
471, 472) over the business there involved. The court said if the licenses 

which makes him so liable is carried on. aud the name aud place of residence of each person 
who is engaged in receiving wagers for him or on bis behalf; aud 

"(3) if he is eugaged in receiviug wagers for or on behalf of anp person liable for tax 
under subchapter A, the name aud place of residence of each such person. " 

26 U. S. C. (supp. V) sec. 3294: 
"(a) Furr. rras xo Psv Tax. 

"Any person who does any act which makes him liable for special tax urrder this sub- 
chapter, without having paid such tax, shall, besides being liab!e to the payureut of the 
tax, be fined not less than $1, 000 aud uot more thun 35, 000. 

s ~ ' s n 

(c) Wrr, r. ries Vror. s Trnr&s. 
"The penalties prescribed by section 2707 with respect to the tax imposed by section 2700 

shall apply with respect to the &ax irr&posed by this subchapter. " 
s Un&ted States v. Smith, 106 F. Supp. 9 (D. C. S. D. Cal. ); United States v. Iyn&11&r. 

105 F, Supp. 918 (D. C. N. D. Cal. ); Vnited States v. porrestcr, 105 I&'. S&rpp. 136 
(D. C. N. D. Ga. ); United States v. Robinson, 107 F. Supp. 38 (D. C. L". D. AIich. ); United 
States v. Arnold, Jordan, and ypinpate, No. 478 &D. C. E. D. ra. ). Septeruber 18. 1952. 
Vnitsd States v. Penn, No. 2021 (D. C. SI. D. N. C, ), Muy 1952. Combs v. Snpder, 101 
F, Supp. 531 (D. D. C. ), ailirmed, 342 U. S. 939. 
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were to be regarded as by themselves giving authority to carry on the licensed 
business it might be impossible to reconcile the granting of them with the 
Constitution. P. 471. 

"But it is not necessary to regard these laws as giving such authority, 
So far as they relate to trade within State limits, they give none, and can 
give none, They simply express the purpose of the government not to 
interfere by penal proceedings with the trade nominally licensed, if the 
required taxes are paid. The power to tax is not questioned, nor the power 
to impose penalties for non-payment of taxes. The granting of a license, 
therefore, must be regarded as nothing more than a mere form of imposing 
a tax, and of implyin nothing except that the licensee shall be subject to 
no penalties under national law, if he pays it. " Id. , at 471. 

Appellee would have us say that because there is legislative history ' indicating 
a congressional motive to suppress wagering, this tax is not a proper exercise 
of such taxing power, In the License Cases, supra, it was admitted that the 
Federal license "discouraged" the activities. The intent to curtail and hinder, 
as well as tax, was also manifest in the following cases, and in each of them 
the tax was upheld: Veazie Bank v. Penna, 8 Wall. 588 (tax on paper money 
issued by State banks); IfcUray v. United States, 195 U. S. 27, 59 (tax on 
colored oleomargarine); United States v. Doremas, 249 U. S. 86, and Nigro v. 
United States, 276 U. S. 882 (tax on narcotics); Sonzinskp v. United States, 800 
U. S. 506 (tax on firearms); United States v. Sancirez, 840 U. S. 42 (tax on 
Inarihuana) [Ct. D. 1785, C. B. 1950 — 2, 189]. 

It is conceded that a Federal excise tax does not cease to be valid merely 
because it discourages or deters the activities taxed. Nor is the tax invalid 
because the revenue obtained is negligible. Appellee, however, argues that 
the sole purpose of the statute is to penalize only illegal gambling in the 
States through the guise of a tax measure. As with the above excise taxes 
which we have held to be valid, the instant tax has a regulatory effect. But 
re, ardless of its regulatory effect, the wagering tax produces revenue. As 
such it surpasses both the narcotics and firearms taxes which we have found 
valid. ' 

It is axiomatic that the power of Congress to tax is extensive and sometimes 
falls with crushing effect on businesses deemed unessential or inimical to the 
public welfare, or where, as in dealings with narcotics, the collection of the 
tax also is difiicult. As is well known, the constitutional restraints on taxing 
are few. "Congress cannot tax exports, and it must impose direct taxes by 
the rule of apportionment and indirect taxes by the rule of uniformity. " 
License Tax Cases, supra, 471. ' The remedy for excessive taxation is in the 
hands of Congress, not the courts. Veazie Bank v. Penna, 8 Wall. 588, 548. 
Speaking of the creation of the Bank of the United States, as an instru- 
ment for carrying out Federal firscal policies, this Court said in KcCrrttoc?r v. 
3faryland, 4 Wheat. 816, 428: 

"Should Congress, in the execution of its powers, adopt measures which 
are prohibited by the constitution; or should Congress, under the pretext 
of executing its powers, pass laws for the accomplishment of objects not 
entrusted to the government; it would become the painful duty of this 

' There are suggestions in the debates that Congress sought to hinder, if uot prevent 
the type of garubliug taxed. See 97 Cong. Rec. 6892: 

"Mr. Hosrxrnx of Michigan. Then I will renew my observation that it might if properly 
construed be considered an additional penalty on the illegal activities. "Mr. CoopER. Certainly, and we might indulge the hope that the imposition of this 
type of tax would eliminate that kind of activity. " 97 Cong. Rec. 12286: "If the local 
oificial does not want to enforce the law and uo one catches him winking nt the law. he 
may keep on winking at it, but when the Federal Government identifie a law violator aud 
the local newspaper gets hold of it and the local church organizations get hold of it aud 
the people who do want the law enforced get hold of it, they sny, 'Mr. Sheriif, what about 
It? We umlerstaud that there is a place down here licensed to sell liquor. ' He says, 'Is 
that so? I will put him out of business. ' " 

& One of the indicia which appellee ofiers to support his contention that the wagering 
tax is not a proper revenue measure is that the tax amount collected under it wns 
$4, 871. 869 as corupared with an expected amount of $400, 000, 000 a veer. The figure of 
$4, 871, 869, however, is relatively large when it is compared with the $8, 501 collected under 
the tax on adulterated aud process or renovated butter aud filled cheese, the $9l4, 910 
collected under the tax on narcotics, including marihuana aud special taxes, aud the $28, 911 
collected under the tax on firearms transfer aud occupational taxes, (Summary of Internal 
Revenue collectiorrs, released by Bureau of Internal ilevemre, October 3, 1952. ) 'But see the argument for defendant in the Child Labor Toz Case, 259 U. S. 20, 80. 
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tribunnl, should a case lequiri»g such n decision come before it, to sny 
that such an act tvas not the law of tbe land. But where the law is not 
prohibited, and is really calculated to effect any of the objects e»trusted 
to the government, to undertake here to inquire into the degree of its 
necessitv, would be to pass the line which circumscribes the judicial rle- 
pariment, nnd to tread on legislative grouud. This court disclnims nll 
preteusions to such a power. " 

The diEculty of saying when the power to lay uniform taxes is curtnilrd, 
lccanse its use brings a result beyond the direct legislative power of Co»grr ss, 
bns given rise to diverse decisions. In that area of al!stract ideas, a fi!ial 
definition of the li»e betweeu State and Federal power has baffled judges a»d 
legislators. 

While the Court hns never questioned the above-quoted statement of Mr. 
Chief Justice Marshall in the Bank case, the application of the rule hns brought 
varying holdings on constituiio»nlity, Where Federal legislation hns rested 
on other congressional powers, such as the Necessary and I'roper (ilause or 
the Commerce Clause, this Conrt has generally sustained the statutes, despite 
their effect on matters ordinarily considered State concern. When Iierler;il 
power to regulate is found, its exercise is a nmtter for Congress. ' Where 
Congress has employed the tnxin- clause a greater variation in the decisions 
has resulted. The division iu this Court hns been more acute. Without any 
sl~cific differentiation between tbe power to tnx and other Federal powers, 
the indirect results from the exercise of the power to tax have raised more 
doubts. This is si!ikingly illustrated by the shifting course of adjudication 
in taxation of the handling of n;!rcotics. r The tnx ground in the I eazie Brinl; 
ease, supra, recognized that strictly State governmental activities such as the 
right to pass laws tvere beyond the Iiedcral tnxing potver. s That case attotved 
a tax, however, that obliterated from circulation all Stnte bank notes. &&x 

reason was thnt "the jurlicial cannot prescribe to the legislative dcpnrtmr»ts 
of the Government lii»itntions upon the exercise of its nrknowlerlged powers. " 
Id. , at 54S. The tax cases cited above in tbe third preceding paragraph followed 
that theory. It is bard to understand tvhy the power to tax should raise more 
doubts because of i»direct effects than other Federal powers. ' 

Penalty provisions in tax statutes added for breach of a regulation concerning 
activities in themselves subject onlv to State regulation have caused this Court 
to declnre the enactments invalid, I:nless there are provisions, extra»or&us 
to any tax need, courts are without authority to limit the exercise of the taxing 
power. n All the provisions of this excise are adapted to the collection of a 
valid tax. 

Nor do we find the registration requirements of tbe wagering tax offr naive. 
All that is required is the filing of names, addresses, and places of business. 

s kfcCrrtloch v. kfaryland, 4 Wheat. 316. 472, upheld the creation of a bank unrler the 
necessary and proper clause. Veatde Bank v. Fenno, 8 Wall. 533, 548. depends partly on 
the alternate grouurl of the I~'ederal power to provide money for circulation. ln re Rat&ier, 
143 U. S, 111, the use of the mails by pa!&era that advertised the Louisiana I. ottrry was 
barred. The Lottery Cane, 188 U. S. 321, approved the same result through the com- 
merce power. That power was euougii to bar transportation of pictures of prize fights, 
IVeber v. Freed, 239 U. S. 325; to seize contraband eggs after shipment had ended, 
Hipollte Ega Co. v. United States, 220 I'. S. 45, 56: aud to bar transportation of womra 
for immoral purposes, Cnminetti v. United States, 242 U. S. 470. While in United Sintrs 
v. Butler, 297 U. S. 1, 68, 73, a use of a tax for rrgulatinn was dic:ipproved, an ence!ment 
that renal!cd in regutatiou !ruder the Co!amerce Clause met jr&dtcial favor. jy&&Ho&d v. 
Smith, 307 IT. S. 38, 47: Wirkard v Filburn. 317 U. S. 111. Hill v. Wallace, 259 U. S. 44, 
67. aud Trusler v. Crooks, 269 U. S. 475, based on taxation. held taxes that rrgulatrd tl!e 
grain markets were unconstitutional as an interference with State power. In CAiraco 
Board of Trade v. Olsen, 262 U. S 4, regulatious based on the Commerce Clause were 
upheld. The departure from this line of dec!a!nns in Hammer v, Daycnliart. 247 U S. 
25!, waa reversed in United States v. Darby, 312 U, S, 100, 115 — 124, where we said: 
"Whatever their motive and purpose. regulations of commerce which do not infringe some 
constitutional prohihi!ion are within the plenary power conferred on Congress by the 
Co!amerce Clause. " Id. , at 115. "The power of Congress over interstate commerce * 
extends to those activities intrastate which ao afi'ect interstate commerce or the exercise of 
the power of Con, ress over it as to make regula!in» of them appropriate means to the 
attainment cf a legitimate end, tlie exercise of the gran!ed power of Congress to regulate 
iiiterstate commerce. " Id. , at 118. ' United Stntrs v. cun Fuey Moy, 241 U. S. 394, 402; Unirrd Sfatrs v. Dorm&us, 249 
U. S. 86; Llnder v. United States, 2(!8 U. S. 5: Nirfro v. I nited States, 276 U. S. 332. 

s Cf. Neu& York v. United Slates, 326 U. S. 572, 582, 587 — 588. 
s Cf. fdoCulloch v, ftfr&ryland, 4 Wheat. , at 422. 
"Child Labor Tag Case, 259 U. S. 20. 34, 38; Hill v. IVallace, 259 U. S. 44, 63, 70; 

United States v. Constantine, 296 I!. S. 287, 
is But see Ldnder v. United States, 268 U. S. 5, 18; Trusler v. Croolrs, 269 U. S. 475. 
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This is quite general in tax returns. " Such data are directly and intimately 
related to the collection of the tax and are "obviously supportable as in aid 
of a revenue purpose. " Sonzinslcy v. United, States, 300 U. S. 506, at 518. The 
registration provisions make the tax simpler to collect. 

Appellee's second assertion is that the wagering tax is uncon. ;titutional because 
it is a denial of the privilege against self-incrimination as guaranteed by the 
fifth amendment. 

Since appellee failed to register for the wagering tax, it is ditficult to see how 
he can now claim the privilege even assuming that the disclosure of violations 
of law are called for. In United States v, Sullivan, 274 U. S. 259 [T. D. 4028, 
C. B. VI — 2, 177 (1927) ], defendant was convicted of refusing to file an income 
tax return. It was assumed that his income "was derived from business in 
violation of the National Prohibition Act. " Id. , at 263. "As the defendant's 
income was taxed, the statute, of course, required a return, See Dnited States 
V. Sischo, 262 U. S, 165. In the decision that this was contrary to the Consti- 
tution, we are of the opinion that the protection of the fifth amendment was 
pressed too far. If the form of return provided called for answers that the 
defendant was privileged from making he could have raised the objection in the 
return, but could not on that account refuse to make any return at all. " 274 
U, S. , at 268. 

Assuming that respondent can raise the self-incrimination issue, that privilege 
bas relation only to past acts, not to future acts that may or Inay not be com- 
mitted. 8 Wigmore (8d ed. , 1940) section 2259(c). If respondent wishes to 
take wagers subject to excise taxes under section 8285, supra, he must pay an 
occupational tax and register. Under the registration provisions of the wagering 
tax, appellee is not compelled to confess to acts already committed, he is merely 
informed by the statute that in order to engage in the business of wagering 
in the future he must fulfill certain conditions. ' 

k'inally, we consider respondent's contention that the order of dismissal was 
correct because a conviction under the sections in question would violate the 
Due Process Clause because the classification is arbitrary and the statutory 
definitions are vague. " The applicable definitions are 26 U. S. C. (supp. V) sec- 
tion 3285 (b), (d) and (e). " The arbitrariness is said to arise from dis- 
crimination because some wagering activities are excluded. The Constitution 
does not require that a tax statute cover all phases of a taxed or licensed 
business. " Respondent predicates vagueness of the statute upon the use, in 
defining the subject of the tax, of the description "engaged in the business" 
of wagering and "usually" in section 8285(b) (2). We have no doubt the defi- 
nitions make clear the activities covered and excluded. 

Reversed. 
Concurring opinion by Mr. Justice JacxsoN; dissenting opinions by Mr. 

Justice BUIIUK, with whom hir. Justice Douse. as concurs, and by Mr. Justice 
FRANKFURTER. 

~ 26 U. S. C. sec. 2011 et eeg. , require registration by tobacco manufacturers, dealers 
and peddlers of the "name, or style, place of residence, trade, or business, and place where 
such trade or business is to be carried on. " 26 U. S. C. sec. 2810 requirec the possessor 
of distilling apparatus to register "the particular place where such still or distilling 
apparatus is set up " * " the owner thereof, his place of residence * ». " See also 
26 U. S. C. sec. 3270. 

"Cf. Davis v. United States, 828 U. S. 582, 500; Shapiro v. United States, 835 U, S. 1, 
35; see B. Foagera d Co. v. City of NeIo York, 224 N. Y. 269, 281, 120 N. E, 692. 

"These defenses are open under the demurrer to facts alleged in the indictment and the 
judgment of dismissal although the opinion of the District Court relied only upon ucurpa- 
tion of state police power by the federal enactment. UuifeII States v. Curtis-Wright 
Corp. , 299 U. S. 304, 330. Compare United States v. The Beacon, Brass Co. , No. 30, this 
Term, decided November 10, 1952 lCt. D. 1751, I. R. B. 1952-25, 36]. "26 U. S. C. (supp. V) sec. 3285: 
"(b) DEFINITIONS. 

"Ivor the purposes of this chaptcx— "(1) The term 'wager' means ($) any wager with respect to a sports event or a contest 
placed with a person engaged in the business of accepting such wagers, (B) any wager 
placed in a wagering pool with respect to a sports event or a contest, if such pool is con- 
ducted for profit, and (Cl any wager placed in a lottery conducted for profit, "(2) The term 'lottery' includes the nmnbers-game. policy and similar types of wagering. 
The term does not include (A) any game of a type in which usually (i) the wagers are 
placed, (0) the winners are dctcrmmed, aud (iii) the distribution of prizes or other 
property is made, in the presence of all persons placing wagcrs in such game, and (B) 
any drawing conducted by an organization exempt from tax under section 101, if no part 
of the net proceeds derived from such drawing inures to the benefit of any private 
shareholder or individual, " 

"Step'ard fiiachine Co. v. Davis, 301 U. S. 548, 584 [Ct. D, 1236, C. B, 1987-1, 4441. 
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CHAPTER 29. — MANUFACTURERS' EXCISE AND IMPORT 
TAXES 

SUBCHAPTER A. — MANUFACTURERS' EXCISE TAXES 

SECTION 3408. — TAX ON AUTOMOBILES, ETC. 

SEOTION 316. 24, RECULATIONs 46: Sales to 
States or political subdivisions thereof 
and to the United States. 

Rev. Rul. 99 

INTERNAL REVENUE CODE 

An automobile sold to a county sheriff for his ofQcial use, where 
payment is made from his personal funds, is subject to the tax 
imposed under section 8408(b) of the Internal Revenue Code. 

Advice is requested whether the tax imposed under section 3403(b) 
of the Internal Revenue Code is applicable to the sale of an auto- 
mobile to a county sherifF for use in his oflicial capacity where payment 
is not made from public funds. 

Section 3442(3) of the Internal Revenue Code, as aInended, pro- 
vides that no tax attaches to articles enumerated under chapter 29 
of the Code when sold for the exclusive use of any State, Territory 
of the United States, or any political subdivision of the foregoing, 
or the District of Columbia. 

Since the automobile in question was sold to the county' sherijF 
and payment therefor was made from his personal funds rather than 
from public funds it is not considered that the sale of the automobile 
was made to a State or political subdivision thereof for its exclusive 
use within the meaning of section 3442(3) of the Code. Therefore, 
it is held that the sale of the automobile to the county sherifF is subject 
to the tax imposed under section 3403(b) of the Code. 

SEOTION 316. 50, REcljLATIONs 46: Scope of tax. 

INTERNAL RKVKNEE CODE 

Rev. Rul. 100 

A trailer equipped with living or sleeping facilities, though of the 
folding type, the upper portion of v. hich is Inade of canvas or fabric 
material supported by collapsible bows, frames, or similar devices, 
is considered to be a house trailer within the purview of section 
3403(b) of the Internal Revenue Code. as amended by section 481(b) 
of the Revenue Act of 1951, and sales thereof on or after November 
1, 1951, by the manufacturer, producer, or importer are not subject 
to the tax imposed by that section of the Code. 

2633544 — 53 — 39 
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SEGTIQN 816. 55, REGULATIONs 46: Definition 
of parts or accessories. 

INTERNAL REVENUE CODE 

Rev. Rill. 21 

ClariQcation of S. T. 941 (C. B. 1()52-1, 215) with respect to the 
classes of lifting jacks which are taxable as parts or accessories 
under section 3403(c) of the Internal revenue Code. 

Clarification of S. T. 941 (C. B. 1952 — 1, 215) is requested as to the 
classes of lifting jacks ~ hich are taxable as parts or accessories under 
section 8408 (c) of the Internal Revenue Code. 

It is stated in S. T. 941, Supra, that there are a number of factors 
to be considered in arriving at a decision as to the taxability of' lifting 
jacks, and each case must be determined on its facts. It was concluded 
that a jack which has no peculiar characteristics limiting its use to 
motor vehicles but which is held out by the manufacturer as especially 
designed for such use is taxable under section 8408(c) when sold by 
the manufacturer. In addition jacks which (1) are sold and chiefly 
used in connection with a taxable motor vehicle or (2) are almost 
universally sold and used in motor vehicle trade channels are presumed 
to be taxable under section 3408(c) when sold by the manufacturer. 
The fact that a jack is mechanical rather than hydraulic does not, 
standing alone, establish taxability. 

Upon further consideration of the question involved, it is held that 
a lifting jack, either the mechanical or hydraulic type, which is in- 
cluded as orig~inal equipment for a vehicle enumerated in subsection 
(a) or (b) of section 8408 of the Code when the vehicle is sold by the 
manufacturer, is deemed to be an accessory for the vehicle and, as such, 
is includible in the basis of the vehicle for computing the tax appli- 
cable to the sale. 

It is f urther held that the following classes of jacks are taxable under 
section 3408(c) of the Code when sold separately by the jack manu- 
f acturer: (1) scissors jacks; (2) bumper j acks, either the mechanical 
or hydraulic type, which are primarily designed to be carried as 
accessories in vehicles enumerated in subsection (a) or (b) of section 
8408 of the Code as distinguished from the more rugged and heavier 
types of bumper jacks designed and adapted for use as service equip- 
ment in garages, repair shops, etc. ; and (8) screw, ratchet or other 
types of mechanical jacks having a closed height of ten inches or less 
1vh!ch are primarily designed, or primarily adapted, or held out by 
the nIanufacturer as being primarily designed or adapted, to be carried 
as accessories in vehicles enumerated in subsection (a) or (b) of section 
8408 of the Code. (Certain portable, hand hydraulic jacks, other tlran 
bumper or scissors types, are not taxable because of their design and 
construction for use as general purpose tools in industry and com- 
merce, and as service or maintenance equipment in garages and repair 
shops j however, where such jacks are sold as original equipment, as 
stated above& or where they are held out by a manufacturer as being 
especially designed to be carried as accessories for such vehicles they 
are taxable under section 8403(c) of the Code. ) 
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SEcTIGN 816. 55, REGNI ETIQNs 46: Definition 
of parts or accessories. 

INTERNAL REVENEE CODE 

Rev. Rul. 42 

Clarification of S. T. 944, I. R. B. 1952 — 17, 14, with respect to the 
fair market price for tax computation purposes, of custom-made 
automobile seat covers sold by a manufacturer or fabricator only 
at retail. 

Clarification of S. T. 944, C. B. 1952 — 2, 255, is requested with 
respect to the fair market price of custom-made automobile seat 
covers sold by a manufacturer or fabricator at retail for the purpose 
of computing the tax on automobile parts or accessories imposed by 
section 8408(c) of the Internal Revenue Code. 

S. T. 944-, supra, holds that where a Inanufacturer furnishes the 
material and produces automobile seat covers for the consumer therof, 
according to Individual design and measurement (i. e. a fabricator of 
custom-made seat covers), the sale by the manufacturer of such seat 
covers is taxable under section 8408(c) of the Code, as amended, re- 
gardless of whether they are installed by the manufacturer or by 
other persons. 

Section 8441(b) (1) of the Code, provides that where a manu- 
facturer sells an article at retail, the tax shall be computed on the 
price for which such articles are sold by manufacturers or producers 
in the ordinary course of trade as determined by the Commissioner. 
Such deterinination has been made with respect to automobile seat 
covers and it has been found to represent 75 percent of the retail list 
price in those cases where the manufacturer sells only at retail. Iu 
addition, in determining the price for which an article is soM, section 
8441(a) of the Code, provides, inter alia, that charges for installation 
shall be excluded. The adjustments specified in section 3441(a) of the 
Code must be taken into consideration by the Commissioner in deter- 
mining a fair market price under section 8441(b) of the Code. (See 
G. C. M. 21114, C. B. 1989 — 1 (Part 1), 851. ) 

Therefore, where a bona fide installation charge is made separately, 
in addition to the retail price of the seat covers, such charge is not 
to be included in the sale price of the seat covers for the purpose of 
computing the tax. It is understood, however, that the stated price 
charged for custom-made seat covers ordinarily includes the expense 
of installation. Assuming that the total charge for the seat covers 
is $45 and that a separate charge for installation is not made, but 
that the expense of installing the seat covers is $5, the tax should be 
computed as follows: First, the price of $45 should be reduced to 
$88. 75 by application of the 75 percent as determined above, Then 
the discounted price should be adjusted to $28. 75 by deducting the 
installation expense of $5. If the tax is not included in the retail price 
of $45, the tax is to be computed at 8 percent of $28. 75. Where the 
tax is included in the price of $45', the tax may be computed at 2/27 
(8/108) of $28. 75 in order to provide for exclusion of the tax from 
the price on which it is based. 
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Rev. Rul. 59 SEOTIUN 816. 55, RRUUI. ATIONs 46: Definition 
of parts or accessories. 

(Also Section 1651, Section 820. 60, Regu- 
lations 51. ) 

INTERNAL REVENUE CODE 

Sacldle bags, primarily designed or adapted for use on motorcycles, 
are considered accessories for such vehicles and when sold separately 
by the manufacturer are subject to a tax of 8 percent under section 
8408(c) of the Code. However, under section 8408(b) of the Code, 
when such bags are included as original equipment for motorcycles 
sold by the Inanufacturer, a tax of 10 percent attaches to the sales 

rice of the motorcycles including the price charged for the bags. 
'uch bags, as are taxable under the aforementioned provisions of law, 

are not subject to the 20 percent excise tax on luggage, etc. , under 
section 1651 of the Code, when sold at retail. 

P&icycle and other saddle bags which are not designed or adapted 
for use on motorcycles but which are OBered, promoted, advertised, 
or sold for use as bags for carrying toilet articles or articles of wearing 
apparel or for use as other receptacles named in section 1651 of the 
Code, are subject to the tax imposed under such section when sold at 
retail. However, bicycle saddle bags which have features of design 
and construction indicating that they are intended for the sole pu~r- 

pose of carrying school books, pens, pencils, and lunches, and vvhich 
are ORered, promoted, advettised, and sold for such purposes are not 
subject to tax. 

SEOTIoN 816. 55, REOUI, ATIoNs 46: Definition of 
parts or accessories. 

INTERNAL REVENUE CODE 

Rev. Rul. 87 

Racks which are custom-made to fit bodies of delivery trucks for 
the purpose of holding trays for bread or other articles constitute 
parts or accessories of automobile truck bodies within the meaning 
of section 3403(c) of the Internal Itevenne Code and are subject 
to tax upon sale by the manufacturer. 

Advice is requested concerning the application of the tax on auto- 
mobile parts or accessories, imposed by section M08 (c) of the Internal 
Revenue Code, as amended, to the sale by a manufacturer of racks 
which are custom-made to fit bodies of delivery trucks for the purpose 
of holding trays for bread or other articles. It is stated that the 
manufacturer furnishes the labor and material for the racks and 
sells them at retail to the ultimate consumers thereof. 

Section 8408(c) of the Code imposes a tax of 8 percent on the sale 
by the manufacturer of parts or accessories for articles taxable under 
subsections (a) and (b) of section M08 of the Code. 

It is held that the racks in question are parts or accessories of auto- 
mobile truck bodies within. the meaning of section 8408 (c) of the Code. 
Accordingly, sales of the racks by the manufacturer to the consumers 
thereof are subject to tax, regardless of whether they are installed 
by the manufacturer or by other persons. 

Section M41(b) (1) of the Code, provides that where a manufacturer 
sells an article at retail, the tax shall be computed on the price for 
which such articles are sold by manufacturers or producers in the 
ordinary course of trade as determined bv the Commissioner. Such 
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determination has been made with respect to the above-described racks 
and it has been found to represent 75 percent of the retail list price 
in those cases where the inanufacturer sells only at retail. In addi- 
tion, in determining the price for which an article is sold, section 
8441(a) of the Code, provides, ate~ alia that charges for installation 
shall be excluded. The adjustments specified in section 8441(a) of 
the Code must be taken into consideration by the Commissioner in 
determining a fair market price under section 8441(b) of the Code. 
(See G. C. M. 21114, C. B. 1989-1 (Part 1), 851. ) 

Therefore, where a bona fide installation charge is made separately, 
in addition to the retail price of the racks, such charge is not to be 
included in the sale price of the racks for the purpose of computing 
the tax. Hovvever, ~here the retail price charged for custom-made 
racks includes the expense of installation the tax should be computed 
as follows: First, assuining a retail price of. 40m dollars, such price 
should be reduced to 80m dollars by the application of the 75 percent 
as determined above. Then the discounted price of 80m dollars should 
be adjusted by deducting therefrom the installation expense. If the 
tax is not included in the retail price of 40m dollars, the tax is to be 
computed at 8 percent of the discounted price after adjustment for 
installation expense. Where the tax is included in the retail price of 
40m dollars the tax may be computed at two twenty-sevenths (8/108) 
of. the discounted price after adjustment for installation expense, in 
order to provide for exclusion of the ta. x from the price on which it 
is based. (See Rev. Rul. 42, page 468, this Bulletin. ) 

SEGTIQN 816. 55, REGIJLATIGNS 46: Defiinition of 
parts or accessories. 

Rev. Rul. 101 

INTERNAL REVENGE CODE 

Coil springs of the types used in automobile distributors or fuel 
pumps, are not generally considered automobile parts or accessories 
within the meaning of section 8408(c) of the Internal Revenue Code. 
A manufacturer of such springs is not liable for the tax imposed by 
that, section on his sales of such coil springs. However, such a spring 
is subject to tax if it is designed and manufactured for the special 
purpose of being used as, or to replace, a component part of a taxable 
body, chassis, or vehicle and, by reason of soxne characteristic, is 
usable only for that purpose and is not such a commercial article 
as would be sold for general use. Motor exhaust and intake valve 
springs, clutch springs, and drag-link springs are deemed to be pri- 
marily designed and adapted for use as automobile parts, and, there- 
fore, subject to such tax. 

SECTION 8406. — EXCISE TAXES IMPOSED B Y TH' E 
REVENUE ACT OF 1941 

Rev. Rul. 116 
INTERNAL REVENGE CODE 

Power lawn mowers of the "household type, " as that term is used 
in section 8406(a) (8) of the Internal Revenue Code, include those 
with a cutting width of less than 24 inches, unless the mower by reason 
of its design and construction is priInarily adapted for another pur- 
pose, such as mowing golf greens. 
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SUBCHAPTER C. — GENERAL ADMINISTRATIVE PROVISIONS 

SECTION 3443. — CREDITS AND REFUNDS 

SEO TIGN 316. 204, RKGULATIGNs 46: Credits and 
refunds. 

Rev. Rul. 41 

IN'I'ERNAL REVENUE CODE 

Application of the credit or refund provisions of section 
3443(a) (3) (A) and (B) of the Internal Revenue Code, where an 
article, with respect to which manufacturers' excise tax was paid 
umler chapter 29 of the Code, is purchased by a contractor and in- 
stalled in the fulfillment of a construction, repair, or maintenance 
contract between such contractor and a political subdivision of a 
State. 

Advice is requested concerning the application of the credit or 
refund provisions of section 3443(a) (3) (A) and (B) of the Internal 
Revenue Code, where an article, with respect to which manufacturers' 
excise tax was paid under chapter 29 of the Code, is purchased by a 
contractor and installed in the fu1611ment of a construction, repair, 
cr maintenance cortract between such contractor and a political sub- 
division of a State. 

Under section 3443(a) (3) (A) and (B) of the Code, a credit against 
tax under chapter 29 of the Code, or a refund, may be allowed to 
a manufacturer, producer, or importer, in the amount of the tax paid 
by him with respect to the sale of any article to any vendee, if the 
lnanufacturer, producer, or importer has in his possession evidence 
as the regulations may prescribe that such article was by any person 
resold for the exclusive use of any State, Territory of the United 
States, or any political subdivision of the foregoing, or the District 
of Columbia, and that the manufacturer, producer, or importer has 
repaid or agreed to repay the amount of such tax to the ultimate 
vendor or has obtained the consent of the ultimate vendor to the 
allowance of the credit or refund. 

It is held that where an article is purchased by a contractor and 
installed in the fulfillment of a construction, repair, or maintenance 
contract between such contractor and. a political subdivision of a 
State, and where the article remains in substantially unaltered form 
and becomes the property of the political subdivision, the article is 
considere;1 to have been "resold" for the exclusive use of the political 
subdivision within the meaning of section 3443 (a) (3) (A) of the Code. 

Accordingly, under the circumstances stated, a credit or refund is 
allowable to the manufacturer in the amount of tax paid by him with 
respect to the sale of the article, provided the claim for credit or re- 
fund is supported by evidence prescribed by section 316. 204 of Regu- 
lations 46. 
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CHAPTER 80. — TRANSPORTATION AND COMMUNICATION 

SUBCHAPTER B. — TELEGRAPH, TELEPHONE, RADIO, AND CABLE 
FACILITIES 

SECTION 8465. — IMPOSITION A. ND RATE OF TAX 

SEcTIDN 180. 88) REGULATIGNs 42: Rate and appli- 
cation of tax. 

INTERNAL REVENUE CODE 

Television program service furnished over wires leading from 
a central television receiving antenna to premises of subscribers 
constitutes wire and equipment service within the meaning of 
section 3465(a) (2) (B) of the Internal Revenue Code, as amended, 
and all charges ma. de in counection with the furnishing of such 
service are subject to tax. 

Advice is requested whether the tax on wire ancl equipment service 
imposed by section 8465(a) (2) (B) of the Internal Revenue Code, as 
amended, applies to amounts paid for a television program service 
which is furnished to subscribers located in areas where direct recep- 
tion is obstructed. The service is furnished over ~ires leading froin 
a central television receiving antenna to premises of the subscribers. 

Section 8465(a) (2) (B) of the Code, as amended, imposes a tax 
equivalent to 8 per centum of the amount paid for any wire and 
equipment service. 

Section 180. 88(b) (8) of Regulations 42, provides that wire and 
equipInent service includes channels furnished between a point of 
origin and the subscriber's premises over which are given stock and 
bond market quotations and reports, racing results, baseball scores 
and other sporting results, news items, musical programs, weather 
reports, the time, etc. Section 180. 88(c) of such regulations provides 
that in determining the amount of tax due there shall be included 
all charges made in col. nection with the furnishing of the service 
such as charges for equipment, instruments, and other apparatus, and 
installation charges. 

Accordingly, it is held that a television program service furnished 
over wires leading from a central receiving antenna to premises of 
subscribers constitutes wire and equipment service within the meaning 
of section 8465(a) (2') (B) of the Code, as amended, and that all 
charges made in connection with the furnishing of such service are 
subject to tax. 

SECTION 8466. — EXEMPTION FROM TAX 

SEcTIGN 180. 44, REGULATIONs 42: Services f ur- 
nished to the United States, States, or political 
subdivisions thereof. 

INTERNAL REVENUE CODE 

Regulations 42 amended. (See T. D. 5994, page 405. ) 
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SUBCHAPTER C. — TRANSPORTATION OF PERSONS 

SECTION 3469. — TAX ON TRANSPORTATION 
OF PERSONS, ETC. 

SEcTIUN 130. 51, REOULATIONs 42: Scope of tax. 

INTEllNAL ItL&'VL&'NUE CODE 

Rev. Rul. 50 

The amount paid at a port of entry in the United States for the 
purchase of a ticket for transportation to a destination elsewhere in 
the United States, whether a one-way or a round-trip ticket, is subject 
to the tax on transportation of persons under section 3469 of the 
Internal Revenue Code, even though such transportation is part of a 
continuous international journey from a foreign country to a desti- 
nai. ion in the United States. 

SEcrloN 130. 51, Rrcvl, ATIoNs 42; Scope of tax. 

INTElliNAL KKVENUK CODE 

Regulations 42 amended. (T. D. 5994, page 405. ) 

SKUTIoN 130, 61, RKUULATIONs 42: 'I'ransportation Rev. Rill. 60 
and facilities furnished to the United States, 
to States, or political subdivisions thereof. 

liNTKKNAL KKVEiNUE CODE 

Payment for the transportation of a teacher to a State convention 
as a delegate of a teachers' association w hich payment is made from the 
treasury of the association, the funds of v hich are derived from its 
members, is not exempt from tax under section 3469 ( f ) of the Internal 
lfevenue Code as a payment for transportation furnished to a State or 
a, political subdivision thereof. 

SUBCHAPTER D. — ADMINISTRATIVE PROVISIONS 

SE&CTI()N 3471. — RFI& UNDS AND CRE&'BITS 

SEcTIUN 130. 77, RKUULATIONs 42: Credits. 

INTKllNAL REVENUE CODE& 

Rev. Rul, 9 

Application of the refund and credit provisions of section 8471 
of the Inter«al Revenne Code, where the value of an unnsed portion 
of a round-trip transportation ticllet, on which the tas imposed by 
section 8400 of the Code has been paid, is credited by the carrier 
a. ainst the purchase of a ticket for nontaxable transportation. 

A currier in the United States sold a round-trip passage ticket to 
Bernulda with respect to which the tax on the transportation of per- 
sons, imposed by section 3469 of the Internal Revenue Code, was 
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collected and included in the return filed by the carrier. The pur- 
chaser of the round-trip ticket, after arriving in Bermuda, decides to 
continue on to Nassau and in purchasing a ticket to such destination, 
from the carrier's agent in Bermuda, is allowed a credit for the value 
of the unused return ticket from Bermuda to the United States. The 
transportation tax is not asserted upon the ticket issued in Bermuda, 
since the payment for that ticket (including the amount allowed as a 
credit in the purchase thereof) constitutes a nontaxable payment made 
outside the United States for transportation not beginning and ending 
within the United States. Because a portion of the amount originally 
paid in the United States for the round-trip ticket is thus app)ied in 
Bermuda upon the purchase of nontaxable transportation, advice is 
requested whether, in allowing such credit, the carrier may include an 
allowance for that portion of the tax which is properly allocable to 
the value of the unused return ticket. If so, advice is also requested 
whether the carrier is entitled to a credit for such tax adjustment on 
its subsequent return. 

The tax on the transportation of. persons, imposed by section 8469 
of the Code, applies, with certain exceptions not material herein, to 
amounts paid within the United States for the transportation by rail, 
motor vehicle, water, or air within or without the United States, and 
to amounts paid without the United States for transportation by 
similar means which begins and ends in the United States. 

Under the provisions of section 8471(c) of the Code, any person 
making a refund of any payment on which the tax has been collected, 
may repay therewith the amount of tax collected on such payment, 
and the amount of tax so repaid may be credited against the tax under 
any subsequent return. 

The allowance by the carrier of the value of the unused return ticket 
as a credit in the purchase of nontaxable transportation in Bermuda, 
constitutes, to the extent of such credit, a refund of a transportation 
payment within the meaning of section 8471(c). Accordingly, in 
such case the carrier may allow the passenger a credit for that por- 
tion of the tax originally paid on the round-trip ticket which is 
properly allocable to the value of the unused return ticket. The 
carrier, in turn, is entitled to a credit for such tax adjustment on its 
subsequent return. 

SUBCHAPTER E. — TRANSPORTATION OF PROPERTY 

SECTION 8475. — TRANSPORTATION OI' PROPERTY 

SEGTION 148. 18, REGULATIGNs 118: Application 
of tax. 

INTERNAL REVENUE CODE 

Rev. Rul. 68 

Application of the tax on the transportation of property, imposed 
by secti"n 3475 of the Internal Itevenue Code, to amounts paid by a 
barge line for the towing of barges, and related services. 

Advice is requested concerning the application of the tax on the 
transportation of property, imposed by section 8475 of the Internal 
Revenue Code& under the following circumstances. 
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A towing company, pursuant to a subcontract with a barge line, 
tows loaded barges from a pickup station to unloading points and re- 
turns the empty barges to the pickup station. It also tows loaded 
barges from loading areas to the pickup station, switches barges both 
loaded and empty within the same harbor or dock area, rescues barges 
both loaded and empty which have blown loose from their moorings, 
and repairs barges both loaded and empty. A charge for waiting 
time is also made by the towing company where a tug is required to 
stand by before performing towing services. The barge line collects 
the tax from the shipper or consignee on its charges for the complete 
transportation movement. 

In general, the towing of a barge either loaded or empty constitutes 
transportation of property by water within the meaning of section 
8475 of the Code, and accordingly is taxable. However, the tax im- 
posed by this section does not apply to amounts paid by one carrier to 
another for towing a barge which at the time is carrying cargo with 
respect to which the transportation charges are being collected from 
the shipper or consignee by the carrier for whom such barge is being 
towed. Furthermore, the tax does not apply to the amounts paid by 
one carrier to another for towing an einpty barge to a loading point or 
from an unloading point if such towage is incidental to the fulfill- 
ment of a contract for the transportation of property by the carrier 
for whom the empty barge is being towed. Where the towing services 
are not taxable the tax does not apply to charges paid. by a carrier 
for standby or waiting time. 

The tax applies to amounts paid by one carrier to another for tow- 
ing services which are not incidental to the fulfillment of a contract 
for the transportation of property, such as the rescue of barges which 
have blown loose from their moorings. However, amounts paid by 
one carrier to another for the repair of barges are not taxable if such 
charges are billed separately. 

i+EcTIUN 148. 13 (a), ETO. ) REGULATIUNs 118: Appli- 
cation of tax. 

T. D. 5960 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUIICHAPTER C, PART 143. — 
TAX WITH RESI'ECT To 'i'BE TRANSPOIITATION OF PROPEIITY 

Transportation of material excavated in the course of construc- 
tion work. 

TREASURY DEPARTMENT~ 
OFFiCE OF COMMisSIONi:R OF INrERNAL REVENUE, 

IVashington 86, D. O. 
To Officer and 6'Inp2oyees of the Interna2 Reiienue 8ervice and Others 

Concerned; 
On October 9, 195o, notice of proposed rule making to conform 

Regulations 118 P6 CFR, part 148], relating to the tax on the amount 
paid for the transportation of property& to section 405 of the Revenue 
Act of 1051, approved October 20, 1051, was published in the Federal 
Register (17 F. R. 9010). After consideration of all relevant Iiiatter 
presented by interested persons, the amendments to such regulations 
set forth below are hereby adopted. 
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PARAoRArH 1. There is inserted immediately preceding section 
148. 10 the following: 

SEC. 495. TRANSPORTATION OF MATERIAL EXCAVATED IN 
THE COURSE OF CONSTRUCTION WORIZ [REVENUE ACT OF 
1951, APPROVED OCTOBER 20, 1951]. 

(a) AMEIVDMENT or SEcTiow 8475. — Section 8475 (relating to tax 
on . ransportation of property) is hereby amended by adding at the 
end thereof the following: "The tax imposed by this section shall 
not apply to the transportation oi' earth, rock, or other material exca- 
vated within the boundaries of, and in the course of, a construction 
project and transported to any place within, or adjacent to, the bound- 
aries of such project. " The determinatiou as to the applicability of 
the tax imposed by section 8475 in the case of the transportation of 
any excavated material, other than transportation to which the 
amendment made by this subsection applies, shall be made as if this 
subsection had not been enacted and without inferences drawn from 
the fact that the amendment made by this subsection is not expressly 
applicable to the transportation of such other excavated material. 

(b) EFFEcTIvE DATE. — The amendment made bv subsection (a) 
shall apply to amounts paid on or after the first day of the first month 
which begins more than ten days after the date of enactment of this 
Act for transportation on or after such first day. 

PAR. 2. Section 148. 18(a), as amended by Treasury Decision 5826, 
approved January 12, 1951, is further amended by redesignating 
clause (8) in the firs sentence of the eighth undesignated paragraph 
as clause (4) and by inserting after clause (2) the following: "(8) 
to an amount paid for the transportation of material excavated 
within the boundaries of, and in the course of, a construction project, 
where the transportation is to any place within, or adjacent to, the 
boundaries of such project (see section 148. 16);". 

PAR. 8. Immediately following section 148. 15, there is inserted 
the following new section: 

Szc. 148. 18. ExcAvATEn MATEEIAc. — The tax does not apply to an amoimt 
paid on or after November 1, 1951, for the transportation, originating on or after 
that date, of earth, rock, or other material excavated within the boundaries of, 
and in the course of, a construction project and transported to any place within, 
or adjacent to, the boundaries of such project. 

To come within the exemption it is necessary that two conditions be met, 
namely, (1) that the property be earth, rock, or other material excavated within 
the boundaries of, and in the course of, a construction project, and (2) that 
the transportation of the excavated material be within the boundaries of the 
construction project or to a place adjacent thereto. 

In determining the boundaries of a construction project, consideration will 
be given to the type of construction operation which is involved and the area 
which is required to perform and carry out the necessary work. For example, 
in the case of a road-building operation, the boundaries of the project would 
embrace the area covered by the length and width of the roadway, plus any 
adjoining right-of-way. In the case of the construction of an airport, the 
boundaries would include the outermost limits of the airport. 

(This Treasury Decision is issued pursuant to the authority con- 
tained in sections 8472 and 8791 of the Internal Revenue Code (58 Stat. 
428 and 467, 55 Stat. 722; 26 U. S. C. 8472, 8791) ) 

JOHN S GRAHAMi 

doting Contiggt'oner of Inter'/ Revenue. 
Approved December 16, 1852. 

THoM~s J. Lz'NCH, 

vietcong Secretary of the Treasury. 

, (Filed with the Division of the Federal Register December 19, 1952, 8: 57 a. m. ) 
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SEOTIDN 148 20i REQDLATIONs 118: United States Rev. Rul. 69 
Government: General provisions. 

INTEkNAL kEVENUE CODE 

The tax on the transportation of property applies to charges paid 
by a private shipper for the transportation of property consigned to 
the Reconstruction Finance Corporation, or to such Corporation in 
care of a private concern. The specific exemption from tax provided 
by the statute creating the Reconstruction Finance Corporation and 
enunciated in M. T. 21, C. B. 1044, 504, applies only where the 
cliaiges for transportation are paid directly to the carrier by such 
Corpol'ation. 

Advice is requested concerning the application of the tax on the 
transpoitation of property, imposed by section M75 of the Internal 
Revenue Code, to charges paid by a private shipper Ivith respect to 
shipments consigned to the Reconstruction Finance Corporation, or 
to such Corporation in care of a private concern. 

Section 807 of the Revenue Act of 1943, effective June 1, 1944, termi- 
nated the general exemption from tax on the transportation of prop- 
erty to or from the Government of the United States. (See Miln. 
6194, C. B. 1947 — 2, 210. ) However. pursuant to the prov"-aeons of 
section 807(c) of the Revenue Act of 1948, as amended, th Secre- 
tary of the Treasury has continued the exemption arith respect to the 
transportation of property to or from the Government of lhe United 
States on United States Government bills of lading. (See authoriza- 
tion of the Secretary of the Treasury, dated June 20, 1947, C. B. 
1947 — 2, 211. ) 

In M. T. 21, C. B. 1944, 594, it is held that the specific exemption 
from Federal taxes provided by statutes creating certain agencies or 
instrumentalities of the United States listed therein, +as not termi- 
nated or otherwise affected by section 807 of the Pevenue Act of 1943. 
'lVith respect to the tax on the transportation of property such spe- 
cifi exemption is limited to transportation charges paid directly y 
such agencies or instrumentalities. 

Accordingly, amounts paid to a carrier for the transportation of 
property to or from agencies or instrumentalities of the United States 
Government are subject to tax unless (1) the shipments are made ok 
United States Government bills of lading, Standard Form 1108, or 
(2) the transportation charges are paid directly to the carrier by one 
of the Government agencies listed iII M. T. 21, supra. Under section 
8475(b) of the Internal Revenue Code amounts paid for the transpor- 
tation of property to or from any corporation created by Act of Con- 
gress to act in matters of relief under the treaty of Geneva of August 
22, 1864 (American National Red Cross) are exempt. 

In view of the fact that the Reconstruction Finance Corporation is 
one of the Government agencies listed in M. T. 21, amounts paid di- 
rectly to a carrier by such Corporation for the transportation of 
property are exempt from tax. However, such exemption does not 
extend to charges paid to a carrier by a private shipper for transpor- 
tation of property consigned to the Reconstruction Finance Corpora- 
tion, or to such Corporation in care of a private concern, and charges 
so paid are subject to tax. 
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CHAPTER 34. — INFORMATION AND RETURNS 

[) 20. 2. 

SUBCHAPTER A. — DISCOVERY OF TAX LIABILITY 

SECTION 8604. — RETURNS AS TO FORMATION, ETC. , 
OF FOREIGN CORPORATIONS 

SEUTloN 20. 2 (formerly 20D. 1), T. D. 4917, 
C. B. 1989 — 2, 189: Information returns. 

Rev. Rul. 77 

INTERNAL REVENUE CODE 

A company that furnishes advice and information to a lawyer, 
which enables him to advise his client with respect to the formation, 
organization, or reorganization of any foreign corporation, is re- 
quired to file an information return as provided in section 3004 of the 
Internal Revenue Code. 

Advice is requested whether a company that furnishes advice and 
information to a lawyer, which enables him to advise his client with 
respect to the formation, organization, or reorganization of any for- 
eign corporation, is required to file an information return pursuant to 
section 8604 of the Internal Revenue Code. 

Section 3604 of the Internal Revenue Code provides in part as 
follows: 

(a) REqvraEMENT. — Under regulations prescribed by the Commissioner with 
the approval of the Secretary, any attorney, accountant, fiduciary, bank, trust 
company, financial institution, or other person, who aids, assists, counsels, or 
advises in, or with respect to, the formation, organization, or reorganization 
of any foreign corporation, shall, within 80 days thereafter, file with the Com- 
missioner a return. 

(b) FosM ~Nn CoNTENrs or Rzrvnw. — Such return shall be in such form, and 
shall set forth under oath, in respect of each such corporation, to the full 
extent of the information within the possession or knowledge or under the control 
of the person required to file the return, such information as the Commissioner 
with the approval of the Secretary prescribes by regulations as necessary for 
carrying out the provisions of the income tax laws. Nothing in this section 
shall be construed to require the filing by an attorncy-at-law of a return with 
respect to any advice given or information obtained through the relationship of 
attorney and client. 

The regulations promulgated under the above-mentioned section of 
the law, as set forth in Treasury Decision 4917, C. B. 1989 — 2, 189, 
provide that tlie returns shall be made on Form 959, and must be 
filed within 80 davs after giving such aid, assistance, counsel, or 
advice in every such case, (1) regardless of the nature of the counsel 
or advice given, whether for or against the formation, organization, 
or reorganization of the foreign corporation, or the nature of the aid 
or assistance rendered and (2) regardless of the action taken upon 
the advice or counsel, that is, whether the foreign corporation is 
actually formed, organized, or reorganized. If such aid or assist- 
ance is given through subordinates or employees, then the return of 
the employer is su(F. cient and the employees need Ale no return. 

A company furnishing advice and information with respect to the 
formation, organization, or reorganization of any foreign corporation, 
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is considered to be within the meaning of the term "other person" 
as contemplated by the statute. The fact that such service is rendered 
by a company solely to a member of the legal profession engaging 
its services and that no direct contact is made by the company with 
clients of the attorney in no' way alters such position, nor does 
the filing of the information return by the company under such 
circumstances constitute a violation of an attorney-client relationship. 
Aid or assistance of this nature furnished by a company does not 
place it in the category of a clerk, employee, or subordinate of an 
attorney utilizing such services. 

Accordingly, it is held that where a company furnishes advice and 
information to a lawyer, which enables him to advise his client with 
respect to the formation, organization, or reorganization of any for- 
eign corporation, it is required to 61e an information return as pro- 
vided in section 3604 of the Internal Revenue Code. 

CHAPTER 36. — COLLECTION 

SUBCHAPTER B. — LIEN FOR TAXES 

SECTION 3670. — PROPERTY SUBJECT TO LIEN 

Rev. Rul. 89 
INTEKNAL REVENUE CODE 

Alimony payments granted by decree are subject to distraint for 
Federal income taxes incurred after the entry of such decree and 
monthly payments thereof may be reached by service of levy on the 
former husband. YVhere such amounts are paid to the taxpayer from 
an alimony trust created pursuant to a divorce decree, the Government 
may reach by distraint the income from such trust in the hands of the 
trustee for satisfaction of unpaid taxes of the beiieficiary. 

SECTION 3672. — VAT IDITY AGAINST MORTGAGEES, 
PLEDGIEES, PURCHA. SERS, A. ND JUDGMENT CREDITORS 

Ct. D. 1757 

lcEDERAL TAXES — INTERNAL REVENUE CODE — REVISED STATUTES — DECISION 
OF SUVKESIE COUkT 

LIENs — PRIDRITY — FEDERAL LIEN AND TowN LIEN — INsoLvENT 
CORPORATION. 

A lien of the town of M arose from assessments on April 1, 1047, 
and April 1, 1048, of ad valorem taxes upon certain machinery of 
taxpayer corporation for the years 1047 and 1048. The corporation 
was thereafter declared insolvent and a receiver was appointed. 
The receiver sold the property after the town had bid in the propertv 
at its own tax sales on September 25, 1048, and September 24, 
1040, but bad never taken possession. The Federal lien was for 
employnIent, withholding, and income taxes which became due 
between 1!I43 and June 30, 1048. Notice of lien was sled on August 
6, 1048. Held: IVhatever the tax proceedings of the town may 
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amount to for the purposes of the State, they were not such as re- 
sulted in making the town a judgment creditor within the meaning 
of section 8672 of the Internal Revenue Code, Congress intended 
the term "judgment creditor" in that section to apply only to judg- 
ments of courts of record. The taxpayer had not been divested by 
the town of either title or possession. The town, therefore, had only 
a general, unperfected lien. Where the lien of the town and that 
of the Federal Government are both general, and the taxpayer is 
insolvent, section 8466, Revised Statutes, clearly awards priority 
to the United States. 

SUPREIIE CovRT og THE UNITED STATES 

The United States of America, petitioner, v. Gilbert Associates, Inc. 

Ou writ of certiorari to the Supreme Court of the State of New Hampshire 

[April 6, 1058] 

OPINION 

Mr. Justice MINTON delivered the opinion of the Court. 
This ease involves the question of whether the town of Walpole, New Hamp- 

shire, or the Federal Government has the prior right to a fund in the hands 
of a State court receiver of the respondent-taxpayer, an insolvent corporation. 
The Supreme Court of New Hampshire held the town was entitled to priority, 
97 N. H. 411, 90 A. 2d 409, and we granted certiorari, 844 U. S. 911. 

The claims of both arise from tax liens. The town's lien grew out of an 
assessment of an ad valorem tax upon certain machinery of Gilbert Associates, 
Inc, , the respondent, for the years 1047 and 1048 in the amounts of $612. 05 
aad $690. %, respectively. The corporation was thereafter declared insolvent, 
and a temporary receiver was appointed August 12, 1940, a. nd made permanent 
January 80, 1050. The town's taxes were assessed April 1, 1047, and April 1, 
1948. On September 25, 1948, the town sold the taxpayer's property at a tax 
sale to pay the taxes aeerued for the year 1947. On September 24, 1049, the 
town sold the same property at a tax sale for taxes accrued for the year 1048. 
The record does not disclose the nature of these tax-sale proceedings. We are 
informed that the town bid in the property at its own sales. At least, the town 
never took possession of the property, which was later sold by the receiver, cre- 
ating the fund involved here. The Federal Government's lien was for employ- 
ment, withholding, and income taxes that became due between 1048 and June 80, 
1948, in the sum of $8, 171. 07. Notice of this lien was filed in the office of the 
clerk of the United States District Court for the District of New Hampshire on 
August 6, 1948. 

Under section 8672 of the Internal Revenue Code, 56 Stat. 708, 26 U. S. C. 
(1046 ed. ) section 8672, the lien of the United States "shall not be valid as 
against any mortgagee, pledgee, purchaser, or judgment creditor until notice 
thereof has been filed by the collector a a *. In the office of the clerk of the 
United States district court for the judicial district in which the property sub- 
ject to the lien is situated * a ~. " The Supreme Court of New Hampshire beld 
that since notice of the Government's lien was not filed until August 6, 1048, 
and the town's taxes were assessed on April 1, 1947, and April 1, 1048, respec- 
tively, and such tax assessments are "in the nature of a judgment" under the 
law of New Hampshire, the town was a judgment creditor within the meaning 
of section 8672, and the Government's lien was not valid as against the town's. 

Was the town a judgment creditor within the meaning of section 8672? The 
New Hampshire Supreme Court in the instant case said: 

"It is settled by our decisions that the assessment of a tax is in the 
nature of a judgment, enforced by a warrant instead of an execution. 
Seedy v. Watson, 64 N. H. 162, 167; Jaffrey v. Smith, 76 N. H. 168, 171; 
Notfingham v. Company, 84 N. H. 419. See also, Automatic Sprinkler Corp. 
v. Marston, 94 N. H. 875. " 97 N. H. 411, 414, 90 A. 2d 409, 502 

We would not question or Presume to say what the nature and effect of a 
tax proceeding is in New Hampshire. The State is free to give its own inter- 
pretation for the purpose of its own internal administration. United Slates 
v, Waddill Co. , 828 U. S. 858 [Ct. D. 1624, C. B. 1045, 459]. See also Howard v. 
Cotnmissioners of Louisville Sinking Fund„844 U. S. 624. 
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The Supreme Court of New Hampshire freely concedes, however, as it must, 
that the meaning of a federal statute is for this Court to decide. United States 
v. Security Trust ct Sattinys Sante, 840 U. S. 47 [Ct. D. 1786, C. B. 1960-2, 151]. 
Congress enacted section 3672 to meet the harsh condition created by the hold. 
ing in United States v. Snyder, 149 U. S. 210, when federal liens were few, that 
a secret federal tax lien was good against a purchaser for value without notice. 

A cardinal principle of Congress in its tax scheme is uniformity, as far as 
may be. Therefore, a "judgment creditor" should have the same application in 
all the states. In this instance, we think Congress used the words "judgment 
creditor" in section 8672 in the usual, conventional sense of a judgment of a 
court of record, since all states have such courts. ' We do not thiak Congress 
had in mind the action of taxing authorities who may be acting judicially as ia 
New Hampshire arid some other states, ' )vhere the end result is something "ia 
the nature of a judgnient, " while in other states the taxing authorities act 
quasi-judicially and are considered admiaistrative bodies. ' 

We conclude that whatever tbe tax proceedin "s of the town of Walpole may 
amount to for the purposes of the State of New Hampshire, they )vere not such 
proceediiigs as resulted ia inaking the tovvn a judgment creditor within the 
meaning of section 3672. 

While the town was not a judgment creditor, it was the holder of a general lien 
on all the taxpayer's property. So was the I:nited States a general lienholder 
on all the taxpayer's property. ' But since the taxpayer was insolvent, the United 
States claiias the benefit of aaother statute to give it priority, section 3466 of the 
Revised Statutes, 31 U. S. C. (1946 ed. ) section 191, the provisions of which are 
set forth in the margin. ' 

As is usual in cases like this, the town asserts that its lien is a perfected 
and specific lien which is impliedly excepted from this statute. This Court has 
never actually held that there is such an exception. Once again, we find it 
unnecessary to meet this issue because the lien asserted here does not raise the 
question. 

In claims of this type, "specificity" requires that the lien be attached to 
certain property by reducing it to possession, on the theory that the United 
States has no claiin agaiast property no longer in the possession of tbe debtor. 
7helusson v. Smith 2 Wheat. 896. Until such possession, it remains a general 
lien. There is no ground for the contention here that the town bad perfected 
its lien by reducing the property to possession. The record reveals no such 
action. The mere attachiaent of the town's lien before the recording of the 
federal lier does noi, contrary to the holding of the Supreme Court of New 
Hampshire, give the town priority over the United States. The taxpayer had 
not been divested by the town of either title or possession. The town, there- 

x See concurring opiuion of Elr. Justice Jxcitsox in United Stutcs v. Security Trust d 
Savings Bank, supra, at p. 52. 

'The decisions have arrived at the conclusion that assessments are judgments for pur- 
poses of preventing collateral attacks upon them, ascertainiug rights to a hearing iu 
connection with them, or deciding under local procedure on the applicable method of 
collecting them. Tliese cases, prior to the instant decision, have never actually declared 
that the status of a technical, judgment creditor bas been creatrd. People en rel. Harding 
v. Hart, 332 lu. 467, 163 N. L&'. 709; lyutt(nrgtrarn v. Sru;mr(rkct F)tfg. Co. , 84 N. H. 419, 151 A. 709; People es rel. Gtenrr Falls tns, Co. v. Ferguson, 88 N. Y, 89; )Vitliams v. 
)Veneer, 75 N, Y. 30: State v. Georgia Co. . 112 N, C. 34, 17 S. Mh 10; Union Tanning Co. 
v. (lonrmonroerrtth, 128 Va. 010, 96 S. E. 780. But see Flibbaed v. Clarti„56 N. H. 155, 
holding that it is not a judgment. 1 Cooley, Taxation (4th ed. , 1924), 91-92, points out 
that assessmeuts, though they niay be enough like judgmen!. s to definitely establish a 
demand for taxes, are not technical judgments. ' First NatronaI Bank of lremscn v. Ha)rex, 186 Iowa 892, 171 N. W. 715; Alexander v. 
Commonrreatth, 137 Va. 477. 120 S. E. 2!)6; Weycrhacuser Tinrber Co. v. Pierce County& 
97 Wash. 584, 167 P. 85; Sturgeon Ti&nber Co. v. Mason County, 112 Wash. 603, 192 P, 994 ' "Sec. 8670. Property subject to lien. 

"If any person liable to pay any tax neglects or refuses to pay the seine after demand, 
the amount (including any interest, penalty, additional amount, or addition to such 
together with any costs that may accrue in ad&lition thereto) shall be a lien in favor of the 
United States upon all propertp and rights to propertv, whether real or persoual, belonging 
to such person. " Sec. 8(!70 I. R. C. , 20 U. S. C. (1946 ed. ) sec. 3670. 'R. S. sec. 3466. Whenever any person indebted to the United States is insolvent, or 
whenever the estate of any deceased debtor, in the hands of the executors or administratorsi 
is insuificient to pay all the debts due from the deceased, the debts due to the United shall 
be first satisfied; and the priority hereby established shall extend as well to cases in which a debtor, not having sutficicnt property to pay all his debts, makes a voluntary assign- 
meat thereof, or iu which the estate and etrects of an absconding, concealed, or absent 
debtor are attached by process of law, as to cases in which aa act of bankruptcy is 
committed. " 
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fore, had only a general, unperfected lien. United Stairs v. Waddi7l Co„supra, 
Illinois v. Campbell„829 U. S. 302, 870. Vfhere the lien of the town and that 
of the Federal Government are both general, aud the taxpayer is insolvent, section 
8466 clearly awards priority to the United States. United Stutes v. Texas, 
814 U. S. 480, 488 [Ct. D. 1534, C. B. 1942 — 1, 845]. 

The judgment of the Supreme Court of New Hampshire is ' Reversed. 

Dissenting opinion by Mr. Justice FsANRvusTRR, vvith whom Mr. Justice Rssn 
joins. 

CIIAPTKR 38. — MISCELLANEOUS PROVISIONS 

SECTION 8805. — INCOME TAX DUI: DA. TES POSTPONED 
IN CASE OF CIIINA. TRADE ACT CORPORATIONS 

T. D. 5959 
TITLE 2G — INTERNAL REVENUE. — CHAPTER L SUBCHAPTER E, PART 472. — 

REGULATioNS UNDER SECTION 3S04 os THE INTERNAL REvrNUE CODE 

Treasury Decision 5279 [C. B. 1943, 952], relating to period of 
time disregarded under section 8804 of the internal Revenue Code 
in determining whether certain acts are timely performed, amended 
to conform to section 614 of the Revenue Act of 1951. 

TREASURY DEPARTMEN r, 
OrFICE OF COBI3FISSIONER OF IXNTERNAL REVENUE, 

]ivash7'ngton 85, D. C. ' 

To Off[cers and Employees of the Internal Revenue 8enrice and 
Others Concerned: 
On October 29, 1952, there was published in the Federal Register 

(17 F. R. 9749) a notice of proposed rule making to conform Treasury 
Decision 5279 t C. B. 1948, 952], approved July 10, 1948, as amended 
by Treasury Decision 5610 IC. B. 1948 — 1, 98], approved March 15, 
1948 [26 CFR, part 472], to section 614 of the Revenue Act of 1951, 
relating to postponement of time for performing certain acts in 
case of China Trade Act corporations, approved October 20, 1951. No 
objection to the proposed rules having been received, the anaendments 
set forth below are hereby adopted. 

PARAGRAPH 1. Immediately preceding the caption "PUPLIc Law 490 
(SEVENTY-sEVENTH CoNGREss) ~ 

APPRovED MARcII 7~ 1942", which pre- 
cedes section 472. 0 [26 CFR 472. 0], the following is inserted: 

SKC. 614. TINE FOR PERFORDIING CERTAIN ACTS POSTPONED 
IN CASK OF CHINA TRADE ACT CORPORATIONS [REVENUE 
ACT OF 1951, APPROVED OCTOBER 20, 1051]. 

Section 880 (relating to postponement of income tax due dates in 
the case of China Trade Act corporations) is hereby amended to read 
as follows: 
"SKC. 8805. INCOME TAX DUE DATES POSTPONED IN CASE OF 

CHINA TRADE ACT CORPORATIONS. 
"In the case of any taxable Year beginning after December 81, 1948, 

and ending before October 1, 1958, no Federal income tax return of, or 
payment of any Federal income tax by, any corporation organized under 
the China Trade Act of 1922 (42 Stat. 849, U. S. C. , Title 15, chapter 4), 
as amended, shall become due until December 81, 1958, but only with 

263354' — 53 — 31 
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respect to any such corporation and any such taxable year which the 
Secretary may determine reasonable under the circumstances in China 
pursuant to such regulations as he may prescribe. Such due date shall 
be subject to the power of the Secretary to extend the time for filing 
such return or paying such tax, as in other cases. " 

PAR. 2. Section 472. 806, as amended by Treasury Decision 5610 [26 
CFR 472. 806], is further amended by striking therefrom paragraph 
(a) and inserting in lieu thereof the following new paragraph: 

(a) Income tax. — (1) In general. — Section 8805, immediately prior to amend- 
ment by section 614 of the Revenue Aet of 1951, approved October 20, 1951, 
provided that in the ease of any taxable year beginning after December 81, 
1940, no Federal income tax return of, or payment of any Federal income tax 
by, any corporation organized under the China Trade Act, 1922, should become 
due until December 81, 1947. Section 8805, as amended by section 614 of the 
Revenue Act of 1951, provides with respect to any taxable year beginning after 
December 31, 1948, and ending before October 1, 1953, that the Federal income 
tax return of, or the payment of Federal income tax by, a corporation organized 
under such China Trade Act shall not become due until December 81, 19M, if, 
in the case of any such taxable year of any such corporation, the application of 
such postponed due date is determined by the Secretary under regulations to 
be reasonable in view of the circumstances in China. 

The due dates (December 81, 1947, or December 81, 1953, whichever is appli- 
cable) thus prescribed are expressly subject to the power of the Commissioner 
to extend, as in other cases, the time for filing the income tax return or paying 
the income tax. See sections 53(a) (2) and 56(e) (1); and, the regulations 
thereunder. 

(2) Specific rules applicable to tarable years beginning after December 81, 
1ÃI8, and ending before October 1, 1N8. — The postponement of the due date to 
December 81, 19M, permitted by section 8805 shall apply with respect to- 

(i) any taxable year beginning after December 81, 1948, and ending be- 
fore October 1, 19M, of any corporation organized under the China Trade 
Aet, 1922, as amended, if during such taxable year conditions in China have 
been generally so unsettled as to militate against the normal commercial 
operations and corporate activities of such corporation, except— 

(A) in the case of any such taxable year of any such corporation in 
respect to which the situation is such that, despite such unsettled con- 
ditions, the books of aeeount and business records are available so as 
to permit the filing of a proper return and the corporation has other- 
wise been in a position to carry on its commercial operations and 
corporate activities and to make a proper distribution of its earnings or 
profits, if any, so as to permit the eertification required by section 
262(b); or 

(B) in the case of any such taxable year of any such corporation dur- 
ing which all the commercial operations and corporate activities of such 
corporation have been carried on in Hong Kong, Macao, or Taiwan; and 

(ii) any such taxable year of any such corporation excepted under (i) 
(A) or (B) in respect of which the corporation satisfies the Commissioner 
that special circumstances exist, related to the unsettled conditions in 
China, which warrant such postponement. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 (53 Stat. 32, 467; 26 U. S. C. 62, 3791) of the 
Internal Revenue Code and in section 3805 of such Code, as amended 
by section 614 of the Revenue Act of 1951. ) 

JoHN S. GRAHAM, 
Acting Commissioner of Internal Retenue. 

Approved December 16, 19M. 
THOMAS J. L'YNCHp 

Acting 8ecretary of the Treasury. 

(Filed with the Division of the Federal Register December 19, 1952, 8; 56 a. m, ) 
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SECTION 3806. — MITIGATION OI' KFI ECT OF RENEGOTIA- 
TION OF WAR CONTRA(, "TS Or. DISALLOWANCE OF 
REIMBURSEMENT 

Rev. Rul. 53 
INTERXAL REvENUE CODE 

Treatment for Federal income tax purposes of price adjustments 
made by contracting officers of the Government in pursuance of price 
redetermination clauses embodied in Government coutracts and the 
allowance of credits against such price adjustments, under section 
3306 of the Internal Revenue Code, of the Federal iucome taxes 
attributable to such price adjustments. 

Advice is requested as to the position of the Bureau with respect 
to the treatment of refunds made to contracting o5cers of the Govern- 
ment in pursuance of a price redetermination clause embodied in a 
Government contract. 

Section 508 of the Revenue Act of 1942 added section 3806 to the 
Internal Revenue Code. Section 3806 of the Code, as amended, pro- 

-vides for the mitigation of efFect of renegotiation of war contracts or 
disallowance of reimbursement. Subsections (a) (1) (A) and (B) 
of this section were amended by section 203 of the Renegotiation Act 
of 1951 (Public I. aw 9, 82d Cong. , C. B. 1951-1, 180') approved 
March 23& 1951& to read: 

(A) The term "renegotiation" includes any transaction which is a 
renegotiation within the meaning of the lcederal reuegotlation act 
applical&le to such transaction, any modification of one or more con- 
tracts with the United States or any agency thereof, and any agreement 
with the United States or any agency thereof in respect of one or more 
such contracts or subcontracts thereunder. 

(B) The term "excessive profits" includes any amount which con- 
stitutes excessive profits within the meaning assigned to such term by 
the applicable Federal renegotiation act, any part of the contract price 
of a contract with the United States or any agency thereof, any part 
of the subcontract price of a subcontract under such a contract, and 
any profits derived from one or more such contracts or subcontracts. 

Accordingly, any modification of one or more contracts with the 
United States or any' agency thereof and any agreement with the 
United States or any agency thereof in respect of one or more such 
contracts or subcontracts thereunder is a "renegotiation" as that 
term is defined in section 3806(a) (1) (A) of the Internal Revenue 
Code, as amended; and any part of the contract price of such a, 

contract or subcontract is "excessive profits" as that term is defined 
in section 3806(a) (1) (B) of the Internal evenue Code, as amended. 

Section 3806(a) (1) of the Internal Revenue Code, as amended, 
provides that a payment or repayment within a taxable year ending 
after December 31, 1941, of excessive profits pursuant to a renego- 
tiation shall be treated as a reduction of the price of the contracts ol' 

subcontracts for the taxable year for which such price was received or 
accrued. Section 3806(b) (1) of the Code requires that there shall be 
credited against, the amount of excessive profits eliminated through 
renegotiation the amount by which the Federal income tax for the 
prior taxable year is decreased by reason of the excessive profits 
eliminated. Subsection (c) of section 3806 of the Code provides that, 
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if a credit is allowed under subsection (b) with respect to a prior 
taxable year, no other refund or credit under the internal revenue 

laws founded on the application of subsection (a) shall be made on 
account of the amount allowed with respect to such taxable year. If 
the amount allowable under subsection (b) exceeds the amount allowed 
under such subsection, the excess shall, for the purposes of the internal 
revenue laws relating to credit or refund of tax, be treated as an over- 

payment for the prior taxable year which was made at the time the 
payment, repayment, or offset was made. 

Based on the foregoing, any refund made to the United States or 
any agency thereof in pursuance of a price redetermination clause in 
a Government contra. ct is a renegotiation under the provisions of 
section 8806(a), and accordingly the taxpayer is entitled to a credit 
against the excessive profits of the amount of the decrease in Federal 
income taxes attributable to such excessive profits and is required 
to pay or repay to the United States only the amount of the excessive 
profits remaining after there has been credited against such excessive 
profits the amount of the Federal income taxes attributable thereto. 

In case a repayment under a price redetermination clause is deter- 
mined prior to the time the taxpayer files its income tax return, con- 
sideration should be given to I. T. 8611& C. B. 1943, 978. This ruling 
reads in part as follows: 

In giving effect to the principles applied by section 3800 of the Code in case 
the renegotiation agreement determines reduced contract prices to be charged 
during the year of the agreement or subsequent thereto, or a repavment is to be 
made in lieu thereof which is not applicable to profits for a year for which an 
income tax return has been filed, and on which profits income and excess profits 
taxes have not been s. ssessed or paid, the practice of the Bureau has been to 
permit the taxpayer to reduce the gross income to be reported in the returns 
for such years to conform with the reduced price or, in case of repayment, to 
permit a deduction to be taken in computing net income, provided, excessive 
profits determined to have been realized and received by the taxpayer are repaid 
to the Government. Likewise, in case the reduced contract prices are determined 
for the immediately preceding taxable year or a repayment is to be made in lieu 
thereof, and the completed income and excess profits tax returns for such year 
ha. ve not been filed at the time of such determination, the taxpayer has been 
permitted to report the gross income for such preceding year to conform with 
the reduced prices agreed upon or to take a deduction in computing net income, 
as the case may be, provided the taxpayer repays to the Government the excessive 
profits determined to have been realized. No deduction from gross income is 
allowed for any oi;her taxable year for the amount of such excessive profits so 
repaid. This method of treatment will continue to be followed, subject to the 
condition that the excessive profits be paid or repaid to the Vnited States or 
credited against amounts due and payable from the Vnited States, and no deduc- 
tion from gross income will be allowed for any other taxable year for the amount 
of such excessive profits so repaid. (See I. T. 8077, C. B. 1942 — 2, 103. ) 

Accordingly, it is held that, where a taxpayer has entered into a 
price redetermination agreement with a contracting officer of the 
Government which provides for reduced contract prices to be charged 
for the immediately preceding taxable year for which a completed. 
income tax return has not been filed and with respect to which profits 
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income and excess profits taxes have not been paid or assessed, the 
taxpayer will be permitted to take a deduction for su&. h excessive 
profits in computing the net income in such return, provided the ex- 
cessive profits determined to lrave been realized and received by the 
taxpayer are repaid to the Government. A taxpayer will not be 
entitled to set up and deduct a liability for excessive profits naerely 
because it is performing a contract containing a price redetermination 
clause and there is a probability that excessive profits may be deter- 
mined under such contract at a later date. In the case of any mounts 
repayable under a price redeternIination clause which, however, are 
definitely determinable at the time the complete inconIe and excess 
profits tax return for the year such profits v ere realized and received 
by the taxpayer is filed, the taxpayer will be permitted to reduce the 
contract prices to be reported in the return for such year or to t &ke a 
deduction in computing the net income to be reported in such return 
by the amounts which can be definitely determined, provided such 
excessive profits are repaid to the Government. In case no amount 
of excessive profits has been determined or repaid prior to the time 
the income and excess profits tax returns for the year in which the 
contract prices were received or accrued were filed, it is consider&d 
that no basis exists at the time the returns are filed for determining 
the amount by which the contract prices should be reduced and that, 
for the purpose of reporting taxable income fro&n the applicable 
Government contracts under sections 41, 49, and 48 of the Internal 
revenue Code, the taxpayer is required to report in full the contract 
prices in the taxable year in which received or accrued, dep nding 
upon the method employed in keeping the books, unless, upon snb- 
rnission of all the facts and circumstances, permission is granted by 
the ComInissioner for reporting income on a difi'erent basis. If, at a, 

later date, the taxpayer is required to repay excessive profits in pur- 
suance of a price redeterrnination clause embodied in a Governme&it 
contract, adjustment should be made under section 8806 of the Code 
as the facts warrant. 

SECTION 8813. — REQUIREMENTS I'OR EXE3IPTION OI' 
CERTAIN ORGANIZATIONS UNDER SECTION 101(6) A XD 
FOR DEDUCTIBILITY OE CONTRIBUTIONS MADE TQ 
SUCH ORGAN IZA. TIONS 

SEGTIQN 99. 8818-1: Denial of exemption to organi- 
zations engaged in prohibited transactions. 

INTERNAL REVENEE CODE 

Exemption status of trust where employees of donor corporation 
derive benefits from organizations to which trust contributions are 
made. (See Rev. Rul. 96, page 264. ) 





PART II. — ADMINISTRATIVE MATTERS 

REGULATIONS ESTABLISHING OFFICE OF DIRECTOR 
OF PRACTICE 

TITIAN 81, SUBTITLE A, PART 14 CODE OE FEDERAL 
REcIILATIoNs: Section 14. 1, Director of Practice. 
The general notice, public rule making, and effective date require- 

nIents of section 4 of the Administrative Procedure Act do not apply 
to these regulations because they pertain to agency organization. 

AIITIIoRITv: Sections 14. 1 to 14. 6 issued under section 3, 28 Stat. 
258; 5 U. S. C. 201. 

14. 1. Director of Practice. — 'I'he Committee on Practice and the 
office of Attorney for the Government are abolished, and there is 
established in the Bureau of Internal Revenue in their place and stead 
the office of Director of Practice. The Director of Practice shall be 
under the direction and supervision of the Commissioner of Internal 
Revenue, except that decisions of the Director in individual cases 
relating to enrollment, disbarment, or disciplinary Ineasures shall nut 
be subject to change by the Commissioner. 

14. 2. Duties. — Except as provided f' or in section 8, tIIe powers, func- 
tions, and duties heretofore exercised and performed by the Corn- 
mittee and the Attorney are conferred upon and assigned to the 
Director. 

14. 3. CvstonIhonse brokers. — The powers, functions, and duties 
heretofore exercised and performed by the Committee and the Attor- 
ney under Part 11 of this Subtitle (relating to customhouse brokers) 
are conferred upon and assigned to the Commissioner of Customs to be 
exercised through such officers and employees of the Bureau of Cus- 
toms as he may designate. 

14. 4. Appeals. — Review of disbarment recommendations by the 
Secretary of the Treasury provided for in this Subtitle shall remain 
in full force and eff'ect, and in addition decisions of the Director of 
Practice or the Commissioner of Customs denying enrollment or 
licensing as a customhouse broker may be appealed to the Secretary 
of the Treasury. 

14. 5. A'elation to other regulations. — Parts 10, 11, 12, and 13 of 
this Subtitle are modified and amended to the extent necessary to 
bring them into conformity with the regulations in this part. 

14. 6. Effective date. — The regulations in this part shall be effective 
immediately. 

JoIIN AV. SNYDER, 
8ecretary of the 2'reasury. 

Dated January 9, 1958. 
(483) 



484 

Rev. Rul. P 
Publication in the Internal Revenue Bulletin of communications 

to iield offices of the Internal Revenue Service. 

1. Purpose. 
The purpose of this Revenue Ruling is to establish a system for in- 

creased publication in the Internal Revenue Bulletin of communica- 
tions to Beld ofBces involving substantive tax law, procedures affecting 
taxpayers' rights or duties, or industry regulation. Such publication 
has the follov ing objectives: 

(a) to inform, through the Internal Revenue Bulletin, all exam- 
ining OBicers and other Bureau personnel of communications to 
any field O%ce from the Washington headquarters which are in- 
tended to be precedents or guides; 

(b) to provide a source. namely, the Internal Revenue Bulletin, 
in which such communications will be found and may be kept in 
a permanent, indexed reference work; and 

(c) to make available to the public communications to Beld 
OSces which are intended to be used as precedents or guides. 

The standards for the publication of such communications are stated 
in paragraph 4 below. Consideration is also being given to the in- 
creased publication of rulings addressed to taxpayers or their repre- 
sentatives, and the procedure with respect thereto will be made the 
subject of a subsequent announcement. Pending the issuance of such 
announcement, publication of rulings to taxpayers or their representa- 
tives will continue under present standards. 

8. Use to be made of the Interna/ Eevenue EvPetin. 
The Bulletin will be used to advise internal revenue employees of 

recedents and guides in the application of laws administered by the 
ureau. Other media used in the past for this purpose will be grad- 

ually discontinued as the need for them is eliminated through the 
greater use of the Bulletin. Accordingly, in the future, internal reve- 
nue employees will Bnd it necessary not only to study the Bulletin 
more carefully, but also to have copies available for reference. It will 
be the responsibility of supervisory OScers to see that the Bulletin is 
available to all einployees concerned. Matters relating solely to inter- 
nal management (as distinguished from rulings on substantive tax 
law, procedures affecting taxpayers' rights or duties, or industry 
regulation) will continue to be issued in mimeographed or multilithed 
form and will not be published in the Bulletin. 
8. EstaMishment of Eevenue Euling (Eev. Eul. ) series. 

Effective with the Brst issue of the Bulletin for 1%3, each Bureau 
announcement published in the Bulletin as a ruling or a statement of 
procedure will be designated as a Revenue Ruling (Rev. Rul. ). This 
designation will be used in lieu of former designations such as E. Tu 
Km. T. , G. C. M. , IR-Mim. , I. T. , S. T. , etc. No change will be made 
in the designations or abbreviations of Treasury Decisions, other De- 

«Originally issued as IR-Mimeograph 89, dated December 23, 1952. 
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partmental issuances, or published court decisions. The designation 
IR-Mim. and other designations may continue to be used for internal 
purposes as the need exists. 

$. Publication standards. 
Beginning in 1958, every communication issued to a field o5ce deal- 

ing w~ith substantive tax law, procedures affecting taxpayers' rights or 
duties, or industry regulation will be deemed to be of a character 
potentially publishable, with the following exceptions: 

(a) those involving questions specifically and clearly covered 
by statute or regulations; 

(b) those involving questions specifically covered by rulings, 
opinions, or court decisions previously published in the Bulletin; 

(c) those dealing with issues upon which court action is pend- 
ing and publication~would be prejudicial to the best interest of the 
Government; 

(d) those in which the facts involved are so unique or spccific 
that the issue is not likely to arise again; 

(e) those which constitute determinations of fact rather than 
interpretations of law; 

(f) those dealing with the acceptability under the law and 
regulations of containers, labels, and advertising involving al- 
coholic beverages or tobacco products; 

(g) those dealing with tobacco operations, such as the disposi- 
tion of abandoned, seized, or condemned tobacco products; 

(h) those dealing with secret formulae or business practices; 
(i) those dealing with informers and informers' rewards; or 
( j) those which in the interest of a wise administration of the 

Revenue Service should not be published, but only if a memo- 
randum stating the reasons therefor is attached to the file and 
the CoInmissioner approves the determination of nonpublication. 

J. Form of publication. 
It will be the practice to publish as much of the communication as 

is necessary for a proper understanding of the position stated or the 
instruction given. In view of the expected increase in the number of 
matters to be published, Revenue Rulings will be published either in 
digest form or in full-text form, depending upon the nature of the 
communication and the issue involved. A digest may be either a brief 
statement of the conclusions reached or a brief statement of the facts 
together with such conclusions. The full-text form of publication 
vill not necessarily be taken verbatim from the Bureau ruling or 
opinion as issued, but it will contain the basic elements of the discus- 
sion therein where that is necessary to an understanding of the position 
taken. 
8. Procedure for publication. 

K8ective January 2, 1053, the following responsibilities and pro- 
cedures are established: 

(a) It will be the responsibility of each Assistant Commissioner 
and each Division Iiead in Washington headquarters, as well as 
of the Chief Counsel, to see that each matter issued to any field 
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ofiice involving substantive tax law, procedures affecting tax- 
payers' rights or duties, or industry regulation, which originates 
in an oSce under his supervision, is duly considered for publica- 
tion. Oenerally, this means that the Heads of the following Di- 
visions will be responsible for observing the prescribed procedures 
and the referral to the Bulletin and Ruling Analysis Branch of 
the necessary papers for publication: Alcohol and Tobacco Tax 
Division, Appellate Division, Audit Division, Collection Division, 
Intelligence Division, Special Technical Services Division, Tcch- 
nical Planning Division, and Technical Ruling Division. 

(b) Each person in any of the above-named Divisions or 06ices 
who is initially charged with the preparation of a communication 
or instruction intended for the field, which involves substantive 
tax law, procedures afFecting taxpayers' rights or duties, or in- 
dustry regulation, will prepare the prescribed form with respect 
to that communication or instruction. In general this procedure 
will apply to all communications to be sent to any Geld olfice, 
except those relating exclusively to matters of internal manage- 
ment. The prescribed form will be attached to the 61e when the 
proposed communication is forwarded for review and signature. 
If, upon review, revision of the communication becomes neces- 
sary, the question of publication should be reconsidered based 
upon the revision required. As a result, if the recommendations 
on the prescribed form no longer prevail, a new form should be 
prepared and attached to the 6le, and the form initially prepared 
may be destroyed. Where there is doubt whether or not the 
matter should be referred to the Bulletin and Ruling Analysis 
Branch for consideration as to publication, the question should 
be resolved in favor of such reference. If it is determined that 
the matter is not to be published, the file will not be referred to 
the Bulletin and Ruling Analysis Branch, but the completed 
form with respect to the recommendation as to publication will 
be placed in the 61e. Where the reason for nonpublication is 
"in the interest of a wise administration of the Revenue Service, " 
the memorandum required under Paragraph 4 above must be 
prepared and attached to the 6le, and the file forwarded to the 
Bulletin and Ruling Analysis Branch for reference to the 05ce 
of the Commissioner. 

(c) Completion of the form with respect to publication requires 
the determination as to the manner in which the communication 
should be published. Where the matter is to be published in 
digest form, a digest will be prepared for reference to the Bulletin 
and Ruling Analysis Branch. 

(d) Standards previously in effect for referral to the Chief 
Counsel's once for review of communications to field offices will 
continue in efiect; but in view of the broader scope of publica- 
tion under this Revenue Ruling, it is not intended that merely be- 
cause a communication is to be consiclered for publication it is 
to be automatically referred to the Chief Counsel's ofiice prior 
to issuance. However, in determining whether or not, a matter 
should be so referred, oScials having responsibility for issuing 
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such communications will give consideration to the added im- 
portance which may attach to such communication if published, 
especially with the view that rulings which may be cited as estab- 
lishing legal principles should be so reviewed before issuance. 

(e) Where a communication is to be referred to the Bulletin 
and Ruling Analysis Branch for consideration as to publication, 
the Washington headquarter's file, together with an extra copy 
of the communication, will be transmitted to that Branch im- 
mediately after signature and release of the signed communica- 
tion. After the file has served its purpose in the Bulletin and 
Ruling Analysis Branch, it will be returned to the originating 
office ii ith a copy of the published Revenue Ruling or a notation 
of nonpubl ication. 

(f) The Bulletin and Ruling Analysis Branch will, upon re- 
ceiving material recommended for publication, analyze such 
material and determine whether to adopt the recommendations 
with respect to publication. If that Branch concurs in the 
recommendation for publication, it will (1) prepare the rul- 
ing for publication in appropriate form and context, (9) pre- 

are a dimmest for research and reference purposes in the Central 
ibrary )using or revising any digest of the communication 

which may be in the file), (8) select proper Code Classification 
headings for the filing of digest cards in the Library, (4) pre- 
pare the matter for publication, including a syllabus where 
necessary, (5) refer the material prepared for publication to 
the Office of the Chief Counsel for review, (6) prepare final 
copy of the Bulletin material and refer it to the Bulletin Sec- 
tion, Printing and Reproduction Branch, (7) select the index 
headings and prepare the index cards to be distributed to 
Bureau offices for research use, as hereinafter described, and 
(8) where appropriate, advise the field office to which the com- 
munication was addressed of. publication in the Bulletin. 

(g) If the Head of the Bulletin and Ruling Analysis Branch 
does not concur in the recommendation for publication, it will 
be his responsibility to take appropriate steps to obtain agree- 
ment by the officials concerned. 

(h) The Bulletin and Ruling Analysis Branch will submit 
the material prepared for publication, with the necessary files, 
to the Office of the Chief Counsel for review. 

(i) If the Chief Counsel agrees that the rnatter submitted 
should be published, he will so signify and return the file to the 
Head of the Bulletin and Ruling Analysis Branch. If the 
Chief Counsel believes it inadvisable to publish such matter, 
he will return it, stating his reasons therefor. It will be the 
responsibility of the Head of the Bulletin and Ruling Analysis 
Branch to take appropriate steps to obtain agreement by the 
officials concerned. 

(j) The Bulletin and Ruling Analysis Branch will be re- 
sponsible for the selection of index headings and the prepara- 
tion of index cards to serve Bureau persomxel for research and 
reference purposes. The index cards will contain pertinent 
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subject headings, a brief statement of the matter published, and 
the Bulletin citation for its publication. With respect to the 
contents of each issue of the Bulletin& the cards will be repro- 
duced as a set and copies thereof furmshed by the Printing and 
Reproduction Branch to each District Commissioner, District 
Counsel, Chief Inspector, and Director. It will be the respon- 
sibility of each such ofHcer to see that the catalog of such 
cards be made available and kept current for field OScers under 
his jurisdiction. A complete set of such cards will be main- 
tained in the Bulletin and Ruling Analysis Branch. Each pub- 
lished ruling, order, and decision will have an index card for 
each of its subject headings (to be filed according to the alpha- 
betical sequence of the heading) and a master card for the pub- 
lished matter itself (to be filed according to the numerical 
sequence of the ruling or decision). An initial supply of such 
index cards will be furnished to the OKces concerned. A limited 
number of. additional sets may be furnished upon request. 

/. P. S. No. 2 dated July 29, 1944, authorized the issuance of a 
Pension Trust Division Inforination Service as an aid to OKcers, 
employees of the Bureau of Internal Revenue, and others concerned. 
Under the provisions of this mimeograph, such releases will be dis- 
continued. Accordingly, P. S. No. 2 is hereby revoked. 

8. Correspondence relating to the contents of this Revenue Ruling 
should refer to its number and to the symbols T: S: B. 

Rev. Rul. 10" 

Procedure regarding requests for rulings or closing agreements on 
specific matters. 

Mimeograph 4969 (C. B. 1999 — 2, 459) superseded. 

1. Reconsideration has been given to Mimeograph 4968 (C. B. 
1989 — 2, 459) relating to consideration by the Bureau of requests by 
taxpayers for rulings or advice on matters affecting tax liability. The 
policies and requirements hereinafter set forth govern the submission 
to the Washington headquarters OKce of the Bureau of requests for 
rulings or closing agreements on such matters and the handling of 
those~requests. 

2. Rulings will be made on prospective transactions where the law 
or regulations provide for a determination of the efiect of a proposed 
transaction for tax purposes, as in the case of a transfer coming under 
the provisions of sections 1250 and 1251 of the Internal Revenue 
Code, or an exchange coming under the provisions of section 112(i) 
of the Code. 

3. In cases of' prospective transactions other than those described 
in paragraph 2, the Bureau has discretionary authority to make rul- 
ings (or to recommend the approval of closing agreements pursuaiit to 
section 8760 of' the Internal Revenue Code). That discretion will be 
exercised in the light of all relevant circumstances, including the busi- 
ness or other reasons motivating the transaction, and with a view to 

eOriginally issued as IR-Mimeograph 100, dated January 12, 195$. 



issuing rulings (or recommending approval of closing agreements) 
only to the ex~tent consistent w ith a wise administration of the revenue 
system. 

4. Ordinarily rulings will not be issued where the determination 
requested is primarily one of fact, e. g. , (1) market value of. property, 
(9) whether compensation is reasonable in a»iount, (8) whether a~ 

transfer is one in contemplation of death, (4) whether retention of 
earnings and profits by a corporation is for the purpose of avoiding 
surtax on its shareholders, or (5) whether a transfer or acquisition is 
within section 15 (c) or section 120 oi the Internal Revenue Code. 

5. The 9'ashington headquarters office of. the Bureau will rule on 
completed transactions affecting a return or returns to be filed, unless 
the question is one of fact or otherwise unsuitable for issuance of a, 

headquarters ruling. (See, hov ever, the exception in the following 
paragraph. ) It is not intended that Bureau field oSces be prevented 
from rendering assistance in the filing of returns. 

6. In order to conf'orm to the Bureau's policy of decentralization of 
the examination and audit of tax returns, a request for a ruling on a 
question involved in a return or returns already filed generally will 
be referred to the Bureau field oSce having jurisdiction oi the return 
or returns for consideration in connection with the examination ancl 
audit of such return or returns or other appropriate action. A request 
for a ruling on a question aQ'ecting a return or returns to be filed may 
also be handled in this manner ii' the identical issue is involved in a 
return or returns already filed for a taxable period or periods with 
respect to which the statutory period of limitation on assessment or 
refund of tax has not expired. The person requesting the ruling v'ill 
be advised of the r. . ference of the request to the field once. It is not 
intended to prevent the iield office to which the request is referred from 
seeking advice or information from the 0'ashington headquarters 
office before taking action. 

7. Requests for rulings should be submittecl in duplicate. Requests 
relating to prospective transactions should not contain alternative 
plans. Each request for a, ruling on a prospective or completed trans- 
action must include the followin«: 

(a) The complete facts regarding the transaction, including 
the names and addresses of all the interested parties, together 
with a copy of each contract or other document necessary to pre- 
sent such facts. If the subject matter is a corporate reorganiza- 
tion, distribution, or similar or related transaction, there should 
also be submitted the corporate b. lance sheet, nearest to the date 
of the transaction (the most recent balance sheet if. the trans- 
action is prospective). 

(0) A full and precise statement of the business reasons, if any, 
for the transaction. 

(c) If the taxpayer is contending for a particular determina- 
tion, an explanation of the ground for such contention, together 
with a memorandum of relevant authorities. 

8. It is the policy of the Bureau to process requests for rulings in 
regular order and as expeditiously as possible. Compliance with a re- 
quest for consideration of a particular case ahead of its regular order 
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tends to delay the disposition of other cases. However, requests for 
processing ahead of the regular order, made in writing and. showing 
the clear need for such treatment, will be given consideration as the 
particular circumstances warrant. 

9. A taxpayer or his representative who desires an oral discussion of 
the case should indicate such desire in writing when filing the request 
or shortly thereafter in order that the conference may be arranged for 
that stage of the consideration of the case when it will be most helpful. 
Since a conference is usually more helpful during earlier stages of a 
case. the taxpayer or his representative should not request that the 
conference be deferred until Bureau action (whether or not in accord 
with the taxpayer's contention) is imminent. More than one confer- 
ence should not be sought unless the taxpayer has important new mat- 
ter to present, or unless the problems involved require consideration of 
the case by different Divisions or OSces of the Internal Revenue Serv- 
ice. If the Bureau flnds that, additional conferences are necessary the 
taxpayer or his representative will be so advised. 

10. A request by or on behalf of a taxpayer must be signed by the 
taxpayer or his duly authorized representative. Requests should be 
addressed to the Commissioner of Internal Revenue, Washington 95, 
D. C. If the matter is being handled by a representative of the tax- 
payer, the conference and practice requirements regarding the fur- 
nishing of power of attorney and evidence of enrollment to practice, 
etc. , must be met. 

11. Even though a request for a ruling is withdrawn the Bureau 
may furnish its views or other information with respect to the matter 
to its field aces. 

19. The taxpayer should attach to his return the ruling (or a copy 
thereof) with respect to any transaction which has been consummated 
and which is relevant to the return being filed. launder Bureau pro- 
cedure examining overs will compare the facts with the representa- 
tions upon which the ruling was based, in order to determine whether 
there has been a misstatement or omission of a material fact, or 
whether the transaction upon which the ruling was based was actu- 
ally carried out in a manner materially difi'erent from that represented. 

18. If in any case it is the opinion of the fleld ofiice that a conclusion 
contrary to that expressed in the ruling is indicated, the findings and 
recommendation of the field oKce should be forwarded to the Wash- 
ington headquarters for consideration of the matter prior to further 
action by the field once. Otherwise, the field o6ce should apply the 
outstanding ruling in the computation of the tax liability. 

14. Since each ruling represents the Bureau's conclusion as to the 
application of the law to the entire state of facts involved, Revenue 
ofFicers are cautioned against reaching the same conclusion in other 
eases unless the facts and circumstances are substantially the same. 
Furthermore, Bureau personnel should, of course, in this connection 
consider the efi'ect of subsequent legislation, regulations, court, deci- 
sions, and rulings. 

15. Mimeograph 4968 (C, B. 1989 — 2, 459) is hereby superseded. 



491 

Rev. Rul. 26 

Symbols for use in correspondence originating in, or addressed to, 
Washington headquarters oflices. 

There is set forth below a list of symbols to be used in correspond- 
ence originating in, or addressed to, the various offices in the &Vas~hirig- 

ton headquarters of the Bureau of internal Revenue. 

C 
I 
0 
T 
A 
C:I 
C:TA 
C:A A 
C:A:A 
C:A:AC 
C:A:AP 
C:A:APP 
C:A:APDi 
C:A:APD 
C:A:APD:S 
C:A:AS 
C:A:ASR 
C:A:AE 
C:A:AEA 

C:A:AEC 
C:A:AEP 
C:A:AESP 
C:A:AESS 
C:A:AEL 
C:A:B 
C:A:BB 
C:A;BBC 
C:A;BF 
C:A:BFS 
C:A:BFA 
C:A:BFR 
C:A:P 
C:A:PE 
C:A:PC 
C:A:PR 
C:A:S 
C:A:SCP 
C:A:SC 
C:A:SP 
C:A:SR 
C:A:SA 
C:A:T 
C:A: TD 
C:A: TDB 
C:A: TDS 
C:A:TE 
C:A:TF 
C:A:TP 
C:A:TPS 
C:A:TPSC 
C:A:TPSP 

OFFICE OF THE COMMISSIONER 
COMMISSIONER 
ASSISTANT COMMISSIONER (INSPECTION) 
ASSISTANT COMMISSIONER (OPERATIONS) 
ASSISTANT COMMISSIONER (TECHNICAL) 
ASSISTANT To THE COMFIISSIONER 
INFORMATION OFFICER 
TECHNICAL ADVISOR 

DMINISTRATIVE ASSISTANT TO THE COMMISSIONER 
ADMINISTRATIVE SERVICES DIVISION 

Communications Branch 
Printing and Reproduction Branch 

Publications Section 
Distribution Section 
Duplicating Section 
Stenographic and Typing Unit 

Space Procurement and Utilization Branch 
Records Section 

Supplies and Equipmcnt Branch 
Automotive Equipme~t and Telephone Rec- 

ords Section 
Continuing Service Contracts Section 
Purchases and Invoicing Section 
Stationery Purchase Section 
Stationery Stock Issue Section 
Surplus Equipment and Labor Section 

BCDGET AND FINANCE DIVISION 
Budget Branch 

Computation and Compilation Section 
Finance Branch 

Accounting Systems Section 
Central Accounting Section 
Reports Section 

PERSONNEL DIVISION 

Employee Relations Branch 
Position Classification Branch 
Recruitment and Standards Branch 

STATISTICAL DIVISION 
Card Punch and Verifying Branch 
Coding Branch 
Production Statistics Branch 
Research and Compilation Branch 
Statistical Auditing Branch 

TRAINING DIVISION 
L'epartmental Instructions Branch 

Bookkeeping and Accounting Section 
Stenographic, Typing, and Secretarial Section 

Executive and Supervisory Development Branch 
Field Supervision and Coordination Branch 
Program Development Branch 

Service Section 
Correspondence, Files, and Records Unit 
Printing and Publications Unit 
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I 
I:Ad 
I:A 
I:L 
I:PE 
I;P 
I:R 
0 
0:AT 
0:AT:A 
0:AT:A — RI 
0:AT:B 
0:AT:BA 
0:AT:BP 
0:AT:BT 
0:AT:E 
0:AT:EE 
0:AT:EF 
0:AT:EP 
0:AT:ER 
0:AT:ET 
0:AT:P 
0:AT:PF 
0: AT: I'L 
0:AT:PP 
0:AT:PPS 
0:AT:PPR 
0: AT: I'Pt 
0:AT:PPtR 
0: AT: PptT 
0:AT:PptD 
0:AT:T 
0:Ap 
0:Ap:E 
0:A 

0:A:AF 
0:A:AR 
0:A:D 
0:A:P 
0:A:PA 
0 A:PF 
0:A:U 
0:A:UA 
0:A:UC 0: A:UE 
0:A:UI 
0:A:UW 
0:C 
0:C:A 
0:C:AC 
0:C:ACA 
0:C:ACC 
0:C:ACO 
0:C:ACR 
0:C:AR 
0:C:ARC 
0:C:ARR 
0:C:ARS 
0:C:AS 
0:C;P 

ASSISTANT COMMISSIONER (INSPECTION) 
ADMINISTRATIVE DIVISION 
ANALVBIs AND APPRAIBAL DIvIsIoN 
LIAISON AND SPECIAL INVESTIGATIONS DIVISION 
PERSONNEL EVALUATION DIVISION 
PLANNING AND PROGRAMING DIVISION 
REvIEw DIvrsroN 

ASSISTANT COMMISSIONER (OPERATIONS) 

ALCOHOL AND TOBACCO TAX DIVISION 
Assistant to Head of Division 
Records Identification 
Basic Permit and Trade Practice Branch 

Advertising Section 
Permit and Label Sectio 
Trade Practice Section 

Enforcement Branch 
Examining and Coordinating Section 
Firearms Section 
Pardon and Parole Section 
Raw Materials Section 
Technical Laboratory Section 

Permissive Branch 
Field Section 
Laboratory Section 
Planning and Procedure Section 

Statistical Unit 
Regulations Unit 

Plant Section 
Regulatory Unit 
Tax Unit 
Drawback Unit 

Tobacco Tax Branch 
APPELLATE DIVISION 

Excess Profits Tax Council 

AUDIT DIVISION 
Audit Services Branch 

Files Section 
Returns Inspection and Bankruptcy Section 

Delinquent Accounts and Returns Branch 
Planning and Procedure Branch 

Audit Procedure Section 
Forms and Manuals Section 

Uniform Audit Branch 
Alien Returns Section 
Corporation Audit Section 
Estate and Gift Audit Section 
Individual Audit Section 
YVage and Excise Audit Section 

CoLLEcTIGN DIvIsIoN 
Collection Accounting Branch 

Control Section 
Assessment Unit 
Compromise Unit 
Overassessment Unit 
Readjustment Unit 

Revenue Accounts Section 
Collection Accounts Auditing Unit 
Refund Accounts Auditing Unit 
Statistical Unit 

Stamp Section 
Collection Procedures Branch 



0:M 
0:M:B 
0:M:S 
0:M:0 
0:I 
T 
T:I 
T:S 
T:S:B 
T:S:E 
T:S:EA 
T:S:EC 
T:S:EE 
T:S:EN 
T:S:EP 
T:S:EO 
T:S: EOR 
T:S:E01 
T:S:E02 
T:S:E03 
T:S:E04 
T:S:E05 
T:S:P 
T:S:R 
T:P 
T:P:A 
T:P:P 
T:R 
T:R:C 
T:R:E 
T:R:El 
T:R:E2 
T:R:E3 
T:R:ES 
T:R:Ex 
T:R:ExA 
T:R:FxS 
T:R:ExSe 
T:R:FxSt 
T:R:ExT 
T:R:I 
T:R:EG 
CC 
CC: AT 
CC:A 
CC:C 
CC: Cl 
CC: En 
CC:I 
CC:L 
CC:LR 
CC:M 
CC:R 

ASSISTANT COM MISSIONER (OPERATIONS) — Con, 

FIELD MANAGEMENT AND PLANNING DIVISION 
Budget Management Branch 
General Services Branch 
Operations Control StaQ 

INTELLIGENCE DIVISION 

ASSISTANT COMMISSIONER (TECHNICAL) 
OFFICE OF INTERNATIONAL TAX RELATIONS 

SPECIAL TECHNICAL SERVICES DIVISION 
Bulletin and Rulings Analysis Brs, nch 
Engineering and Valuation Branch 

Appraisal Section 
Court Defense Section 
Estate and Gift Tax Valuation Section 
Natural Resources Section 
Public Utilities Section 

Exempt Organizations Bra~ch 
Review Section 
Section 1 
Section 2 
Section 3 
Section 4 
Section 5 

Pension Trust Branch 
Reorganization and Dividend Branch 

TECHNICAL PLANNING DIVISION 
Technical Analysis Branch 
Technical Program Branch 

TECHNICAL RULING DIVISION 
Corporation Tax Ruling Branch 
Employment Tax Ruling Branch 

Ruling Section 1 
Ruling Section 2 
Ruling Section 3 
Service Section 

Excise Tax Ruling Branch 
Admissions and Communications Section 
Sales Tax Section 
Service Section 
Stamp and Special Tax Section 
Transportation Tax Section 

Individual Income Tax Ruling Branch 
Estate and Gift Tax Ruling Branch 

CHIEF COUNSEL 
ALcoHGL AND ToBAcco TAx LEGAL DIvIsIoN 
APPEALS DIVISION 
CIVIL DIVISION 
CLAIMS DIVISION 
ENFORCEMENT DIVISION 
INTERPRETATIVE DIVISION 
LIBRARV 
LEGISLATION AND REGULATIONS DIVISION 
MAIL AND RECORDS SECTION 
REVIEW DIVISION 

263354' — 53 — 32 
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Rev. Rul. 35 

Standard abbreviations for the names of the district commis- 
sioners' districts and symbols for the Appellate Division offices. 

Set forth below are the standard abbreviations prescribed by the 
llureau for the names of the various district commissioners' districts 
and the symbols prescribed for use by the Appellate Division oflices 
of the various districts. Each district commissioner's district and 
each once of the Appellate Division will place the appropriate sym- 
bol on all memoranda, letters, communications, forms, reports, docu- 
ments, action memoranda and supporting statements, and other papers 
requiring such identification under existrng procedure. 

The standard abbreviations prescribed for the district commis- 
sioners' districts are: 

District 
Atlanta 
Baltimore 
Birmingham 
Boston 
Butfalo 
Chicago 
Cleveland 
Dallas 
Denver 
Detroit 
Los Angeles 
Louisville 
New York City 
Philadelphia 
St. Louis 
St. Paul 
Seattle 

sta»dard abbreciatio» 
ATL 
BAL 
BIR 
BOS 
BUF 
CHI 
CLE 
DAL 
DEN 
DET 
LA 
LOU 
NYC 
PHI 
ST. L 
ST, P 
SEA 

The symbols prescribed for use by the Appellate Division offices are: 
District Appellate oNce Appellate eye»bet 

Atlanta 

Baltimore 

Birmingham 

L'oston 

Buifalo 

Chicago 

Cleveland 

Dallas 

Denver 
Detroit 
Los Angeles 

Louisville 

Atlanta 
Greensboro 
Jacksonville 
Baltimore 
Washington 
Richmond 
Huntington 
Birmingham 
New Orleans 
B oston 
N ew Haven 
Buifalo 
Chicago 
Milwaukee 
Cleveland 
Cincinnati 
Dallas 
Houston 
Oklahoma City 
Denver 
Detroit 
Los Angeles 
San Francisco 
Louis ville 
Indianapolis 
Nashville 

ADC-Ap: ATL Atl: 
ADC — Ap:ATL Gbr: 
ADC — Ap:ATL Jsx: 
ADC — Ap: BAL Bal: 
ADC — Ap: BAL Wash: 
ADC-Ap: BAL Rich: 
ADC — Ap: BAL Hunt: 
ADC-Ap: BIR Bir: 
ADC-Ap: BIR NO: 
ADC-A: BOS Bos: p 
ADC-Ap: BOS NH: 
ADC-Ap: BUF Buf: 
ADC-Ap: CHI Chi: 
ADC — Ap: CHI Miiw: 
ADC — Ap: CLE Cle: 
ADC — Ap:CLE Cin: 
ADC — Ap: DAL Dsl: 
ADC — Ap: DAL Hou: 
ADC — Ap: DAL Ok: 
ADC-Ap: DEN Den: 
ADC-Ap: DET Det: 
ADC — Ap:LA LA: 
ADC-Ap:LA SF: 
ADC-Ap: LOU Lou: 
ADC Ap: LOU Ind: 
ADC-Ap: LOU Nasht 
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D4!riot Appellate odice 

New York City New York City 
Philadelphia 

Philadelphia Pittsburgh 
Newark 

JSt. Louis St. Louis LK Cit 

Appellale eymeol 

ADC-Ap: NYC NYC: 
ADC-AP:PHI Phi: 
ADC — Ap: PHI Pgh: 
ADC~Ap: PHI Nwk: 
ADC — Ap:ST. L St. L: 
ADC-Ap:ST. L KCMo: 
ADC-A:ST. P St. P: 1St. Paul p St' " (Omaha ADC-Ap: ST. P Omaha: 

f Seattle ADC — Ap: SEA Sea: Seattle (Portland A'DC-Ap: SEA port, : 
Inquiries relating to this Revenue Ruling should refer to the num- 

ber hereof, attention 0: AP. 

Rev. Rul. 70' 
Powers of attorney in Federal tax matters, except those concerning 

alcohol and tobacco tax. s. 

1. The purpose of this Revenue Ruling is to prescribe procedures 
for the processing and handling of powers of attorney and related 
files in all Federal tax matters, except those concerning alcohol and 
tobacco taxes. 

9. Agents and attorneys representing taxpayers in connection with 
Federal tax matters and contracting parties on Vinson Act excess 
profit eases are required to flle appropriate powers of attorney in 
accordance with the provisions of "Conference and Practice Require- 
ments, Bureau of Internal Revenue, " revised February 194o, C. B. 
1949-1, 884. Ordinarily, under the reorganization the powers au- 
thorizing representation in Federal tax cases (except alcohol and 
tobacco tax cases) will be filed in the OSce of the director of internal 
revenue in which the ease is under consideration; and powers au- 
thorizing representation before the Bureau in connection with Bureau 
rulings and similar matters of a specific nature which do not directly 
afi'ect field operations will be filed with the Bureau in Washington, 
marked for the attention of the Power of Attorney Clerk, 05ce of 
Director of Practice. Any powers received directly from taxpayers 
or their representatives in the ofiices of the district commissioner, 
such as powers filed in eases pending in the Appellate Division, will be 
forwarded to the appropriate director of internal revenue for record- 
ing and disposition in accordance with the provisions of this mimeo- 

raph, When the power in an income, profits, or gift tax case, or a 
inson Act case, covers more than 1 tax year, su5cient authenticated 

copies of such power will be required in order that either the original 
or a copy thereof may be placed with the return, report or case record 
for each tax year under consideration. 

3. Upon receipt in their olfices of powers of attorney, directors of 
internal revenue will prepare appropriate card records on card Forms 
787 and 788 of the names of the taxpayers and of the names of the 
attorney or attorneys, and such cards will be arranged alphabetically 
under the names of the attorney or attorneys or the agent or agents to 
whom the powers of attorney or substituted powers of attorney have 
been granted and under the names of the taxpayers executing the 

«Originally issued as IR-Mimeograph 133, dated February 5, 1953. 
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instruments. The original powers of attorney, except "general" 
powers and powers covering "all years, " will be placed with the re- 
turns or case records. In those income, profits, or gift tax cases, or 
Vinson A. ct cases, involving more than 1 tax year, either the original 
or an authenticated copy of the power will be placed with the return 
or case record for each year under consideration. The original "gen- 
eral" powers and powers covering "all years" will be filed in a special 
power of attorney file, and authenticated copies thereof will be placed 
with thc return or case record for each tax year under consideration. 

4. Efi'ective immediately, the practice of forwarding card Forms 
787 and 788 to the Bureau, as heretofore required, will be discontinued; 
and no record of powers of attorney will be maintained in the Bureau, 
except in instances where the powers of attorney are filed with or are 
forwarded directly to the Bureau. In such instances (a) appropriate 
card records of the naines of the taxpayers and of the names of the 
attorney or attorneys will be prepared on Forms 787 and 788 and 
retained by the Power of Attorney Clerk, Offic of Director of Practice 
in the Bureau; (b) the powers relating to rulings and similar matters 
not directly aA'ecting field operations~ after being properly recorded 
by the Power of Attorney Clerk, Once of Director of Practice in the 
Bureau, will be placed with the administrative file in the Bureau; and 
(c) those powers which either acct or may be of assistance in field 
operations, such as those covering "all Federal taxes, " after being 
properly recorded in the Bureau will be forv arded by the Po~er of 
Attorney Clerk, Once of Director of Practice, to the appropriate 
director of internal revenue for processing and disposition in ac- 
cordance with the standard procedure outlined above. The field o5ces 
vill advise the Bureau, attention Power of Attorney Clerk, Olfice of 
Director of Practice, with respect to the revocation of an original 
power of attorney, or a substituted power of attorney, only in those 
cases enumerated above where records of the original power are main- 
tained in the Bureau. 

5. Upon the transfer of a case from the o%ce of one director of 
internal revenue to that of another director of internal revenue, 
the original power of attorney will be transferred with the case record. 

6. The card records and other files relating to powers of attorney 
maintained in the o%ces of directors of internal revenue will be avail- 
able for the information of and aid to the Internal Revenue Service as 
a whole. IR Form 7003 will be used by the Bureau and the field service 
in requesting and supplying routine information relating to powers 
of attorney. All Bureau requests of the field and all field requests 
of the Bureau for such information will be routed through the Power 
of Attorney Clerk, Office of Director of Practice in the Bureau, who, 
in appropriate cases, vill also verify the enrollment status of the at- 
torney or agent concerned. 

7. L&'mployees charged with the duty of managing the powers of 
attorney files and others concerned should be familiar with the provi- 
sions of Department Circular 230 (Revised), "Laws and Regulations 
Governing the Recognition of Agents, Attorneys, and Other Persons 
Representing Claimants Before the Treasury Department, " C. B. 
1947 — 2, 288, and "Conference and Practice Requirements, Bureau of 
Internal Revenue, " re~ised February 1942, supra. 
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8. Mimeograph 4886, C. B. 1080 — 2, 461, and all other prior instruc- 
tions insofar as they are inconsistent with the provisions of this Rev- 
enue Ruling are hereby revoked. 

9. Any inquiries pertaining to this Revenue Ruling should be ad- 
dressed for the attention of C: A. 

SECTION 8657. — PAYMENT BY UNITED STATES NOTES 
AND CERTIFICATES OI' INDEBTEDNESS 

Rev. Rul. 51 
INTERNAL REVENUE CODE 

Treasury bills which, by the terms of their issue, may be ac- 
cepted by directors of internal revenue, at maturity value, whether 
at or before maturity, in payment of income and profits taxes may 
be surrendered to any Federal Reserve bank or branch, acting as 
fiscal agent of the United States, 15 days or less before the date on 
which the taxes become due. Bank receipts issued to the owners 
thereof may be accepted by directors in lieu of the Treasury bills. 
The difference between the purchase price and the redemption or 
sale price is ordinary gain or loss to the owner of such bills. 

Under the provisions of. Treasury Department Circular 418, as 
amended, Treasury bills which, by the terms of their issue, are accept- 
able in payment of income and profits taxes, may be accepted by di- 
rectors of internal revenue, at maturity value, whether at or before 
maturity, on or before the date the taxes become due, provided they 
are accompanied by the tax returns or by statements of taxes due. 
However, an owner of such Treasury bills may surrender them to a 
Federal Reserve banlr or branch at face value, not more than 15 days 
prior to the date on which the taxes become due. The bank will then 
place the bills in a suspense account and issue receipts therefor which 
the taxpayer may forward to the appropriate director together with 
tax returns or statements of taxes due. The director may accept such 
receipts in lieu of the actual Treasury bills. 

Treasury bills are issued on a discount basis redeemable at maturity 
value on a specified date. For the purposes of taxation the amount 
of discount at which they are originally sold by the United States is 
considered to be interest. The income derived from such bills by 
their owners, whether interest or gain from their sale or other dispo- 
sition, does not have any exemption, as such, and loss from their sale 
or other disposition does not have any special treatment, as such, under 
the Internal Revenue Code, or laws amendatory or supplementary 
thereto. The bills are subject to estate, inheritance, gift, or other 
excise taxes, v. hether Federal or State, but are exempt from all taxa- 
tion now or hereafter imposed on the principal or interest thereof by 
any State, or any of the possessions of the United States, or by any 
local taxing authority. For the purposes of Federal income taxes, 
Treasury bills are excluded from consideration as capital assets by the 

rovisions of section 117(a) (1) (D) of the Internal Revenue ("ode. 
nder section 49(c) of the Code the amount of discount at which the 

bills are originally sold by the United States shall not be considered 
to accrue as interest prior to the redemption, sale, or other disposition 
thereof. Therefore, the owner of Treasury bills (other than insur- 
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ance companies) should include in his tax return, as ordinary gain or 
loss for the year in which the transaction occurred, the difference be- 
tween the price paid, whether on original issue or on subsequent pur- 
chase, and the amount actually received upon the redemption, sale, or 
other disposition of the bills. 

SECTION 8701. — COMPROMISES 

INTERNAL REVENUE CODE 

Rev. Pvul. 117 

Jurisdiction and procedure relating to offers in compromise of 
liabilities under the internal revenue lavvs. 

SUMMARY 
INTEGDUOTIGN. 

1. Purposes. 
2. Scope of This Revenue Ruling. 

INvEETIGATIGN AND I'socKssING oF CAsss. 
8, Investigation of Compromise Cases. 

(a) Reports Covering Rejection or Withdrawal of Offers. 
(I) Tax Cases. 
(2) Ad Valorem Penalty Cases. 
(9) Specific Penalty Cases. 

(b) Reports Covering Acceptance of Offers. 
(1) Tax Cases. 
(2) Ad Valorem and Specific Penalty Cases. 

(c) Collateral Information. 
4. Procedure for the Processing, Rejection, and Acceptance of Offers in 

Compromise. 
(a) Ofi'ers Rejected or withdrawn. 

(1) Authority to Process Rejected and (Vithdrawn Offers. 
(2) Amended Offers. 
(S) Rejection Memorandum and I etter to Proponent. 
(4) Withdrawal Memorandum and I etter to Proponent. 
(5) Post Review of Offers. 
(6) Informal Conference with I'roponent. 
(7) Conference of Assistant District Commissioner, Appellate, 

with Proponent. 
(5) Offers Accepted by Director — Liability Less Than $500. 

(1) General. 
(2) Post Review of Offers. 

(c) Offers Recommended for Acceptance by Director of Internal Reve- 
nue — Liability of $500 or More. 

(d ) Procedure in Cases Involving Joint Jurisdiction. 
(I) Cases to be Referred to Intelligence Division, OIIlce of the 

Director. 
(2) Cases to be Referred to Assistant District Commissioner, 

Appellate. 
(8) Cases to be Referred to District CounseL 

(e) EIeadquarters Procedure. 
(1) Approved Cases. 
(2) Cases Returned for Icurther Consideration. 

5. Default in Payment. 
(a) Accepted Offers — Liability Less Than $500. 
(b) Accepted Offers — Liability $500 or More. 

CHIEF CGUNSEL CAsEs 
6. Jurisdiction of the Chief Counsel. 
7. Processing Procedure and Reports of Investigation. 
8. Cases Involving Criminal Proceedings. 
9. Preparation of Memoranda and Letters. 
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GENERAL 

10. Responsibility for Collection. 
11. Schedule of Offers in Compromise. 
12. Delegation of Authority. 
13. Revocation of Prior Inconsistent Instructions and Procedures. 
14. Correspondence. 
15. Effective Date. 

EXHIBITS 
EXHIBIT 

A 

B 

C 
D 
E 

F 
6 
H 
I 

K 

L 
M 

N 
0 
P 

R 

TITLE 
Rejection or Withdrawal Memo- 

randum. 
Rejection or Withdrawal Memo- 

randum. 
Abstract and Statement 
Abstract and Statement 
Schedule of Accepted Offers in 

Compromise. 
Abstract and Statement 
Form Letter 
Form Letter 
Form Letter 

Form Letter 

Form Letter 

Form Letter 
Form Letter 

Form Letter 
Form Letter 

Schedule of Offers in Compro- 
mise. 

Schedule of Rejected or With- 
drawn Offers in Compromise. 

Schedule of Accepted Offers in 
Compromise. 

PURPOSE OR USE 
Rejection memorandum. 

Withdrawal memorandum. 

Ad valorem penalty cases. 
Specific penalty cases. 
Scheduling of accepted ofi'ers. 

Tax offers. 
Rejection letter — Tax cases. 
Rejection letter — Penalties only. 
Withdrawal letter — Deposit ap- 

plied on liability. 
Withdrawal letter — Deposit re- 

funded. 
Acceptance letter — Delinquency 

penalty. 
Acceptance letter — Cash ofi'er. 
Acceptance letter — Installment 

ofFer. 
Default letter — Tax eases. 
Special deposit account letter— 

Defaulted ofFer. 
Voucher for special deposit ac- 

count. 
Schedules rejected ofi'ers. 

Schedules offers accepted by di- 
rectors. 

INTRODUCTION 

1. Purposes. — The purposes of this Revenue Ruling are: 
(Ir) To prescribe new jurisdictional lines over certain overs in 

compromise coming within the provisions of section 3761 of the 
Internal Revenue Code; 

(5) To prescribe revised procedures, pursuant to Reorganiza- 
tion Plan No. 26 of 1950, Reorganization Plan No. 1 of 1%2, and 
Treasury Department Order No. 150-25, with respect to the 
investigation, processing, and disposition of certain overs in 
compromise; 

(c) To transfer to the directors of' internal revenue certain 
duties, functions, and responsibilities with respect to the proc- 
essing and disposition of o8ers in compromise; and, 

(d) To set forth the authority of the directors of internal rev- 
enue with respect to ojfers in compromise covered by this Revenue 
Ruling. 

2. Scope of this JI, 'evenue Ruling. ' 

(a) The jurisdictional and procedural provisions of this Rev- 
enue Ruling shall apply— 
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(1) To offers in compromise coming within the jurisdiction 
of the Chief Counsel only to the extent provided in para-. 

graphs 6, 7, 8, and 9 herein; and, 
(2) To all other offers in compromise filed pursuant to 

section 3761 of the Internal Revenue Code, except those cases 

arising under laws relating to: 
(A) narcotics, smoking opium, and marihuana; and, 

(I&) alcohol, tobacco tax, and firearms. 
(5) Offers in compromise not coming within the jurisdictional 

and procedural provisions of this Revenue Ruling will be handled 
in accordance with existing instructions. 

INVESTIGATION AND PROCESSING OF CASES 

3. Investigation of compromise cases. — The directors of internal 
revenue will have investigative jurisdiction over all off'ers in compro- 
mise cases coming within the scope of this Revenue Ruling. The 
reports covering the investigations will generally follow the pattern 
outlined in the attached exhibits, as indicated below: 

(a) Reports covering rejection or uiithdrau'al of offers: 
(1) Tav cases— 

(A) For rejection cases, see exhibit A. 
(P) For withdrawal cases, see sliort form report, 

exhibit B. 
(2) Ad valorem penalty cases- 

For rejection or withdrawal cases, see exhibit C. 
(3) Specifi'c penalty cases- 

For rejection or withdrawal cases, see exhibit D. 
(li) Reports covering acceptance of offers: 

(1) Tax cases- 
For acceptance cases, see exhibit F. In cases involving 

liabilities of $500 or more, the internal revenue agent will 
also prepare Form 7251 — C. See exhibit E. 

(2) Ad valorem and specif'ic penalty cases- 
For acceptance cases, see exhibits C and D. 

(c) C'oZlateral information: 
Collateral information which the internal revenue agent 

believes should be made a part of the file, but which should not 
be included in the statement supporting the recommendation 
for acceptance or rejection of the o8er, should be included in 
the transmittal letter accompanying tlute report of investiga- 
tion. 

4. Procedure for the processing, rejection, and acceptance of offers 
in compromise. — The procedures to be followed in the processing, re- 

jection, or acceptance of off'ers in compromise are revised in the man- 
ner and to the extent set forth in the following subparagraphs. 

(a) Off'ers rejected or uithdramn. — (1) Authority to process 
rejected and uiithdrauin offers. — The director will process rejected 
and withdrawn offers in compromise; subject, however, to the 
provisions of paragraph 4(a) (7) herein. The processing will in- 
clude (A) the adjustment of the accounts in those cases where the 
proponent authorizes application of the amounts on deposit 
against the liabilities, and (8) the scheduling and refunding of 
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the amounts in the special deposit account in those instances where 
the proponent does not authorize the amounts on deposit to be ap- 

p ~ ) 

lied against the liabilities. Form 7879, as revised (Schedule of 
ejected or Withdrawn OfFers in Compromise), (exhibit Q), will 

be used as a voucher for rejected or withdrawn oQ'ers. 

(2) Amended offers. — In instances where the proponent has 
tendered an amended o8er, no formal action will be necessary on 
the prior offer inasmuch as the amended oQ'er supersedes the prior 
offer or oQ'ers. 

(3) Rej ection memorandum, and letter to proponent. — In those 
cases where the director concludes that the oQ'er should be rejected, 
he will sign the rejection memorandum (exhibit A) or abstract 
and statement (exhibit C or D), and issue to the proponent a 
rejection letter (exhibit G or H). One carbon of the letter will 
be forwarded to the Commissioner of Internal Revenue, Attention: 0: A, Washington 25, D. C. 

(4) lVitkdrau al memorandum and letter to proponent. — Where 
the proponent withdraws an ofFer, the director will sign the with- 
drawal memorandum or abstract and statement (exhibit B, C, 
or D), and issue the appropriate type of. letter to the proponent. 
One carbon of the letter will be forwarded to the Commissioner 
of Internal Revenue, Attention: O: A, Washington 95, D. C. If 
the proponent authorizes the application of the amount deposited 
with the oQer on the liability sought to be compromised, the letter 
will be in the form shown in exhibit I attached. If such applica- 
tion is not authorized. by the proponent, the letter to the pro- 
ponent will be in the form shown in exhibit J attached. 

(5) Post review of offers. — Post review of cases involving re- 
jected and withdrawn ofFers in compromise will be conducted 
in accordance with instructions to be issued. 

(6) Informal conference mitk proponent. — Where the propo- 
nent disagrees with the recommendations of the internal revenue 
agent, the proponent, upon oral or written request either before 
or after rejection, may be granted an informal conference in the 
director's once. It will be the duty of the conferee to arrive at 
an independent conclusion as to the suQiciency of the oQ'er made 
by the proponent. 

(7) Conference of Assistant Distnct Commissioner, Appellate, 
eritk proponent. — Where the proponent does not agree with the 
rejection or proposed rejection, and neither the internal revenue 
agent nor the conferee of the director's oQice has been able to 
convince the proponent of. the correctness of the conclusion 
reached, the proponent will be apprized of his privilege of sub- 
mitting a request, in writing for a hearing before the Assistant 
District Commissioner, Appellate. Such request should be ad- 
dressed to the director. The proponent should also be informed, 
however, that such a request will not necessarily stay action by 
the director to collect the liability due. Upon receipt from the 
proponent of the request for a hearing, the director will forward 
the case to the Assistant District Commissioner, Appellate, for 
consideration. The Assistant District Commissioner, Appellate, 
will arrange a conference for a time which will be mutually con- 
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venient, and after such conference will prepare a memorandum 
setting forth the facts, issues discussed, and the reasons for the 
conclusion reached. This memorandum, together with the entire 
file, will be returned to the director for processing of the case 
by him in accordance with the conclusion reached by the Assistant 
District Commissioner, Appellate, and the procedure outlined in 
paragraph 4(a), 4(b), or 4(c) herein. 

(b) Off ers accepted by director — Liability less than 8500. — (1) 
General. — Where the director concludes that the offer should be 
accepted and the unpaid amount of tax (including any interest, 
penalty, additional amount, or addition to the tax) is less than 
$500, he will prepare and si~~n an appropriate abstract and state- 
ment and approve the case for acceptance. (Exhibits C and F. ) 
A letter will be prepared and mailed by the director to the pro- 
ponent, notifying the proponent of the acceptance of the offer. 
(Exhibit K, I, or M. ) Copies of such letter and the abstract and 
statement will be forwarded to the Commissioner of Internal 
Heveiiue, Attention: 0: A, Washington 25, D. C. , for filing in 
accordance with section 3761(b) of the Code. In cases accepted 
by the director and involving income, excess-profits, declared 
value excess-profits, capital stock, estate or gift taxes (other than 
cases involving penalties or interest only), a copy of the abstract 
and statement will also be forwarded to the Information Ofhcer, 
Office of the Commissioner, to comply with Executive Order 10386 
and related T. D. 5927, both approved August 20, 1952, C. B. 
195&2, 298. After receipt of payment in full in accordance with 
the terms of the offer, the director will prepare Form 7878-D, 
~schedule of Accepted Offers in Compromise (exhibit R), adjust 
the account of the proponent, and, where applicable, abate the 
liability compromised. Form 7878-D will be used as a voucher 
for accepted offers. 

(2) Post review of offers. — Post review of offers accepted by the 
director in compromise of liabilities of less than $500 will be 
conducted in accordance with instructions to be issued. 

(c) Offers recommended for acceptance by director of internal 
recenue — Liability of 6500 or more. — Where the director con- 
c1udes that the offer should be accepted, and either (1) the unpaid 
airiount of tax (including any interest, penalty, additional amount, 
or addition to the tax) is $500 or more, or (2) the offer is in com- 
promise of a specific penalty, the director will prepare and sign 
an appropriate schedule and abstract and statement. (Exhibits 
E and C, D. or F. ) The compromise file will be forwarded to the 
Commissioner of Internal Revenue, Attention: O: A, Washing- 
ton 25, D. C. , for review and approval, or disapproval, of the 
recommendation for acceptance. In those cases where the offer 
is based in whole or in part on doubt as to liability, the returns 
will also be forwarded to Washington with the case. 

(d) I'rocedure in cases involving j oint jurisdiction. — (1) Cases 
to be referred to Intelligence Division, Office of the Director. — 
Where (A) the merits of the ad valorem fraud penalty are in- 
vo1ved, ( 1&) the case is one in which the special agent has recom- 
rnended assertion of the penalty, and (C) the A. udit Division of 
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the director's once contemplates recommending acceptance of the 
offer, the entire file will be forwarded by the Audit Division to 
the Intelligence Division for concurrence or comment, If the 
Intelligence Division concurs in the recommended disposition of 
the o8er, the o8er will be processed in accordance with para- 
graph 4(b) or 4(c). If no agreement is reached as to the dis- 

osition of the o8er, the entire file will be forwarded to the 
irector for consideration. Final decision with respect to the 

disposition of the ad valorem fraud penalty is vested in the direc- 
tor in those districts in which the special agents are under the 
jurisdiction of the director; in other districts the final decision is 
vested in the district commissioner. 

(2) Cases to be referred to Assistant District Commissioner, 
Appellate. — Where an ofFer is based in whole or in part on doubt 
as to liability, and such liability was determined by the former 
Technical StaB', the former Appellate Sta8, or the Appellate 
Division, the oB'er and related file will be forwarded by the direc- 
tor to the Assistant District Commissioner, Appellate, for con- 
sideration. The Assistant District Commissioner, Appellate, in 
connection with his consideration of the case, may call upon the 
director to conduct any investigation considered necessary, and 
will prepare a memorandum setting forth the facts, issues dis- 
cussed, and the reasons for the conclusions reached. This mem- 
orandum, together with the entire file, will be forwarded to the 
director for processing of the case by him in accordance with the 
conclusions reached by the Assistant District Commissioner, 
Appellate, and the procedure outlined in subparagraph 4(a), 
4 (b), or 4(c) herein. 

(3) Cases to be referred to district counse/. — The director will 
refer to the district counsel for an opinion any o8er which the 
director finds to involve a doubtful question of law or with respect 
to which for any other reason in the judgment of the director such 
an opinion should be obtained. 

(e) Headquarters procedure. — (1) Approved cases' — The of- 
fers in compromise recommended for acceptance by the director 
will be reviewed in the oSee of the Assistant Commissioner (Op- 
erations), Washington 25, D. C. , and, if such recommendations are 
approved, the o8ers will be forwarded to the Chief Counsel for 
review, and then to the Commissioner for approval. If approved 
by the Commissioner, a letter will be prepared and mailed in 
Washington notifying the proponent of the acceptance of the of- 
fer. In cases accepted by the Commissioner and involving income, 
excess profits, declared value excess-profits, capital stock, estate 
or gift taxes (other than cases involving penalties or interest only ), 
a copy of the abstract and statement will be forwarded to the 
Information Of6cer, OSce of the Commissioner, to comply with 
Executive Order 10386 and related. T. D. 5927, supra. Copies 
of the letter mailed to the proponent, including copies of the 
schedule and abstract and statement, will be retained by the 
Assistant Commissioner (Operations), for compliance with sec- 

tion 8761(b) of the Code, and the preparation of the required 
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docuinents in accordance with other established procedures. The 
compromise file, including the original schedule and the abstract 
and statement, a copy of the letter mailed to the proponent, and 
any returns or related papers which had been forwarded to Wash- 
ington, will be returned to and retained by the director having 
jurisdiction of the case. 

(2) Cases returned for further consideration. — In the event 
the recommendation of the director for acceptance of the offer 
is returned by the Bureau for further consideration, the compro- 
mise file will be accompanied by a memora. ndum containing the 
reasons for such action and any instructions which may be con- 
sidered appropriate. 

5. Default in payment: 
(a) Accepted offers — Liabi7~ty Less than $500. — Where an in- 

stallnient offer in compromise wliich has been accepted by the 
director is in default, the director has the option under the specific 
printed terms of tlie offer, by reason of his delegated authority, 
either (1) to proceed by suit to collect the balance due on the 
offer; or (2) to terminate the offer, apply the amount deposited 
on the offer against the tax liability, and proceed to collect the 
balance due. (Exhibits N and O. ) Where the proponent is in 
default, the director may reinvestigate the proponent's financial 
condition, and, if it appears to be in the best interests of the 
Government to permit the proponent to make payment of the 
balance due on a revised basis, a letter will be prepared by the 
director advising the proponent that payments on the offer will 
be accepted on the revised terms suggested by the proponent, and 
that action looking toward declaring the offer in default will be 
held in abeyance pending payments under the revised terms. 
However, if it appears to be in the best interests of the Govern- 
ment to declare the offer in default and proceed with the collection 
of the balance due on the liability, the director will advise the 
proponent by letter that the arrangements looking toward the 
coinpromise of the liability have been terminated. Copies of such 
letters declaring the offer in default will be forwarded to the 
offices which previously received copies of the acceptance letter. 

(6) Accepted offers — LialnLity $500 or more. — It is the respon- 
sibility of the director to advise the Commissioner of the default 
in the terms of an accepted installment offer in compromise in- 
volving a liability of $500 or more. Where the director advises 
the Commissioner that payments on such an accepted installment 
offer in compromise are in default, the Commissioner has the 
option, under the specific printed terms of the offer either (1) to 
proceed by suit to collect tlie balance due on the oker; or (2) to 
terminate the offer, apply the amount deposited on the offer 
aga. inst the tax liability, and proceed to collect the balance due. 
Where a proponent is in default and he submits a letter to the 
director or to the Commissioner requesting permission to make 
payments on the offer on a revised basis, the Commissioner may re- 
quest information from the director as to the current financial 
condition of the proponent& the director's recommendation as to 
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the action to be taken on the offer and his reasons therefor. If, 
upon receipt of the report of the director, it appears to be in the 
best interests of the Government to permit the proponent to make 
payment of the balance due on the revised basis suggested by the 
proponent, letters will be prepared in the Bureau advising the 
director or the proponent that payments on the offer will be ac- 
cepted on the new terms, and that action looking toward declaring 
the offer in default will be held in abeyance pending payment 
under the revised terms. However, if it appears to be in the best 
interests of the Government to declare the offer in default and 
proceed with the collection of the balance due on the liability, the 
Bureau will advise the proponent by letter that the arrangements 
looking toward the compromise of the liability have been termi- 
nated. Copies of such letters declaring the offer in default, or 
revising the terms of the offer, will be forwarded to the o%ces 
which previously received copies of the acceptance letter. 

CHIEF COUNSEL CASES 

6. Jurisdiction of the Chief Counsel. — The Chief Counsel will repre- 
sent the Commissioner in the consideration of offers in compromise of 
liability in the following cases: 

(a) Cases in which recommendations for prosecution are pend- 
ing in the Chief Counsel's ofilce, the Department of Justice, or 
ofilces of. United States attorneys, including cases in which crimi- 
nal proceedings have been instituted but not, disposed of and 
related cases in which offers in compromise have been submitted 
or are pending; 

(5) Cases in which the taxpayer is in receivership or is in- 
volved in a proceeding under any provision of the Bankruptcy 
Act; 

(c) Cases in which the taxpayer is deceased (all classes of taxes, 
including estate tax, and gift tax where donor is deceased); 

(d) Cases involving proposals to discharge property from the 
effect of tax liens; 

(e) Cases involving insolvent banks; 
(f) Cases involving assignments for the benefit of creditors; 
(g) Cases involving liquidation proceedings; and 
(h) Other cases in which court proceedings are pending. 

'7. 'Processing procedure and reports of investigation. — In those 
cases described in items (b) through (h, ) of paragraph 6, the director 
of internal revenue will record the offer in compromise in accordance 
with existing procedures and forward the original of the offer and the 
Form 433, Statement of Financial Condition and Other Information, 
to the Chief Counsel, Bureau of Internal Revenue, Washington 25, 
D. C. , advising that he is retaining the duplicate copy of the offer 
and financial statement for investigation. Upon completion of the 
report, it will be reviewed and transmitted by the director to the Chief 
Counsel with his recommendation as to acceptance or rejection. 

8. Cases invoLving crimina proceedings. — In those cases described 
in item (a) of paragraph 6, the offer will be recorded in accordance 
with existing procedures and the original thereof will be forwarded to 
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the Chief Counsel. In such cases no investigation will be made unless 
specifically requested by the Chief Counsel. 

9. Preparation of memoranda and letters. — In cases to be con- 
sidered by the Chief Counsel's office, the rejection and acceptance 
letters, rejection memorandums, and abstracts and statements recom- 
mending acceptance will be prepared in that office in accordance with 
existing procedure. 

GENERAL 

10. Piesponsibility for coVection: 
(a) The Government's interests as determined by the director 

will govern in establishing whether or not collection. of the liability 
will be suspended during consideration of an offer in compromise. 

(b) It is also the responsibility of the director to collect any 
amount due under the terms of an ofFer in compromise. 

11. Schedule of offers in compromise. — Forms 879 (Revised), 7878, 
7878 — D, and 7879 (Revised) will be used as vouchers to support the 
account and the records of the directors. Form 879 (Revised), Sched- 
ule of Offers in Compromise, (exhibit P), in addition to serving as a 
voucher to the special deposit account, will be used as a means of trans- 
mitting the list of offers in compromise to the Commissioner of In- 
ternal Revenue, Washington 95, D. C. , with the Account Current, 
Standard Form 1019. No offers will be forwarded to the Commis- 
sioner for control purposes. Forms 879 (Revised), will be used only 
as vouchers. Form 7879 (Revised), Schedule of Rejected or With- 
drawn Offers in Compromise, (exhibit Q), will be used as a voucher 
only and will always be prepared in the offices of the directors. Form 
7878, Schedule of Accepted Offers in Compromise, will be continued 
in use and will always be prepared in Washington for the scheduling 
of offers which are accepted by the Commissioner. Form 7878-D, 
Schedule of Accepted Offers in Compromise, (exhibit R), will be 
provided for the use of the directors in instances where the ofl'er is 
accepted by the director. 

12. Delegation of authority. — There is hereby delegated to each offi- 
cer and employee of the Bureau of Internal Revenue who is authorized 
or required herein to exercise or perform any function or functions, 
such authority, duty, and power as is necessary to the performance of 
such function or functions. 

18. Revocation of prior inconsistent instructions and procedures. — 
All prior mimeographs, instructions, and procedures which are incon- 
sistent with the provisions of this Revenue Ruling are, to the extent of 
such inconsistency, superseded or revoked. 

14. Correspondence. — Correspondence relating to the contents of 
this Revenue Ruling should refer to its number and to the symbols 
0:A. 

15. Effective date. — This Revenue Ruling will be effective with re- 
spect to all offers in compromise coming within its jurisdiction and. 
which are filed on or after July 1, 1958. Offers in compromise filed 
prior to July 1, 1953, will be processed in accordance with existing 
procedures by the offices now having jurisdiction of such ofFers, except 
as otherwise directed by the Assistant Commissioner (Operations). 
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EXHIBIT A 

(Rejection memorandum) 

Form 1Ã1 
V, S. TREASURY DEPARTMENT 

INTEENAL REVENUE SEEVICE 

REJECTION OR %ITHDRAWAL MEMORANDUM 

BUREAU OF INTERNAL REVENUE 

In re: Offer to compromise liability of: 

XYZ Company 
Southland, Fla. 

Liability as follows: 

Case No. 
Symbols 
Office 

Jacksonville, Fla. iy 
Collection District 

YEAN 
DATE 

Assssssn 
INTERE9T 
AssEssED 

PENALTY 
ASSESSED 

TOTAL 
A99ESSED 

12-31-49 
12-31-50 

6 — 15-52 
6-15-52 

I. T. $4, 500. 00 
I. T, 14, 000. 00 

$607. 50 
I, 050. 00 

$5, 107. 50 
15, 050. 00 

TOTALS $18, 500. 00 $1& 657. 50 $20, 157. 50 

Kind of tax Income 
Amount of offer $10&000 

Number of pending offers 
Date notice of lien filed. July 15& 1952 

Recommend offer be rejected 

(Signatures of person preparing memo- 

randum and 

reviewers with date thereof) 

Recommendation approved for reasons 
stated hereinaftcrl 

tDireetor of Internal Revenue) 

I. SUMMARY 

The taxpayer is seeking to compromise under the authority of section 8761 
of the Internal Revenue Code assessed income taxes, including interest, for the 
calendar years ended December 81, 1949, and December 81, 1950, totaling 
$20, 157. 50, plus accrued interest. The amount of the offer is $10, 000 cash, to- 
gether with waiver of refunds and other provisions on Form 656 (Revised Jan- 
uary 1951). This appears to be the first offer submitted by the taxpayer. 

The offer is based on doubt as to collectibility. It is recommended for re- 
jection for the reason that the corporation has assets or equities in assets based 
on forced sale values totaling $82, 000 from which the total amount of the 
liability is collectible. 

II. FAOTs As To LIABILITY 

A review of the evidence of record indicates that the tax liability has been 
correctly determined. No objection was taken to the determination of the lia- 
bility by the taxpayer. The tax therefore is held to be legally due. 
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III. I hors hs vo Cor. nrccrrntLrTx 

The taxpayer corporation is a canner and distributor of seafoods of all kinds, 
particularly specializing in canned shrimp, oysters, turtle soup, crabmeat, oyster 
gumbo, and shrimp gumbo. It was incorporated under the laws of the State 
of Florida in 1934 and its financial structure consists of common stock of $o, 000 
all issued and outstanding and held by John Smith and wife, Mrs. Jane Smith, 
who are ofiicers of the company. 

A Fortn 433, subscribed and sworn to under date of August 31, 1952, by the 
President of the corporation, was submitted, which discloses the following assets 
and liabilities: 

Asse. 's 

Cash 
Accounts receivable 
Merchandise inventory 
Real estate 
Furniture and fixtures 
Machinery and equipment 
Trucks and delivery equipment 
Automobiles 
Securities 
Boats 
Plant supplies 

Present book 
varae 

$666. 55 
36, 227. 73 
17, 869. 30 
15, 610. 83 

729. 35 
8, 685. 06 
1, 175. 59 
1, 005. 43 
2, 500. 00 

87, 201. 66 
6, 431. 28 

Fair market 
va &se 

$666. 55 
28, 000. 00 
17, 869. 30 

Forced sa. 'e 
vatne 

$666. 55 
20, 649. 78 
17, 869. 30 

2, 500. 00 
47, 300. 00 
3, 431. 28 

2, 500. 00 
8, 720. 16 
1, 000. 00 

18, 000. 00 15, 000. 00 

Total assets 178, 102. 78 117& 767. 13 66, 405. 79 

Liabiti&ies 

Accounts payable 
Notes payable 
Mortgage 
Accrued real estate taxes 
Prior years income tax and interest 

$98, 402. 24 
32, 600. 00 
25, 000. 00 

535. 16 
24, 406. 83 

Total liabilities 180, 944. 23 

iVet worth 

Capital stock issued and outstanding $5, 000. 00 
Deficit (7, 841. 45) 

Net deficit (2, 841. 45) 

An investigation discloses that the valuations placed by the taxpayer on its 
assets, with the exception of the forced sale value of its boats, are substantially 
correct. The taxpayer estimated the forced sale values of the unencumbered 
boats to be $8, 720. 16, whereas it appears that approximately $25, 000 could be 
obtained for them at an inunediate sale. 

A detailed analysis of the forced sale values of the assets of the taxpayer 
based upon the information contained in the I& orm 433, the investigation of the 
taxpayer's financial condition, and the additional information obtained at a 
conference with representatives of the taxpayer under date of October 31, 19o2, 
is as follows: 

Cash. — The representatives for the taxpayer stated that the bank balance is 
usually low and the amount shown on the siateinent is representative of the 
sum usually available. 

Accounts recetcable. — A. detailed schedule of the accounts receivable was sub- 
mitted by the accountant for the taxpayer corporation prior to the above-men- 
tioned conference. This schedule disclosed total accounts receivable of 
$59, 603. 03, a reserve for bad debts of $23, 465. 30 and a net book value of $36, 227. 73. 
The representatives for the taxpayer agreed at the conference that a forced 
sale value of $20, 649. 78 for the good accounts appears reasonable. 

Inrentory. — The inventory of $17, 869. 30 is pledged with the Peoples Bank, 
Southland, Fla. , as partial security for a loan of $22, 000. 

The real estate, furniture, and fixtures, delivery equipment and machinery 
and equipment, together vvith three or four of the boats are pledged with the 
Peoples Banl-, Southland, Fla. , for a loan of $25, 000. There appears to he no 
realizable equity in these assets. 
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Eoroes sate oat&&ex 

$(ifl&L 55 
20, ()40. 78 
1, 500. 00 
1, 000. 00 
8, 720. 10 

Cash 
Accounts receivable 
United States Bonds 
I'lant supplies 
Boats 

United, States Bonds. — The Form 488 shows United States Savings Bonds with 
a forced sale value of $', :i00. It is alleged that $1, 500 of these bonds were 
lost in a hurricane sometime ago and the proponent is endeavoring to obtain 
duplicates for them. 

Plant sitpplies. — The representatives for the taxpayer are in agreement as 
to the forced sale value of the plant supplies. 

Bo&tts. — The taxpayer corporation in the supporting documents flled with the 
Form 488, stated that Mr. C. J. Roe of ltoe Marine Engine Co. , Southland, Fla. , 
was in their opinion "one of the hest informed men, as to the value of boats, 
on the ('u)f Coast. " This al&pears to be true. Inquiry of Mr. ('. J. IX&te &lis- 

closed that in his opinion the boats had a fair market value of $47, 800, but a 
forced sale value in excess of the $8, 720. 10 st&&teil in the Foriu 4:)8. Based on 
the conversation with Mr. Roe the boats appear to have a forced sale value 
of at least $25, 000. 

Acronnts payable. — The accounts payable represent current amounts owed for 
supplies, inventories, repairs to boats, a&id iuiscellaneous expenses. These 
accounts do not have priority over the tax lien of the (*"uverninent. 

Rates payable. — The notes payable &onsist of $22, 000 owed the I'eoples Bank, 
Southland, I&'la. , which is partially secured by the inventory of the t;ixltayer and 
an unsecured note in the amount of $10, 000 due the Second National Rani- of 
Southland, Fla. 

Ifortgage. — This item represents the amount due the Peoples Bank, Southland, 
Fla. , which is secured by the real est ite, furniture and fixtures, trucl's, and 
machinery and equipinent. 

Prior years income taxes and interest. — This item includes interest a& crued 
on the unpaid assessment. 

In sumination of the foregoing and based on the forced sale value agreed to 
by the representatives for the taxpayer, it appears that the tax liability is col- 
lectible in full from the following assets: 

Total 82, 580. 40 

The taxpayer disclosed the folloiving losses on the Form 488: 
Loss 

Calendar year 1050 ($28, 088. 55) 
Calendar year 1051 (474. 81) 
Period Jan. 1, 105'-', to July 81, 1052 (18, 12&8. 08) 

Prior to termination of the conference held on October 81, 1052, tiie repre- 
sentatives of the corporation stated tiiat upon receipt of notitication of rejection 
of the oi'fer they would work out a method of payment of the liability on an 
installment basis. 

Mr. Sinith, president of the corporatiou, st&&ted that while the corporation 
has had some bad years recently he is of the opinion that by reducing its ex- 
penses and obtaining some working capital it might be able to show a profit as 
he anticip;ites the industry to show a turn for the better. 

IV. CoivcLUsioÃ 

In view of the foregoing, it is recommended that the oKer lie rejected. 

ExPLxÃsTORY NATE. — Tliis Exhibit is based solely on doubt as to collectibility. 
In such cases it is not necessary to show in detail how the tax liability was 
determined. 

In cases involving doubt as to liability, part II, Facts as to Liability, should 
show briefly the issnes, pertinent facts, contentions of proponent, and conclusions 

reached. In such cases it is sufficient under part III, Facts as to Collectibility, 
merely to show that the question of collectibility is not in issue and that the 
liability is collectible in full. 

263354' — 53 — 33 
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EXHIBIT B 
(Withdrawal memorandum) 

Form 1271 
U. S. TREASUI&Y DEPARTMENT 

INTERNAL REVENUE SERVICE 

REJFCTION OR WITHDRAWAL MEMORANDUM 

BUREAU OF INTERNAL REVENUE 

In re: Offer to compromise liability of: 

XYZ Company 
Southland, Fla. 

Liability as follows: 

Date Case No. 
Symbols 
Office 

Jacksonville, Fla. i y 
Collection District 

YEAR DATE 
ASSESSED 

INTEREST 
Assssssn PENALTV TCTAL 

1949 3/15/51 $5, 000 $300 3 s 300 

TOTALS $5, 000 $300 $5, 300 

Kind of tax Income 

Amount of ofi'er $1, 000 
Number of pending offers One 

Date notice of lien filed 4/15/51 
Poecommendation of examining 

officers 

Pecommend offer be considered withdrawn 

(Signatures of person preparing memo- 

randum and revietvers with date thereof) 

Recommendation approved for reasons 
stated hereinafter: 

I. SUMMARY 

(Director oi Internal Revenue) 

The liabiliiy sought to be compromised represents a deficiency applicable to the 
ret«rn filed by the taxpayer for the vear 1!)49. There is no dispute as to the 
propriety of the liability tvhich is h& 1&1 to be 1& gaily due. 

The taxpayer's present financial condition was reviewed with him and, based 
on information which he furnished it appeared that since the time he submitted 
his ofTer his financial condition has improved to such an extent that if given 
a reasonable period of time he could liquidate the total liability outstamling 
against him. The taxpayer withdrew his offer and agreed to allow all 
moneys air&:idy paid on the offer to be applied against the unpaid liability. 
He further stated he would make arran ements for payment of the balance 
due. 

The taxpayer's letter of withdrawal, which is in the file, states in part as 
follows: 

"In view of the fac4 that I have been advised that my offer cannot be recom- 
mended for acceptance, I hereby withdraw the said offer and request that vou 
apply the $1, 000 paid on the offer against the liabilitv owing for the year 1949. " 

In view of the foregoiug, the offer is considered withdrawn in accordance with 
the taxpayer's request. 



EXFII BIT C 

(Ad valorem penalty cases) 

ABSTRACT AND STATEMENT 

TREASURY DLcPARTDIENT 

Office of the 

DIREI. 'TOR OF INTERNAL REVENUE 

(Address) 

UNITED STATES 

vs. 

(Name and address of proponent) 

COMPROMISE CASE 
N . o. 

District 
N DT IN S II IT 

Charge: 

Terms of offel 

Assessment: 

S tatelnent: 

(To be used if 
accepted) CI 

(To be used if 
rejected or 

withdrawn) Q 

Liability incurred under the provisions of section of the 
Internal Revenue Code, for failure to tile tiix re- 
turn, Form, wilhin the time required, for the (period 
or year), 

The taxpayer is seeking to compromise under authority of 
section 87(ll, Inierual Revenue Code, and s u b m i t s 

, together with waiver provisions on Eorm 
(l5(i, to comproniise liability in the aniount of $ 
representing unpaid delinquency penalty or penalties. 

The taxpayer's return for the period involved has (not) been 
audited and closed. The tax, (noupayment penalty), and 
interest hare been paid in full. 

Tnaaate Taa Z1npaid 
period paid Dnte dne Date Pled penatt p Offer 

The offer is substantially in conformity with the requirelnents 
of section 5220, Part V, Internal Revenue ATanual. * There- 
fore, it is recomniendcd that this offer be accepted with 
waiver of refund limited to the amounts which may have been 
p;lid on the penalty or penalties and the case closed. 

The offer is rejected since (1) it is not in conforniity with 
the requirements of section 5220, I'art V, Internal Revenue 
Manual, e or (2) reasonable cause has been clearly established 
and the penalty Ivill be abated, or (3) the offer has been 
withdrawn. 

ArruovED: 
(A. cceptance) (Rejection) (Withdrawat) 

EtEcoMMENDED BT: 
(Signatures of person 

preparing Inemorandum 

DATE 

and reviewers. ) 

Director of Internal Revenue 

alror use of Bureau employees only. 
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UNITED STATES 

EXPIIBIT D 

(Specific penalty cases) 

Al&STEACT AND STATEMENT 

TREASURY DEPARTMENT 

Oflice of the 

DIRECTOR OF INTERNAL REVENUE 

(Address) 

Co»&PBOMIsE CA BE 
No. 

District 

(Name and address of proponent) Nol IN Surr 

Charge: Violation of section, Internal Revenue Code, through 
failure to: 

(State the nature of the violation) 

TERMS OF OFFER 

Under authority of section 87(ll, Internal Revenue Code, tbe taxpayer sub- 
mits $, to compromise the specific penalty imposed by section 

, of the Code, for failure to comply wiih the law. 

ASSESSMENT 

The specific penalty in this case has not been assessed. The tax, and ad 
valorem penalty where applicable, in the total amount of $, have 
been paid in full, or the documentary stamps, in the alnouut of $ 
have b& en l&roperly affived and cancelled. 

STATEMENT» 

C] (a) Ac«eplance is recolnu)ended since it appears that the offer is substan- 
tially in conformity with the requirements of section &27, et al. , Part V, Inter- 
nal Revenue AIanual **; or 

(f&) Rejection is rec»n)mended for the reason that (I) additional evidence 
subn&it ted discloses that the specific penalty should not be asserted, (2) the offer 
is insufficient to comprolnise the pe&)alty incurred, or (8) it is a second offer 
inadvertently sublnilted covering the same offense which has previously been 
compromised; or 0 (c) Offer is withdrawn. 

Al raovED: 
(An opt ance (For (For 
recommended) rejection) withdrawal) 

RE«o»&MENDED Ifv: 
(Signatures of person 

preparing abstract 

and statement, and 

DATE 

reviewers) 

Director of Ir&terr&ot Revenue 

*Che«k paragraph applicable. 
»»Fur use of Bureau employees only. 
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Forpa 7251A 

(Res. June 1058) 

EXHIBIT E 
(Schedule of accepted offers in compromise) 

TREASURY DEPARTMENT 

Office of the 

COMMISSIONER OF INTERNAL REVENUE 
WASHINGTON, D. C. 

THE CohtMIssIONER OF INTERNAL REvENUE 
I submit for your consideratton the following schedule of offers in compromise, 

which I recommend for acceptance: 

CASE 
NO. 

NAME OF TAXPAYER AMOUNT OF 
Lnntr. nr AMOUNT OF OFFERS 

(Name and address of 
proponent) 

$13, 933. 70 $5, 000 consisting of $1, 000 cash 
with offer, $1, 000 payable on 
Nov. 1, 1953, and balance pay- 
able $500 every 6 months there- 
after, with interest at the rate of 
6 percent per annum on all de- 
ferred payments from the date 
this offer is accepted until the 
respective payments are made in 
full, together with waiver of re- 
funds, default agrecmcnts and 
other provisions on Form 656 — C 
(Revised April 1950). The tax- 
payer has also executed a col- 
lateral agreement with respect to 
additional payments from future 
earnings. 

Total number of cases, 1; Total liability, $13, 938. 70; Total offers, $5, 000 

In accordance with the provisions of Treasury Department Order No. 150 — 25 
the offers in compromise listed on this schedule have beer. considered and they are 
hereby accepted. 

(Date) Commi as(oner 
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Form 7249 

EXHIBIT F 

(Tax offers) 

TREASURY DEPARTMENT 
RUREArr OF INTERNAL RE'ENUE 

Office of 
(Address) 

ABSTRACT AND STATEMENT 
In re: Ofi'er in Compromise: 

Liability of Syrr bols: 
District: 

John Doe 
(Address) 

ft'ot tn suit. 

Liability as follows: 

YEAR 
DATE 

AcSFRSED 
6% IETEREsT 

AssassED 

IETEREST 
AccacED To 

rrlsolss 
PEEALTT To'riir, 

1948 $11, 000. 00 6/15/52 $2, 145. 00 $788. 70 $13, 933. 70 

TOTAL 111 000. 00 XXXXX 2, 145. 00 788. 70 13, 933. 70 

Amount of offer $5i000 

Ircjnri of tax Income Tax 

Date notice of lien filed 9/20/52 
Is case pending before Tlie Tax Court of 

U. S. f » 
AVas collection of tax barred at time offer 

filed No 

AVas bond filed No 

(Signatures of pc son 

preparing memoran- 

dum and reviewers. ) 

(Date) 

(Date) 

(Date) 

(Pate) 

Acceptance recommended by: 

(Date) 

Terms of offer: $5, 000 consisting of $1, 000 cash with ofier, $1, 000 payable on 
November 1, 1953, and balance payable $500 every six months thereafter, with 
interest at the rate of 6 percent per annum on all deferred payments from the 
date this offer is accepted until the respective payments are made in full, together 
with waiver of refunds, default agreement and other provisions on Form 656 — C 
(Revised April 1950). The taxpayer has also executed a collateral agreement 
with respect to additional payments from future income. 

I (accept) (recommend acceptance) for the reasons embodied in the attached 
statement. 

Direclor of Internal Revenue. (Date) 

In re: John Doe. 

I. SUM MARY 

The taxpayer is seeking to conipromise under the authority of section 3761 
of the Int. ernal Itevenue Code, an unpaid income tax liability including interest 
for the year 1050, totaling $13, 933. 70. The amount of the offer is $5, 000, con- 



sisting of $1, 000 cash with offer, $1, OUO payable on November 1, 1053, and balance 
payable $500 every 6 months thereafter, with interest at the rate of 6 percent 
per annum on all deferred payments from the date this offer is accepted until 
the respective payments are made in full, together with waiver of refunds, 
default agreement and other provisions on Form 656 — C (Revised April 1', )5&0). 
In addition to the foregoing, the taxpayer has agreed to pay a grndunted per- 
centnge of his future income in excess of $7, 500 to the Director for the years 105&4 

to 196&0, inclusive, such amount not to exceed the total unpaid tax liability, in- 
cluding assessed and accrued interest. 

The offer is recommended for ac&eptnnce for the renson thnt it appears to 
b& in ezccss of the sum collectible from n forced snle of all of the tazpnyer's 
assets nnd gives adequate consideration to his earni»g capacity nnd future 
prospects. 

II. I'AcTs As To L&AsnzTz 

The tazpayer filed an income tax return for the year 105&0 disclosing a net 
incotne of $16, 000 nnd a tnx liability of $153, which was paid. As a result of 
nn investigation, a deficieu&y in the a&nount of $11, 000 wns asserted. The tax- 
payer filed a petition with 'I'he T;&x Court of the United States but as he failed 
to prosecute the petition it wns dismissed for lack of prosec»tion. The court's 
order was entered on Mnrch 31, 105&2. As the tnx linb. lity h:&s been assessed 
pursuant to an order of The Tnx Court of the United States, which hns become 
iinnl, the tax is legally due. 

III. FAcTs As To Co»IECTISIEITY 

Taxpayer is . &0 vears of age, married, and bas two children, ages six nnd two, 
dependent upon him for support. Iie is actively engaged as president of the 
ABC, Inc. 

The taxpayer's sworn statement of assets and liabilities as of March 31, 1953, 
discloses the following: 

Assets 

(1) Cash 
(2) Land contract 
(8) Residence 
(4) 18 shares ABC, Inc. pfd. 

stock 
(5) 2140 shares ABC, Inc. 

common stock 
(6) Automobile 
(7) Life insurance (cash value) 
(8) Household furniture 

Encumbrances 
anq 

eremptions 
I&run table 

eq&ufy 

$150. 00 
200. 00 

1, 000. 00 

1, 800. 00 

2, 140. 00 
600. 00 

4, 961. 47 
2, 500. 00 

500. 00 500. 00 

none none 
300. 00 300. 00 

4, 961. 47 4, 861. 47 100. 00 
500. 00 300. 00 200. 00 

J'oree&t sale 
Book value value 

$150. 00 $150. 00 
500. 00 200. 00 

14, 500. 00 12, 575. 00 $11, 575. 00 

Total assets 27, 151. 47 19, 186. 47 16, 736. 47 2, 450. 00 

Liabilities 

(9) Bank loan, Second Na- 
tional Bank 

(10) Bank loan, First National 
Bank 

(11) Edwin Black 
(12) Current bills 
(13) Mortgage payable and 

contract payable 
(14) Life insurance loan 
(15) Income tax liability 

Deficit 

$600. 00 

250. 00 
1, 415. 00 
I, 338. 86 

11, 575&. 00 
4, 861. 47 

13, 933, 70 
(6, 828. 56) 

Total 27, 151. 47 

(1) The investigation made of the taxpayer's financial condition indicates the 
taxpayer has only a small amount of cash on hand at all times. 

(2) The taxpayer sold his fortncr home located at 200 Illnnk Avenue, 
Ohio during October 10»2. The sales price was $35&00 

the purchaser assuming the outstanding mortgage on the property of $2, 5&00, 

paid $850 in cash and gave the taxpayer a land contract in the amount of $650 
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to cover the balance. The purchaser is paying the taxpayer $20 Per month on 

the contract. This sum, the taxpayer states, is being Paid to The Realty Com- 

pany for the purpose of repaying an advance made by that company to the tax- 
payer at the time he purchased his new home. Mr. Doe in a sworn statement 
subn&itted by him, shosvs this contract as having no forced sale value. While 
such contracts usually have very little resale value, nevertheless it is believed 
that in view of the fact the purr baser is making the payments thereon, a buyer 
could be found who would be willing to pay somewhere between $200 and $2:&0 

for the contract. 
(3) ln Ju]y 1950, the taxpayer purchased a new home for $14, o00 located at 

45&00 A'hite Avenue, , Ohio, He paid $2, 000 cash, $600 of 
svhich was borrowed from The Realty Company, and the balance was financed 
by a land contract in the sum of $12, 500 given to the seller. Subsequently, the 
taxpayer secured an $8, 000 first mortgage on the property and paid this sum 
on the land contract, which together with monthly paylnents made by bim, has 
reduced the land contract to its present value of $3, 575. The first mortgage 
bears int. rest at the rate of 4'g percent and the land contract at 5 percent per 
annum. The property was purchased in Mrs. Doe's name. It appears that if 
an immediate sale were made of the property, no more than $12, 575 could be 
realized, for the reason that it was purchased new by the taxpayer and there are 
a nuu&ber of other homes of the same type in the locality, unsold. A purchaser, 
to be interested in the taxpayer's property, very likely would demand a substan- 
tial discount, otherwise such a purchaser would buy one of the new homes. 

(4) ABC, Inc. , svas incorporated in April 1944 for the purpose of engaging in 
the stock brolrera e business. The taxpayer's original interest in the company 
was one-fourth, but he later returned some stock to be issued as a bonus with 
preferred stock svhich the companv issued to provide working capital. At the 
time of the issuance of the preferred stock, the taxpayer was financially unable 
to aequi&. e any of it himself. In 1950, a disagreement arose between the principal 
active officers and stockholders of the corporation and Air. Green, one of the 
principal stockholders, expressed his desire to withdrasv from the company and 
sell bis stock. The taxpayer, on October 30, 1950, purchased 25 shares of tbe 
preferred stock held by Mr. Green at its par value of $100 per share, or $2, 500. 
The taxpayer raised the amount necessary for the purchase of this stock by per- 
mitting $2, 000 of his salary to remain in the business and also by the application 
of a small dividend received on his stock against the purchase price. Subse- 
quently, the taxpayer sold 7 shares of the preferred stock back to the firm for 
$700 and purcl&used 300 shares of common stock at 8". 23 a share. The preferred 
stock and additional common stock was purchased by Mr. Doe in his wife's name. 

The balance sheet of ABC, Inc. , as of March 31, 1953, follows: 

Assets 

Cash 
Bonds and stocks 
Accrued interest receivable 
Notes receivable oificers and employees 
Accounts receivable (customers) 
investments 
I"urniture, fixtures and equipment 
Prepaid expense 
Treasury stock 
Surplus (loss) 

$14, 682. 58 
72, 049. 29 

374. 33 
11, 787. 50 
63, 527. 86 

975. 00 
9, 208. 78 

957. 88 
4, 101. 86 

(12, 249. 34) 

Liabilities 
Accounts payable 
Notes payable bank 
Reserve for taxes — State and Federal 1952 
Salesmen drawing account 
Reserve for depreciation 
Social security — Employees liability 
Social security — ABC, Inc 
Preferred stock (471 shares — Par value $100) 
Common stock (3, 000 shares Class A and 7, 000 shares Class B) 

189, 913. 92 

$76, 622. 86 
50, 100. 00 
1, 054. 91 
1, 879. 38 
8, 600. 08 

28. 37 
28. 37 

47, 100. 00 
10, 000. 00 

189, 918. 92 
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A summary of the operating statement of the ABC, Inc. , for the 8 months 
ended March 31, 1053, follows: 

Gross earnings $67, 305. 56 
Less: Expenses 91, 208. 03 

Net loss 23, 812. 47 

The taxpayer stated that he anticipated the loss of the ABC, Inc. , for the 
calendar year 1!(53 &vould exceed $20, 000, 

From the foregoing balance sheet, it is clearly evident that the common stock 
bas no value based on bo&&k figures and that the preterred stock is worth sub- 
stantially less than its par value. Irurlhermore. this company is a personal 
service corporation and auv sale of the stock would necessarily have to be made 
to one of the other stocl&holde&s, since an outside purchaser would not be in- 
terested in acquiring the stock unless he could obtain control of the brokerage 
business. 

The taxpayer places a fair marl'et valne on tbe 18 shares of preferred stock of 
$900 and no forced sale value. It appeals that one of the other sto&. kholders 
nlight be willin" to pay 35&00 for this stu«k if seized and offered for sale. Any 
value placed on stock of this cbara& ter is highly sp«culative. 

(5) As previously stated. the taxpaver's original interest in ABC, Inc. , was 
one-fourth, or 2. 500 shares. He later returned 450 shares to the corporation to 
be issued as a bonus with the»referred stock which the corporation issued 
to provide lvorkiug capital. In December li)50 he sold 350 shares at book value 
of $2. 50 per share, which redu&ed his holdings to 1, 700 shares. He later re- 
acquired 140 shares at tbe same price. In the latter part of li)51, the tax- 
paver sold 7 shares of preferred sto«k to the corporation and purchas& d an 
additional 300 shares of common stock at 32. 23 per share. The taxpayer at the 
present time, therefore, o&vns 2. 140 shares of the cunlmon stock. 

It is noted that there has been su&ac activity in the purchase and sale of 
the common stock of the corporation. but its activity merely represents read- 
justments of stock huldings between the principal officers and stockholders. 
The recent adjustments resulted from a disagreement between the officers and 
the retirement from active parti«ipatiun in tbe affairs of the corporation of 
Mr. Green. 

The taxpayer, in his sworn statement of assets and liabilities, listed the com- 
mon stock as having no fair market or forced sale value. This item appears to 
be correctly valued. 

An analysis of the above shown balance sheet of ABC, Inc. , as of 5iarch 31, 
1053, clearly indicates that based on book values, the stock has no value. Fur- 
thermore, with an opelating loss for the 8-month period ended March 31, 1953, of 
$23, 812. 47, and an anticipated loss for the calendar year 1053 of $26, 000 or more, 
the future prospects of the corporation do not appear very bright. 

The taxpayer submitted two letters dated &%1ay 20, 1953, and May 21, 1953, 
from officers of ABC, Inc. , and fir. Black, vice president of the First National 
Bank, respectively, for the purpose of showing the market value of the common 
stock. The pertinent parts of these letters are quoted below; 

"With reference to the shares of Class B common stock of ABC, Inc. , which 
are owned by Mr. Doe we (oificers of com&pany) «ish to advise vou that in our 
opinion the only market for this stock is among the other stockholders of the 
company. The company is dependent upon the personal activities of its of- 
ficers for its profits and we do not believe the stock could be sold for any price 
other than that which we, as officers, were willing to pay for it. We therefore be- 
lieve it has only a nominal value at the present time and that its value would 
be materially lessened by reason of the severance of Mr. Doe's relations with 
the company. " 

We have your letter of May 20 stating that you are negotlatlng with the 
Director of Internal Revenue in regard to a tax claim for 1050 income tax, and 
that in your negotiations you have represented to the Director that the Class B 
common stock of ABC, Inc. , has no value as collateral to a loan at this bank; 
and vou ask that we so indicate to you. 

0 
"You are correct in your statement in that we should have to consider that 

such stock would have no market whatsoever, outside of the present stoch- 
203354' — 53 — 34 
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holders, possibly ten in number, all of whom are actively engaged in the operation 
of the business. It is possible that we might lend you a nominal amount — say, 
a few hundred dollars — and take the stock as collateral; but, even in such a 
case, the loan would be considered by us as based upon your character and 
reputation rather than upon the possible realizable value of the collateral in 
the event you did not pa. y the loan. " 

The taxpayer owns only Class B common stock. The single difference between 
Class A and Class B stock is a preference as to dividends. Both stocks share 
equally in the event of dissolution. 

(6) The taxpayer owns a 1946 Plymouth automobile which has an estimated 
forced sale value of $300. 

(7) A statement of the taxpayer's life insurance policies is as follows: 
Policy Araonnl Loan caine Loan Equity 

X Y 2 Company $10, 000 $4, 861. 47 $4, 861. 47 None 
1, 000 100. 00 $100 

5'I N Company 5, 000 Term policy None 
2, 500 Term policy None 

(8) The household furniture has been acquired over a period of 25 years. It 
consists of the usual furniture found in a modest home. 'The taxpayer owns. no 
valuable antiques, curios, tapestries, etc. It is estimated the furniture has a 
forced sale value not in excess of $500. Under section 3691 of the Internal 
Revenue Code the taxpayer is entitled to an exemption of $300, thus indicating 
a realizable equity in this asset of approximately $200, 

(9), (10), (11), and (12) These liabilities represent unsecured debts which do 
not have priority over the Government's tax claim. 

(13) and (14) These items were fully explained under items 3 and 7. 
(15) This item represents the unpaid income tax liability made the subject 

of the offer in compromise. 
As previously stated, the taxpayer is actively engaged as president of the 

brokerage firm of ABC, Inc. His gross income for the years 1950, 1951, and 1952 
a. mounted to $4, 600, $8, 500, and $8, 000, respectively. The evidence of record 
indicates that ABC, Inc. , showed a substantial increase in business for the years 
1951 and 1952 which enabled the stockholders to increase their salaries. For the 
8-month period ended March 31, 1953, however, the file indicates that the corpora- 
tion had suffered a severe loss (approximately $24, 000). The taxpayer stated at 
the conference that it was unlikely that the active oificers and stockholders, of 
which he is one, will receive in excess of the basic salary of $500 per month 
for the year 1953. He further stated that it may be necessary to substantially 
reduce their compensation. 

A statement of the taxpayer's receipts and disbursements for the 12 months 
ended March 31, 1953, is as follows: 

Receipts 
Salary 
Dividends 
Loans from banks 

a$7, 500 
b 920 
c 850 

Total receipts 9, 270 

Disbursements 
Club dues, etc 
T axes 
Traveling — necessary to business 
Insurance 
Payments on home 
Interest 
Living expenses 

Total disbursements 

$422 
443 

1, 000 
d 700 

2, 080 
820 

3, 805 

9, 270 

o This item includes salary for 9 months at the annual rate of $8, 000 aud 3 months 
at the rate of $6, 000. 

"These dividends were received by the taxpaver from the ABC, Inc. , as of September 30, 
1952, and applied on the purchase price of its stock. 

"' 'I'bis item represents two unsecured loans obtained in 1952; $250 from the First 
National Bank and $600 from the Second National Bank. 

a Represents partial payment of life insurance premiums after applying available cash 
surrender value remaiuiug in policies This item also includes accident insurance premiums, 
insurance on home, and insurance on automobile. 
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IV. CoNcLUsioN 

An examination of the balance sheet shown herein discloses that the value of 
the taxpayer's equity in assets is not in excess of $2, 450, and there is considerable 
doubt as to whether or not such an amount would be realized from a forced sale. 
The taxpayer's earnings, while coinparaiively high for the years 1951 and 1952, 
have been reduced for the year 19O3, in view of the serious loss sustained by the 
brokerage firm of which the taxpayer is a member. The taxpayer's salary since 
January 1, 1953, has been at the rate of $500 per month, or $(i, 000 per annum. 

Due to the nature of the taxpa)er's business, stock brokerage, it is essential 
that he maintain business contacts, necessitating membership in social clubs and 
doing considerable entertaining in connection with securing accounts for the firm. 
Under such circumstances, it does not appear that the taxpayer can diminish 
certain expenses to any appreciable extent and still maintain his business con- 
tacts. ('onsidering the nature of the taxpayer's assets and the expense of a 
forced sale, the amount offered appears to be at least $8, 000 in excess of the total 
forced sale value of his assets available for the payment of the tax liability and 
gives adequate consideration to his present earning capacity. In addition to the 
foregoin ", the taxpayer has executed the following collateral agreement: 
"Coxl ilissloNER oF INTERNAL REvENUE, 

)Vaskington, D. C. 
"The undersigned taxpayer has submitted an offer dated 

in the amount of $5, 000, to compromise income tax liability, including interest, 
for the year 1948. The purpose of this letter is to amend the above offer to 
provide that as further consideration for its acceptance this proponent expressly 
agrees: 

"(1) It is understood and agreed that in addition to the regular annual install- 
ments specified in the offer I will pay out of annual income beginning with the 
calendar year 1954 additional amounts each year as follows: 

(a) Nothing with respect to the first $7, 500 of annual ir, come, 
(b) 20 per cent of annual income in excess of $7, 500 and not in excess of. 

$10, 000, 
(c) 30 per cent of annual income in excess of, 10, 000 and not in excess of 

$15, 000, and 
(d, ) 50 per cent of annual income in excess of $15, 000. 

"(2) It is understood and agreed that the term 'annual income' as vsed herein 
means adjusted gross income as defined in section 22(n) of the Internal Revenue 
Code, plus any portion of capital gains which are not subject to tax, plus other 
nontaxable income, and includes all earnings, profits, or gains from any source 
whatsoever, less the amount of Federal income tax paid which is applicable to 
such income and payroents made on offer in compromise. 

"(8) It is understood and agreed that the annual payments provided for in 
the foregoing paragraphs shall be paid to the Director of Internal Revenue, 
without notice by hiln, on or before kqarch 15 next following the close of the 
calendar year; such paymen'. s to be accompanied by a Sworn statement which 
shall refer to this agreement and set forth the annual income computed in 
accordance herevvith. In the event my annual income is not suificient to require 
a payment under the terms of this collateral agreement I shall nevertheless 
furnish tne Director a statement of my income for the preceding calendar year. 
All my books, records, and accounts will be open at all reasonable times for 
inspection to verify the income set forth in the statement. 

"(4) It is understood and agreed that the aggregate of all the regular specified 
installments plus the additional amounts, which may be paid from income under 
the terms of this collateral agreement, shall not exceed $18, 938. 70 plus interest 
on each installn ent to the date of payment. 

"(5) It is understood and agreed that interest shall be paid with respect to any 
annual payments based on income the same as is required to be paid on the 
regular annual installments. 

"(6) As a part of this offer, it is agreed that upon notice of acceptance of the 
offer in compromise the undersigned taxpayer waives any and all right, in the 
event of default in payment of the anuual payments hereinabove described, to 
contest in court or otherwise the amount of the liability sought to be compro- 
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mised, and that in the event of such default the Commissioner of Internal 
Revenue, at his option, (1) may proceed immediately by suit to collect any 
payment or payments in default, or (2) may disregard the amount of this offer 
and apply all amounts previously' paid hereunder against the amount of the 
liability sought to be corupromised. and may, without further notice of any kind, 
assess and/or collect by distraint or suit (the restrictions against assessment 
and/or collection being specifically waived) the balance of such liability. 

"( I) It is understood that this agreement shall be of no force or effect unless 
the offer in compromise dated is accepted. 

John Doe" 

In view of the foregoing, it is recommended that the offer be accepted. 

EXHIBIT G 

(Rejection letter — Tax cases) 

(On office letterhead) 

(Name and address of proponent) 

(Salutation) 
This refers to the (original) (amended) offer of $, submitted to 

compromise your tax liability, including interest (and 
ad valorem penalty), for the (fiscal)' year(s) (period 

) 
Careful consideration has been given to the above offer and it is hereby rejected 

for the reason that ihe tax is legally due and (the total amount) (an amount 
in excess of that offered) (is) (appears to be) collectible. There is no authority 
in the law for the acceptance of an off r in compromise of a tax legally due (if it 
can he collected) (for an amount less than can be collected). 

It is requested that you promptly take up the matter of payment of the lia- 
bility with this office. 

Very truly vours, 
Director of Internal Revenue. 

(On carbons ouly): 
1 cc Asst. Commissioner (Operations). 

EXHIBIT k 

(Rejection letter — Penalties only) 

(Ou office letterhead) 

(Name and address of proponent) 

(Salutation) 
This refers to your offer of $ subtnitted in compromise of (here 

state nature of penalty and year or other period involved). 
(Here state the basis of the rejection, such as, "You have subsequently estab- 

lished reasonable cause for delay in filing your return"; or "The amount of the 
offer is insufficien to compromise the penalty incurred, " etc. ) 

Your offer is therefore rejected and a check covering the amount submitted is 
enclosed. 

Very truly yours, 

Director of Internal Reoenue. 

(On carbons only): 
1 cc Asst. Commissioner (Operations). 
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EX III BIT I 

(Withdrawal letter — Deposit applied on liability) 

(On otffce letterhead) 

(Name and address of proponent) 

(Salutation) 
This refers to the offer of $1, 000 submitted to comprolnise your income tax 

liability, including interest, for the year 1040. 
This otffce is in receipt of a letter dated Noveulber 1, 10M, from you, which 

reads in part as follows: 
"In view of the fact th;lt I have been advised that my offer cannot be 

recommended for acceptance, I hereby withdraw the said uffer and request 
that you apply the $1, 000 paid on the oi'fer against the liability owing for 
the year 1040. " 

In view of the above, the oiYer is hereby considered as withdrawn and the 
amount deposited with the oiYcr will be applied against your unpa. id liability. 
If you have not already done so, it is requested that you promptly take up the 
matter of payment of the balance due on the liability with this office. 

Very truly yours, 

Director of Internal Revenue. 

(On carbons only): 
2 cc Asst. Commissioner ( Operations) . 

EXHIBIT J 
(Withdrawal letter — Deposit refunded) 

(On otffce letterhead) 

(Kame and address of proponent) 

( Salutation ) 
This refers to the offer of $1, 000 submitted to compromise your incozue 

liability, including interest and ad valorem penalty for the year 104g 
This offfce is in receipt of a letter dated November 1, 1902, from you, which 

reads in part as follows: 
"I hereby withdraw my offer of $1, 000 to compromise my unpaid income 

tax liability for the calendar year 1040. " 
In view of the above, the offer is hereby considered as withdrawn. 
If you have not already done so, it is requested that you promptly take up 

the matter of payment of the liability with this office. 
Very truly yours, 

Director of Internal Revenue. 

(On carbons only): 
1 cc Asst. Conlmissioner (Operations). 
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EXIIIBIT K 

(Acceptance letter — Delinquency penalty) 

(On appropriate letterhead) 

(Name and address of proponent) 

( Salutation ) 
This refers to your offer submitted in compromise of delinquency penalty 

liability, as shown below: 
Tax return(s) involved: 
Yeriod (s): 
Amount of offer: 
Amount of delinquency penalty liability: $ 

The oi'fer, with the waiver or refund provisions limited to the amount which 
may have been paid on the penalty, has been accepted. 

The amount offered having been paid, the case is considered closed, and no 
further action on your part is necessary. 

Very truly yours, 
Dirertor of Internal Revenue. 

(On carbons only): 
I cc Asst. Commissioner (Operations). 

EXHIBIT L 

(Acceptance letter — Cash offer)) 

(On once letterhead) 

(Name and address of proponent) 

( Salutation ) 

This refers to the ( amended) cash offer of $ 
which, together with waiver of refunds and other provisions on Form 656, was 
submitted to compromise your liability for 

The offer referred to above has been accepted. 
Very truly yours, 

Director of Internal Revenue. 

(On carbons only): 
I cc A sst. Commissioner (Operations ) . 
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EXHIBIT M 

(Acceptance letter — Installment offer) 

(On oflice letterhead) 

(Name and address of proponent) 

(Salutation) 
This refers to the ( amended) offer of $, which, 

together with waiver of refunds, interest and default agreement, and other 
provisions on Form 666 — C, was submitted to compromise your liability for 

Under the terms of the above-indicated offer the sum of $ is to 
be paid as follows: " 

Interest at the rate of 6 percent per annum is payable on all deferred payments 
from the date of this letter until the respective 
payments are made in full. 

As a part of this offer you agree that upon notice to you of the acceptance 
of this offer in compromise of the liability aforesaid, you shall have no right in 
the event of default in payment of any installment of principal or interest due 
under the terms of the offer, to contest in court or otherwise the amount of the 
liability sought to be compromised and that in the event of such default the 
Commissioner of Internal ilevenue at his option, (I) may proceed immediately 
bv suit to collect the entire unpaid balance of the offer or (2) may disregard the 
amount of such offer and apply all amounts previously paid thereunder against 
the amount of the liability sought to be compromised and may, without further 
notice of any kind, assess and/or collect by distraint or suit (the restrictions 
against assessment and/or collection being specifically waived) the balance of 
such liability. 

The offer referred to above has been accepted upon the terms proposed. De- 
ferred payments should be made to this othce. 

Very truly yours, 

Dtrector of InternaL Revenue. 

(On carbons only); 
1 cc Asst. Commissioner (Operations). 
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EXHIBIT N 

(Default letter — Tax cases) 

(On appropriate letterhead) 

(Name and address of proponent) 

(Salutation) 
This refers to a letter dated in which you were advised 

that your (original) (amended) offer of $, together with waiver 
ot' refunds, interest and default agreements, and other provisions on Form 666-C 
to comproinise your liability for for the (year) (period), 
had been accepted upon the terms proposed. 

Under the terms of the above-mentioned offer, the sum of $ 
was to have been paid as follows: (()uote terms shown on offer) together 
with interest at the rate of 6 percent per annum on all deferred payments from 

until the respective payments are made in full. 
The records of this office indicate that only $ has been paid on 

the offer. 
Since you have failed to make payments in accordance with the terms of the 

offer as set forth in letter dated there is an absence of 
mutuality in the intention of the parties and, therefore, no compromise was 
efiected. The arran ements looking to the compromise of your tax liability are 
therefore terminated. 

The default agreement contained in the otfer provides that in case of default 
the (Commissioner) (Director) of Internal Revenue, at his option, may dis- 
regard the amount of such offer and apply all the amounts previously paid 
thereunder against the amount of the liability sought to be compromised and may, 
without further notice of any kind, assess and/or collect by distraint or suit 
(the restrictions against assessment and/or collection being specific]ly waived) 
the balance of such liability. 

It is requested that you promptly take up the matter of payment of the liability 
with this office. 

Very truly yours, 

Director of Internet Revenue. 

(On carbons only): 
I cc Asst. Commissioner (Operations). 
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EXHIBIT 0 
(Special deposit account letter — Defaulted offer) 

(On office letterhead) 

CoMMIssIONER oF INTERNAL REVENUE, 
Attentiont Collection Division, 

Washington 85. D. C. 
Subject; Offer in compromise terminated 

In re: (Name) 
(Address) 

Kind of tax: 
Year or period: 

The above-named taxpayer has defaulted in payment of installments due under 
the terms of (his) (its) (original) (amended) offer of $ ($ 
cash with offer, and installment payments in the total amount of $ ), 
as indicated in the at ta«hed letter to the taxpayer. 

You are advised that the amount deposited with the offer (and the installments 
paid) have been transferred from the Special Deposit Account to Internal Revenue 
Collectious and applied a 'ainst the taxpayer's outstanding liability. 

Director of Internal Revenue. 

En«los ure: 
I cc letter to taxpayer. 

NoTE. — The original and one copy of this letter will be attached to the director's 
monthly Account Current. 
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EXHIBIT P 

(Voucher for special deposit account) 

SCHEDULE OF OFFERS 
IN COMPROMISE 

Form No. 879 
TREASURY DEPARTMENT 

INTERNAL REVENUE SERVICE 
Approved by Comptroller General U. S. 

Mar. 27, 1925 

Class of tax 

Schedule No. 
Pa e No. g 

Number of ages p g 
Number of items 
Total amount I 

COMMISSIONER OF INTERNAL REVENUE, 

Attention: Collection Division 

Washington 25, D. C. 

From: Director of Internal Revenue (Office location) 

The offers in compromise (I&'orms 656) listed below have been received. 

Date 
Direcfm. 

SERIAL NUMBER 
ON DOCUMENT 

NAME OF PROPONENT AMOUNT 
Foz UBE QF GzNERAI, AccoUNT. 

INO Orncz 
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EXHIBIT Q 

(Schedules rejected offers) 

SCHEDULE OF REJECTED OR WITHDRAWN OFFERS IN 
Form No. 7879 COMPROMISE 

TREASURY DEPARTMENT Schedule No. 
INTERNAL REVENUE BUREAU 

Approved by Comptroller Qeneral U. 8. Page No. 
Mar. 27, 1925 

Incumber of pages 
Number of items 
Total amount, $ 

COMMIssIQNFH oF INTERNAL REvENUEt 

Attention: Collection Division, 

Washington 25, D. C. 

From. Director of Internal Revenue (Oflice location) 

The following offers in compromise (Form 656) have been examined and re- 
jected or withdrawn as of the respective dates opposite each item below. . The 
respective amounts have been refunded to the persons listed, under the provisions 
of section 8971(b) of the Internal Revenue Code. 

Date 
Director. 

Nobtaaa 
OF ITEbt 

DATE OF 
Rat RCTlON 

SERIAL 
NobtRER ON 
D OCUbf ENT 

NAbtE OF PERSON ENTITLED 
TO REFUND AMOUNT 

CHECK 
No. 
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EXHIBIT R 

(Schedule offers accepted by directors) 

SCHEDULE OF ACCEPTED OFFERS IN COMPROMISE 
Form No. 7878 

TREASURY DEPARTMENT 
INTERNAL REVENUE BUREAU 

Approved by the Comptroller Generst, U. 8. 
Msr. 27, 1925 

COMMISSIONER OF INTERNAL REYENUEr 
Attention: Collection Division, 

Washington 25, D. C. 

From Director of Internal Revenue 

Schedule No 
Page No 

Number of pages 
Number of items 
Total amount 
Check No. covering 

total of this schedule. 

(Office location) 

The following offers in compromise have been examined and accepted as of the 
respective dates opposite each item below. The respective amounts have been 
withdrawn from the special deposit account and deposited as internal revenue 
collections, in accordance with the provisions of section 3971(b) of the Internal 
Revenue Code. 

Director. 

NUIIBER OF 
ITEM 

DATE OF 
ACCEPTANCE 

SERIAI. 
NUMBEB ON 
DOCUMEr7 

NAME oF PERsoN Wsose LIABILITY HAS 
BEEN COMPROMISED 



PART III. — MISCELLANEOUS 

H, R. 598. PUBLIC LAW 4, EIGHTY-THIRD CONGRESS 
[CHAPTER 4, I'IRST SESSION] 

An Act To continue until the close of June 30, 1954, the suspension 
of certain import taxes on copper. 

Be it enacted by the Senate and House of Representatives of the 
United States of Ameticain Congress assembled, That the Act entitled 
"An Act, to suspend certain import taxes on copper", approved May 22, 
1951 (Public Law 88, 89d Cong. ) [C. B. 1951 — 1, 184], is hereby 
amended by striking out "February 15 19M, or the termination of the 
national einergency proclaimed by the President on December 16, 
1950, whichever is earlier" and inserting in lieu thereof "June 80, 
1954". 

Approved February 14, 1958. 

Ct. D. 1759 

INCO3f E TAX — INTERNAL REVENUE CODE — DECISION OF SUPREME COURT 

1. RES. JUDIcATA — ESTUPPEI. BY JUDGMENT. 

The Tax Court, pursuant to stipulations filed, entered formal 
decisions that there were no deficiencies for the taxable years in 
question. The issue was the basis for depreciation of taxpayer's 
leasehold property. The Court held no hearing, no stipulations of 
fact were entered into, no briefs were filed or argument had; Tax 
payer later brought suit in District Court on the same issue for sub- 
sequent years, claiming that the Tax Court decisions were rcs 
judicata of the issue. Hcldt The Tax Court decisions were only 
a pro forma acceptance by it of an agreement between the parties io 
settle their controversy. On the record, it is not determinable 
whether the agreement was based on the merits or on some col- 
lateral consideration. Estoppel by judgment includes matters in 
a second proceeding which were actually presented and determined 
in an earlier suit. A judgment entered with the consent of the 
parties may involve a determination of questions of fact and law 
by the court, but unless a showing is made that that was the case, 
the judgment has no greater dignity, so far as collateral estoppel 
is concerned, than any judgment entered only as a compromise of 
the parties. 
2. DEcISIGN REVERSED. 

Decision of the United States Court of Appeals, Eighth Circuit, 
199 F, 2d 12 (1952), reversing decision of the United States District 
Court, E. D. Missouri, 97 F. Supp. 595 (1951), reversed. 

SUPREME CGURT oF THE UNITED STATEs 

United States of America, petitioner, v. Internationa/ Building Company, 
a Corporation 

On writ of certiorari to the United States Court of Appeals for the Eighth Circuit 

[May 4, 1953] 

OPINION 

Mr. Justice DoUGI, As delivered the opinion of the Court. 
Respondent, a Missouri corporation, owns a leasehold of a plot of ground 

together with an ofilee building erected on it. In 1942 the Commissioner assessed 

( o29) 
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deficiencies against respondent for the tnxnble years 1M3, 1M8, and 1M9, 
d&(ermining that it hnd claimed an excessive value as its basis for depreciating 
the pro(& rty. These deficiencies were predicated on a basis of $385, 000 aiiiortized 
over the life of tbe lease. Respondent, who claimed a base of $860, 000 amortized 
over. a shorter period, filed petitions for review with the Tax Court. Iyleanwhije 
respondent filed a petition under ch. X of the Bankruptcy Act which ended 
in n confirined plan of reorganization. Although the collector filed proof of 
clniin f' or the deficiencies in those proceedings, he later withdrew the claim 
under a stipulation that the withdrawal was "wifhout prejudice" and did not 
coiistitute a determination of or prejudice the rights of the United States 
to any taxes with resl&ect to any year other than those involved in the claim. 
Shortly thereafter respon(lent and the Commissioner filed stipulati&ns in the 
pending Tiix Court proceedings stating that "there is no deficiency in Federal 
income tax due" from respondent for the taxable years in question, th:it the 
tax liability for each of the years wns nil, and that the jeopardy assessment 
was abated. ' The Tax Court, pursuant to the stipulation, cut&&red formal 
decisions th:it there were no deficiencics for the taxable years in question. The 
Tax Court, however, held. no bearing; no stipulations of fact were entered into; 
no briefs were filed or argument had. The issue as to the correctness of tbe basis 
of depreciation used by respondent was, however, the basis of its appeal to the Tax 
Court. And so, when the Commissioner in 1948 assessed deficiencies for the years 
1048, 1044, and 1945, challenging once more the correctness of the basis of depreci- 
ation, resp&nuient paid tbe deficiencies and brought this suit to recover, alleging 
inter alia that the decisions of the Tax Court for the years 1M3, 1038, and 1080 
were res judicata of the fact that the basis for depreciation was $860, 000. The dis- 
trict court held against respondent. 97 F. Supp. 595. The court of appeals re- 
versed. 10&J F&. 2d 12. Because of a conflict between that decision and Trnpp 
v. United States, 177 F. 26 1, 'decided by the Court of Appeals for the Tenth 
Circuit, we granted certiorari. 

Tbe governing principle is stated in Cromu:ell v. County of Sac, 94 U. S. 
851, 352-353. A judgment is an absolute bar to a subsequent action on the 
same claim. 

"But where the second action between the same parties is upon a different 
claim or demand, the judgment in the prior action operates as an estoppel 
only as to those matters in issue or points controverted, upon the deterininntion 
of which the finding or verdict was rendered. In all cases, therefore, where 
it is sought to apply the estoppel of a judgment rendered upon one cause of 
action to matters arising in a suit upon a different cause of action, the inquiry 
roust always be as to the point or question actually litigated and detemnined 
in the original action; not what might have been thus litigated and determined. 
Only upon such matt&:rs is the jud 'ment conclusive in another action. " 
And see Ta(t v. Western Md. R. Co. , 289 U. S. 620, 623 [Ct. D. 683, C. B. XII — 1, 
351 (1M3) ]; ffercoid Corp, v. )j&fid-Continent Co, 320 U. S. 6&61, 671; Commissioner 
v. Sunnen, 338 U. S. 501, 597-508 [Ct. Ij. 1608, C. B. 1048 — 1, 7]. Estoppel by 
judgment, or collaternl estoppel as it is often cnlied, is appli& able in the federal 
income tnx iield. Tait v. Western jjfd. R. Co. , supra, 624; Commissioner v. 
Sunnen, supra, 508. 

We conclu&le that the decisions entered by the Tnx Court for the yefirs 1933, 
1938, and 1&J39 were only a pro fora&a acceptance by the Tnx Court of nn agree- 
ment between the parties to settle their controversy for reasons undisclosed. 
There is no showin either in the record or by extrinsic evidence (see Russell 
v. Place, 94 U. S. 606, 608) that the issues raised by the pleiidings were 
submitted to the Tax ( ourt for detei'minntion or determined by that court. 
They may or may not hnve beeu agreed upon by the parties. Perhaps, as 
the court of appeals inferred, the parties did agree on the basis for depreciation. 
Perhaps the settleinent was made for a different reason, for some exigency 

' The stipulation for the year 1988, wbicb is typical, rends as follows: 
"It is here(&y stipulated thai there is ao &ieficie»cy in Federal income tax due from the 

etitioner for the taxable year 1988 and tb:it the foHowing statement sbows the petitioner'a 
ederai income tax liability for the taxable year 1988: 

"Tax iiai&iiiiy Ão»e 
"Assessment (jeopardy): January 28, 1942 (not paid) - ------ - $2, 188. 12 

"Assessment to be abated 2, 188. 12" 
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arising out of the bankruptcy proceeding. As the case reaches us, we are 
unable to tell whether the agreement of the parties was based on the ruerits 
or on some collateral consideration. Certainly the judgments entered are res 
judicata of the tax claims for the years 1983, 1988 and 1989, whether or not 
the basis of the agreements on which they rest reached the merits. But unless 
we can say that they were an adjudication of the merits, the doctrine of 
estoppel by judgment would serve an unjust cause: it would become a device 
by which a decision not shown to be on the merits would forever foreclose 
inquiry into the merits. Estoppel by judgment includes matters in a second 
proceeding which were actually presented and determined in an earlier suit. 
8ee Commissioner v. Sunnen, supra, 598. A judgment entered with the consent 
of the parties may involve a determination of questions of fact and law by 
the court. Rut unless a showing is made that that was the case, the judgment 
has no greater dignity, so far as collateral estoppel is concerned, than any 
judgment entered only as a compromise of the parties. 

Reversed. 

LARGE CIGARS 

Large cigars ntanufactured in and remored from domestic factories during the 
month of October 1959, compared with the same month of 1951 

1952 1951 

Manufactured 

Removed: 
Tax-paid— 

Class A 
Class R 
Class C 
Class D 
Class E 
Class F 
Class G 

Total tax-paid 
Tax-free 

578, 952, 332 

2, 995, 615 
17, 204, 576 

210, 090, 298 
59, 452, 224 

238, 701, 939 
11, 710, 742 

8, 040, 156 

548, 195, 550 
17, 309, 325 

562, 9», 243 

2, 012, 424 
22, 566, 365 

18(l, 281, 200 
56, 597, 851 

240, 693, 860 
11, 778, 911 
7, 319, 790 

527, 250, 401 
5, 858, 972 

NQTE. — These figures are subject to revision until incorporated in the total for the calendar year to be 
published in the Commissioner" annual report. 

TOBACCO AND SNUFF 

Tobacco and snuff manufactured in and removed from domestic factories during 
the month of November 1959, compared with the same month of 1951 

Manufactured 
Tax-paid 

Removed 

Tax-iree 

1952 1951 1962 1951 1952 1951 

P]ug 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
Snug 

Pounds 
2, 837, 206 

402, 003 
223, 439 

2, 914, 994 
6, 842, 583 
2, 902, 558 

Pounds 
3, 775, 873 

476, 234 
244, 223 

3, 356, 636 
9, 242, 676 
3, 528, 369 

Pounds 
2, 63'l, 856 

290, 631 
225, 904 

2, 869, 038 
6, 688, 133 
2, 945, 583 

Pounds 
3, 603, 231 

437, 171 
23fl, 087 

3, 110, 424 
9, 039, 697 
3, 571, 370 

Pounds 
176, 656 
115, 606 

2, 924 
337', 272 

4, 500 

Pounds 
53, 549 
38, 935 

5, 548 
210, 377 

6, 879 

Total 16, 122, 783 20, 624, 011 », 653 145 
~ 

19, 996, 980 636, 958 315, 288 

Norm, — These figures are subject to revision until incorporated in tbe total for the calendar year to ha 
published in the Cgommissioner's annual report. 
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CIGARETTES AND SMALL CIGARS 
Cigarettes and small cigars manufactured in and remored from domestic fac. 

tories during the ntonth of Noxrember lg58, compared 4cith the same month 
of 1951 

Small cigarettes Large cigarettes Sma» cigars. 

1952 1951 1952 1951 1952 1951 

Manufactured 33, 562, 713, 209 
Removed tax-paid 30, 385, 955, 178 
Removed tax free 3, 407, 775, 687 

38, 017, 487, 880 
33, 993, 650, 738 
3, 707, 965, 156 

124, 260 
156, 760 

300 

65, 300 
55, 700 

600 

5, 109, 840 
5, 252, 150 

195, 000 

5, 62f, 390 
5, 896, 229 

12, 000 

NOTE. — These figures are subject to revision until incorporated in the total for the calendar year to be 
published in the Commissioner's annual report. 

TOBACCO, SNUFF, CIGARS, CIGARETTES, ZTC 

Rev. Rul. 11 
The publication in the Internal Revenue Bulletin of the tables cover- 

ing the manufacture an(1 withdra1val of (1) tobacco and s»u8, (2) 
cigarettes and small cigars, and (8) large cig;lrs is now discontinued. 
In the tuture, such tables will be prepared as tl&e necessary statistical 
data become available and will be furnished upon request to those 
interested. Requests to be placed on the mailing lists, sl&ecifying the 
particular table or tables desired, should be addressed to the Com- 
missio&ier of Internal Revenue, )Vashington 25, D. C. , for the attention 
of the Information Oflicer. 
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Abatement of tax, members of Armed Forces, Regulations 111 amended 
Abbreviations and symbols, district commissioners and Appellate Division 

offices 
Accessories, automobile, taxability of lifting jacks 
Accounting period, change in, annualization of self-employment income 
Ad valorem property taxes on mineral-bearing lands paid by lessee 
Additions to bad debt reserves by dealers in personal property reporting 

income from installment sales on the installment method, Regulations 
130 amended 

Adjusted basis, discharge of corporate indebtedness, Regulations 111 
amended 

Adjustment of basis of property for depreciation, etc. , processing of elec- 
tions filed by taxpayers 

Adjustment of basis of property for depreciation, obsolescence, amortiza- 
tion, and depletion, Regulations 111 amended 

Administration and procedure: 
Jurisdiction relating to offers in compromise 
Powers of attorney in certain Federal tax matters 

Affiliated corpors, tions: 
Consolidated income tax returns, calendar year 1952 and fiscal year 

ending in 1953 
Alcohol tax: 

Alcoholic liquors, withdralvals free of tax or with benefit of drawback 
by certain foreign aircraft and vessels 

Distilled spirits, labeling and advertising of, Regulations iso. 5 
amended 

Federal Alcohol Administration Act, revision of basic permit pro- 
cedure 

Gauging, distilled spirits and alcohol, Regulations 3, 4, 5, 10, 15, 
Gauging Alanual, and Miscellaneous Regulations Relating to Liquor 
amended to perinit removals of distilled spirits and alcohol in bulk 
containers at v. hole or fractional degrees of proof 

Instructions for recording tare on Forms 1520 and 1619, Regulations 
10 amended 

Rectification of spirits: 
Requirement for vodka receiving tanks at rectifying plants, Regu- 

lations 15 amenrled 
Various trade names, Regulations 15 amended 

Removals, distilled spirits and alcohol Regulations 3, 4, 5, 10, 15, 
Gauging Manual, and Xlisceffaneous regulations Relating to Liquor 
amended to permit removals of distilled spirits and alcohol in bulk 
containers at whole or fractional degrees of proof 

Vines, neutralizing, sterilizing, and preserving agents 
Aliens (nonresidents), citizens of Guam, taxable status 
Aliens (residcnt), extension of time for filing declarations of estimated tax 
Alimony, payments subject to distraint 
Amendments: 

Gauging Manual: 
Sections 186. 20, 186. 23 

Mim. 6641 (C. B. 1951 — 1, 41) 
Miscellaneous Regulations Relating to Liquor: 

Sections 171. 213, 171. 217 
Regulations 3: 

Section 182. 405 

Pzzc 
26 

494 
462 

84 
173 

358 

24 

171 

498 
495 

227 

428 

431 

444 

445 

436 

440 
441 

445 
431 
303 

97 
474 

445 
294 

445 

253354' — 53 — 35 (533) 
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Amendments — Continued 
Regulations 4: 

Section 183. 515 
Regulations 5: 

Sections 184. 561, 184. 565 
Regulations No. 5 (Alcohol Tax Act) 
Regulations 10: 

Sections 185. 377, 185. 377a (added), 185. 576, 185. 622, 185. 660 
Sections 185. 588, 185. 590, 185. 600, 185, 601, 185. 695 
Sections 185. 1055, 185. 1056 (added) 

Regulations 15: 
Sections 100. 122, 190. 468a 
Sections 190. 246, 190. 252, 190 436, 190. 900, 190. 900a (added), 

100. 900b (a&tded), 190. 903, 100. 904 
Section 190. 566 

Regulations 42 (1942): 
Sections 130. 0, 130. 33, 130. 44, 130. 46 (added), 130. 47 (renum- 

bered), 130. 51, 130. 53, 130. 54, 130. 60(a) (added), 130. 64 
Regulations 43: 

Sections 101. 0, 101. 1, 101. 5, 101. 14, 101. 15, 101. 16 
Regulations 105: 

Section 81. 15 
Regulations 108: 

Section 86. 2(c) 
Sections 86. 13, 86. 14 

Regulations 111: 
Sections 29. 12 — 2, 29. 12 — 5 (added), 29. 25 — 3, 29. 51 — 2, 29. 402 — 1 
Sections 29. 22(a) — 13(a), 29. 22(b) (15) — 1 (added), 29. 23(a) — 1, 

29. 113 (a) — 1, 29. 113(b) (1) — 1 
Sections 29. 22(a) — 23 (added), 29. 101(12) — 1, 29. 101(12) — 2 

(added), 29. 101(12) — 3 (added), 29. 101(12) — 4 (added), 29. 148 — 4 
Sections 29. 22(b) (4) — 2, 29. 23(k) — 5, 29. 23(r) — 1 (added), 

29. 23(r) — 2 (added), 29. 23(dd) — 1 (added), 29. 101(2) — 1, 
29. 101(2) — 2 (added), 29. 101(4)-1, 29. 101(4) — 2 (added), 
29. 101(4)-3 (added), 29. 110 — 1 (added), 29. 113(b) (1) — 4 
(added) 

Sections 29. 22(b) (9) — 1, 29. 22(b) (9) — 2, 29. 22(b) (10) — 1, 29. 113 
(b) (3) — 1, 29. 113(b) (3) — 2 

Sections 29. 22(b) (13) — 2, 29. 154 — 1 (added) 
Sections 29. 23(m) — 1, 29. 114-1 
Section 29. 23(q) — 1 
Section 29. 23(x) — 1 
Sections 29. 33(aa) — 1, 29. 402 — 1 
Sections 29. 24-10 (added), 29. 113(b) (1) — 1, 29. 117-7 
Sections 29. 42 — 1, 29. 275 — 1 
Sections 29. 47 — 1, 29. 108 — 4 (added), 29. 108 — 5 (added), 29. 108 — 6 

(added), 29. 108 — 7 (added), 29. 108 — 8 (added), 29. 108 — 9 (added) 
Section 29. 102 — 4 
Sections 20. 112(a) — 1, 29. 112(b) (11) — 1 (added) 29. 112(b) (11) — 2 

(added), 29. 112(g) — 1, 29. 112(g) — 2, 29;112(g) — 5, 29. 113(a) — 2, 
29. 113(a) (23) — 1 (added) 

Sections 20. 112(f) — 1, 29. 112(f) — 2, 29. 112(f) — 3 (added'l, 29. 112(n)- 
1 (added), 29. 113(a) (9) — 1, 29. 113(b) (1) — 1, 29. 117 — 4, 29. 275-1 

Sections 29. 113(b) (1) — 1, 29. 113(d) — 1 (addcd) 
Sections 29. 117 — 1, 29. 117 — 12 (added) 
Section 29. 117 — 7 
Section 29. 117 — 11 (added) 
Sections 29. 122 — 1, 29. 122 — 2, 29. 122 — 3, 29. 122 — 4 
Sections 29. 127(c) — 1, 20. 127(d) — 1, 29. 127(f) — 1, 29. 131 — 1, 29. 27o — 1, 

29. 322 — 7 
Sections 29. 131 — 1, 29. 131-4, 29. 131 — 8, 29. 131 — 10 (added) 
Sections 29. 153 — 2, 29. 162 — 1, 20. 162 — 3 (added) 
Sections 29. 162 — 1, 29. 421 — 1 
Sections 29. 165-3, 29. 165 — 4 
Sections 29. 201 — 1, 29. 201 — 5, 29. 201 — 6, 29. 202 — 2, 20. 203A — 1, 

29. 203A — 2 
Sect, ion 29. 361 — 1 
Section 29. 373 — 1 
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Sec(ions 40. 433(a) — 2, 40. 433(b) — 2, 40. 435 — 1, 40. 43, & 
— 4, 40. 435 — 5, 

40. 435-6, 40. 435-7, 40. 438-4, 4&). 440-1, 40-442-1, 40. 442-3, 
40. 442 — 4 (added), 40. 443 — 2, 40. 444 — 2, 40. 445 — 2, 40. 4;&3 — 2 

Section 40, 438(a) — 2(p) 
Section 40. 433(b) — 2 
Sections 40. 435-1, 40. 459(a) — 1 (adrlr d) 
Sections 40. 435 — 6, 40. 435 — 7, 40, 442-3 
Sections 40. 448 — 1, 40. 448 — 2, 40. 448-3 
S ctions 40. 449-3, 40. 454 — 1 
Section 40. 453 — 2 
Section 40. 454 — 1 
Section 40. 455-2 
Section 40. 459(b) — 1 (addcd) 
Section 40. 459(c)-1 (added) 
Sections 40. 461 — 6, 40. 461 — 7, 40. 461 — 8 (added), 40. -162 — 1, 40. 462— 

2, 40. 462 — 4, 40. 462 — 9, 40. 462 — 15 (added), 40. 4(&3-1, 40. 464 — 1 
Sections 40. 462 — 1, 40. 462 — 9, 40. 463 — 3 (ad&led), 40. 4f'&4-3 (added), 

40. 474 — 1 through 40. 474 — 6 (added) 
Treasury Decision 5279 (C. B. 1943, 952) as amended by Treasury 

Decision 5610 (C. B. 1948 — 1, 98) 
Treasury Dccisiou 5878 (C. B. 1952 — 1, 47) 

Armed Forces: 
Abatement of tax, Regulations 111 amended 
Cancellation of indebtedness of certain members upon death, sclf- 

employment income records 
Compensation for service in combat zone, Regulations 111 amended 
Members, recognition of gain from sale or exchange of residenc~, 

Begulations 111 amended 
Assets, inadmissible or operating for excess-profits tax purposes, Regula- 

tions 130 amended 
Assignmcnts (income); services rendered for benefit of exempt organization 
Attorney for the C&overnment: 

Abolition of the office of 
Attorneys and agents, powers of attorney in certain Federal tax matters 
Automobiles: 

Parts or accessories, taxability of lifting jacks 
Purch sed for purposes of leasing, sold 

Average base period net income, computation of, Regulations 130 amencled 

321 
30 

344 
345 
347 
35&2 

356 
45 
98 

358 
359 
361 

364 

372 

477 
88 

259 
26 

146 

321 
18 

483 
495 

462 
185 
359 

Amendments — Continued rage 
Regulations 130: 

Section 40. 430 — 2 122, 312 
Section 40. 433(a) — 2 297, 320, 342 

Bad debts, reserve for, mutual savings banks, building and loan associa- 
tions, and cooperative banks, Regulations 111 amended 

Banks: 
Capital additions or reductions for excess-profits tax purposes, Regula- 

tions 130 amended 
Deductibility of Pennsylvania tax on shares 
Insured, when amounts credited by Federal Deposit Insurance Corpo- 

ration are includible in income 
Base period, catastrophe during, Regulations 130 amended 
Base period net income: 

Based on growth, Regulations 130 amended 
Consolidation of newspapers, Regulations 130 amended 

Base period years, substitute 48-month period for taxpayers having a tax- 
able year beginning in 1949 and ending after March 31, 1950, ltegula- 
tions 130 amended 

Basis. 
Adjustments: 

Certain assets of mutual savings hanks, building and loan associa- 
tions, and cooperative banks, Regulations 111 amended 

Unharvested crop, Regulations 111 amended 
Allocation of, to mortgaged property distributed to stockholders in a 

complete corporate liq&fidation 
Life insurance policies contributed to a partnership 

98 

321 
89 

71 
359 

321 
361 

321 

98 
65 

162 
23 



Basis of property: 
Adjustment for depreciation, etc. , processing of elections filed by 

taxpayers 
Adjustment for depreciation, obsolescence, amortization, and deple- 

tion, Regulations 111 amended 
Bonds: 

Interest, Series F and G redeemed for Treasury bonds of 1978 — 83 
Building and loan associations, mutual savings banks, cooperative banks, 

Regulations 111 and 130 amended 
Business expenses: 

Deductible, acceptability of an approximation of actual expenses 
attributable to living accommodations furnished managing partner 
or owner 

Legal expenses incurred in connection with litigation s, rising out of a 
contested election 

Paxe 

171 

163 

76 

62 

36 

C 

Campaign expenses, candidate seeking to establish that he was fairly 
elected and entitled to hold office, deductibility 

Cancellation of indebtedness of certain members of Armed Forces upon 
death does not eliminate income 

Capital: 
Base period, addition or reduction for excess-profits tax purposes, 

Regulations 130 amended 
Borrowed, determination of unearned prcrniums for first day of first 

~ taxable year 
Capital assets: 

Stocks, collapsible corporations, Regulations 111 amended 
Treasury bills issued for use in payment of tax 

Capital cxpcnditures: 
Costs of preventing probable losses from future storms 
Creation fees paid to the sponsor of an investment plan 

Capital gains and losses: 
Crops, unharvested, sold with land, Regulations 111 amended 
Dealers in securities, Regulations 111 amended 
Improper accumulation of surplus, Rcgu!ations 111 amended 
Property — 117(j) treatment, automobiles purchased for purposes of 

leasing 
Property, sale of soil 
Sale of unmatured crops prior to December 31, 1950 
Sales of livestock, Regulations 111 amended 
Unharvested crop sold with land Regulations 111 amended 

Carryover and carryback, net operating loss, Regulations 111 amended 
Carryover, net operating loss, Itegulations 130 amended 
Casualty (losses). (See Losses, casualty or theft. ) 
Catastrophe during l&ase period, regulations 130 amended 
Charitable contributions (see also Contributions (deductibility)): 

Corporations, Regulations 111 amended 
China Trade Act corporations, income tax due dates postponed 
Cigarettes: 

Manufactured in and removed from domestic factories: 
November, 1952 and 1951 

Cigars: 
Manufactured in and removed from domestic factories: 

Large: 
October, 1952 and 1951 

Small: 
November, 1952 and 1951 

Claims for refund or abatement: 
Certain members of Armed Forces, income remains unchange'd 
Received March 17, 1952 

Closing agreements, procedure regarding requests for. 
Coal royalties, computation for excess-profits tax purposes in base period, 

Regulations 130 amended 
Collapsible corporations, sale or exchange of stocks, Regulations 111 

amended 

259 

321 

348 

187 
497 

41 
37 

342 
195 
119 

185 
18 

179 
183 
65 

197 
320 

359 

55 
477 

532 

531 

532 

259 
306 
488 

321 

187 



Committee on Practice: 
Abolition of the office of 

Compensation: 
Members of Armed Forces, combat zone, Regulations 111 amended 
Retroactive adjustments resulting from suspension of wage and salary 

controls 
Services performed in Guam by United States citizens 

Compensation (received): 
Salaries, fees, etc. , assigned to exempt organization 
Sickness or injuries, payments in excess of workmen's compensation 

Computation of tax by collector, head of household filing Form 1040A, 
Regulations 111 amended 

Computation of tax, fiscal year taxpayers, Regulations 111 and 130 
amended 

Consolidated returns; affiliated corporations, calendar year 1952 and fiscal 
year ending in 1953 

Constructive receipt of income, banks, ainounts credited by Federal Deposit 
Insurance Corporation 

Contracts, renegotiation, adjustment of income, and excess-profits taxes 
Contributions, charitable, by corporations, Regulations 111 amended 
Contributions (deductibility): 

Trusts, contributing to charitable or educational organizations benefit- 
ing employees of creator corporation 

Cooperative banks, building and loan associations, mutual savings banks, 
Regulations 111 and 130 amended 

Cooperatives: 
Exempt, tax treatment for years beginning after December 31, 1951, 

Regulations 111 amended 
Farmers' marketing and purchasing association, further extension of 

time for filing return, Form 990 — C for taxable year beginning in 
1952 

Corporations: 
Affiliated, consolidated income tax returns, calendar year 1952 and 

fiscal year ending in 1953 
Charitable contributions, Regulations 111 amended 
Deduction for taxes under section 102(d)(1)(A), I. R, C. , efFect of 

net operating loss carryback 
Distributions of stock pursuant to a plan of reorganization, Regula-. 

tions 111 amended 
Domestic, income from foreign corporations for technical, engineer- 

ing, scientific, and similar services, Regulations 180 amended 
Exempt, Regulations 111 and 180 amended 
Improperly accumulating surplus, long-term capital gains, computa- 

tion of surtax, Regulations 111 amended 
Not subject to excess-profits tax for all years ending after June 30, 

1950, Regulations 130 amended 
Personal service, election as to taxability, Regulations 130 amended 
Undistributed section 102 net income, efFect of net operating loss 

carryback on computation of 
Correspondence: 

Al&breviations and symbols, district commissioners and Appellate 
Division offices 

Symbols of Washington hes, dquarters offices 
Cost of goods sold, merchandise withdrawn from stock for personal use 
Court decisions: 

Alison, Martha I. , v. United S'tates 
Carroll, James J. „' United States v 
&ilbert Associales Inc. ; United States v 
Harman, H. E. Coal Corporation; Commissioner v 
Heatg, Rdniin E. , et al. v. Commissioner 
International Building Co. , Inc. ; United States v 
Kahriger, Joseph; United States v 
Stevenson-Chistett, Inc. ; United States v 
Watson, Ernest A. , et uz. v. Commissioner 
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Credits against net income, dividends deductible in computing net income 
Credits against tax: 

Cuban tax on operating capital and excess-profits 
Foreign taxes, limitation for income and excess-profits tax purposes, 

Regulations 111 amended 
Guamanian income tax on compensation of United States citizens for 

services performed on Guam 
Philippines tax upon net income of nonresident alien individuals 
Transportation tax, unused portion of ticket returned 

Criminal prosecution of persons possessing property intended for use in 
violating internal revenue laws 

Crops, unharvested, sold with land, Regulations 111 amended 
Cuban tax on operating capital and excess-profits, credit against United 

States income tax 

Page 

225 

220 

300 
224 
468 

426 
65 

225 

Damages, disability payments under employers' benefit plan 
Dealers in securities, sale or exchange of security held for investment, 

Regulations 111 amended 
Declarations. (See Estimated tax. ) 
Deductions: 

Business expenses: 
Cost of merchandise withdrawn from stock for personal use 
Expenditures attributable to payments by United States for 

mining strategic minerals, Regulations 111 amended 
Premiums on life insurance policies purchased by a partner for 

benefit of copartners 
Charitable, etc. , limitation by certain trusts, Regulations 111 amended 
Cost of certain mining machinery and equipment 
Employees' trusts: 

Borrowing capital or investing in securities of employer creating 
trust or closely related entity 

Expenses, medical, by taxpayers aged 65 or over, Regulations 111 
amended 

Gift tax, gifts for religious, charitable, scientific, literary, or educa- 
tional purposes, regulations 108 amended 

Loss fronr embezzlement, when to be taken 
Medical expenses, premium for health and accident insurance 
Net operating loss, Regulations 111 amended 
Optional standard, right to change election, Regulations 111 amended 
Taxes, Pennsylvania, shares of banks 
Trust income, accumsrlated for benefit of deceased members of the 

Armed I'orces, Regulations 111 amended 
Unharvested crop sold with land, Regulations 111 amended 
When to be taken: 

Accrual date of Massachusetts franchise tax on utility corpora- 
tions 

Accrual date of real property and tangible personal property 
taxes levied by State of Michigan 

Excessive compensation required to be returned to employer 
Retroactive wage increases resulting from suspension of controls 

Deferred benefit plans, integration with old-age and survivors insurarrce 
benefits 

Deficiencies: 
Computation of interest, waiver of restriction on assessment and col- 

lection 
Period for assessment, income pursuant to award of Interstate Corn- 

merce Commission, Regulations 111 amended 
Dependents, gross income, Regulations 111 amended 
Depletion: 

Cost of certain mining machinery and equipment 
Mineral-bearing lands ad valorem property taxes paid by lessee 
Mineral products extracted from mine dumps of waste material 
Percentage: 

Ores containing two or more minerals 
Uranium minerals 
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253 
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39 
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197 
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39 

261 
65 
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50 
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Depletion — Continued 
Removal of soil 
Transportation of ore and minerals from mine to treatment plant, 

Regulations 111 and 130 amended 
Depreciation: 

Automobiles, leased 
Bureau policy on adjustments 
Guides as to adjustments 

Director of Practice: 
Fstablishment of the ofhce of 

Disability bcnefits. (See Compensation (received). ) 
Discharge of indelitedncss (income), exclusions from gross income, Regula- 

tions 111 amended 
Distilled spirits in bonded warehouses, reports required, Regulations 10 

amended 
Distilled spirits, requirements for labeling and advertising, Regulations No. 

5 amended 
Distraint, alimony payinents 
Distribution of principal cash in lieu of nontaxable stock dividends by a 

t. i' mls't 

Distributions (corporations), accrual of fraud penalties 
Distributions of stock pursuant to a plan of reorganization, recognition of 

gain, Regulations ill amended 
Dividends: 

Distributions to minority stockholders, temporary waiver of dividends 
hy majority stockliolder 

Nontaxable stock, distribution by a trust of principal cash in lieu of 
Patronage, exempt cooperatives, treatment for tax purposes, Regula- 

tions 111 amended 
Received credit: 

Adjustment for excess-profits tax purposes, Regulations 130 
amended 

Dividends deductible in computing net income 
Due date, income tax, China Trade Act corporations, postponed 
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18 

45 

185 

44 

483 

439 

431 
474 

263 
178 

142 

178 
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110 

344 
68 

477 

Election as to taxability, personal service corporations, Regulations 130 
amended 

Election, optional standard deduction, right to change, Regulations 111 
amended 

Election to increase excess-profits net income by the amount of interest, on 
certain Government obligations, Regulations 130 amended 

Elections filed by taxpayers, basis of property, adjustment for depreciation, 
etc 

Elections (manner and elfect) to report sale on installment basis 
Embezzled funds, when loss deductible 
Employees, Federal, compensation for services performed on Guam 
Employees' trusts (see also Trusts, employees' ): 

Annuity plans, qualification for exemption from income tax as em- 
ployees' trusts 
Integration of deferred benefit plans with ol&l-age and survivors insur- 

ance benefits 
Pension and annuity plans of railroad employers, integration with the 

benefits of the Railroad Retirement Act 
Pension plans, qualification for exemption from income tax as em- 

ployees' trusts 
Procedure with respect to advance rulings 
Profit-sharing plans, qualification for exemption from income tax as 

employees' trusts 
Stock bonus plans, qualification for exemption from income tax as 

employees' trusts 
Employment taxes: 

Employer-employee, professions, physician engaged part-time to treat 
company employees 
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290 

267 
265 
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Employment taxes — Continued 
Refunds, self-employment iax, cei tain members of Armed Forces upon 

death 
Self-euiployment incoine recorus, refund of tax to certain members of 

Arined Forces upon death 
Estate tax: 

Community property: 
I. ife insurance policy purchased in favor of third party beneficiary, 

Louisiana and Texas 
Transfers, decedcnts dying after October 21, 1942, and before 

January 1, 1943, Regulations 105 ainended 
Insurance, life, incidents of ownership in life insurance purchased in 

favor of third party beneficiary, Louisiana and Texas 
Iwfarital deduction, widow's allowance, support during settlement 

pel'lod 
Personal property, Canadian timber licenses 
Returns, requirement for duplicate filing of Form 712, Life Insurance 

Statenient 
Estates and trusts, deductions for trust income payable to deceased mem- 

bers of the Armed Forces, Regulations 111 amended 
Estimated tax, extension of time for filing, alien residents 
Evidcncc obtained without a search warrant 
Excess-profits credit, regulated public utilities, Regulations 180 amended 
Excess-profits tax: 

Adjusted excess-profits net income: 
Payments by United States for mining strategic minerals, Regu- 

lations 180 amended 
Affiliated corporations, average base period net income, increase in 

capacity for production 
Base period catastrophe, Regulations 130 amended 
Base period net income: 

I'acilities leased by parent, purchased by subsidiary prior to close 
of consolidated base period 

Regulations 130 amended 
'1 ransition from v ar production, Regulations 130 aniended 

Borrowed capital, determination of unearned premiums for first day 
of first taxable year 

Capacity for production, increase in base period 
Computation of, fiscal year taxpayers, Regulations 130 amended 
Consolidated base period nct income, increase in capacity for produc- 

tion by purchase of leased facilities 
Consolidation of newspapers, Regulations 180 amended 
Excess-profits credits: 

Based on income: 
I. oans to foreign subsidiary, Regulations 180 amended 
Part II transactions Regulations 180 amended 

Invested capital, adjusted; method of computation, regulated 
public utilities 

Taxable acquisitions under part IV, Regulations 180 amended 
Excess-profits nct income of life insurance companies, Regulations 180 

amended 
Life insurance companies, excess-profits net income, taxable years 

beginning in 1952, Regulations 180 amended 
Mining, natural resources, etc. , transportation included in term 

"mining", Regulations 130 amended 
Relief for new corporations, Regulations 180 amended 
Rule for determining, corporations not subject to excess-profits tax for 

all years ending after June 80, 1950, Regulations 180 amended 
War production, transition to peacetime operations, average base 

period net income, Regulations 130 amended 
Excess-profits tax credit, based on income, Regulations 130 amended 
Excess-profits tax net income: 

Computation of, Regulations 180 amended 
Exclusion of blocked foreign income, Regulations 130 amended 

Exchange of property, recovery of war losses, Japanese prewar bonds, 
removal of trading restrictions 

Pago 

259 

259 

892 

391 

892 

395 
391 

396 

261 
97 

426 
352 

30 

850 
359 

850 
844 
845 

848 
350 
122 

850 
861 

847 
864 

355 
872 

297 

297 

45 
812 

356 

845 
821 

842 
842 

204 



541 

Excise taxes: 
Admissions taxes: 

Athletic games: 
Proceeds for benefit of veterans' organization 
Proceeds not exclusively for benefit of elementary or second- 

ary schools 
Donations in lieu of fixed charge 
Free or reduced rate admissions, Regulations 43 (1941) amended 
Theater, rental to organization, house seats retained by owner 

Coin-operated amusement devices, mechanical horse 
Coin-operated still or moving picture machines and radio and tele- 

vision sets 
Communication tax: 

Television, wire and equipment service, programs direct to sub- 
scribers' premises 

Communications services, Regulations 42 amended 
Documentary taxes: 

Playing card stamps, redemption 
Import taxes, copper, suspension of tax extended (P. L. 4) 
Manufacturers' taxes: 

Automobile accessories, custom-n ade racks for delivery trucks 
Automobile seat covers 
Automobiles, parts and accessories: 

Coil springs for distributors or fuel pumps 
Sale to county sheriff for official use, payment not made 

from public funds 
Taxability of lifting jacks 
Trailers, folding type, with living or sleeping facilities 

Lawn moweim, power, household type 
) Iotorcycles, parts or accessories, saddle bags 
Refund or credit, construction contract with political subdivision 

Occupational tax: 
Bowling alleys, exclusively for members of Arnied Forces 

Gambling held constitutional 
Picture machines as coin-operated amusement devices 
Radio sets as coin-operated amusement devices 
Retailers' taxes: 

Belts and belt buckles 
Bicycles, saddle bags 
Luggage: 

Insulated food bags 
Saddle bags 

Toilet preparations: 
Cold cream used in compoimding medicinal ointments 
Dandruff remedies 
Perfume dispensed through vending machines 

Television sets as coin-operated amusement devices 
Transportation of persons: 

Credit allowable on unused return ticket 
Tickets purchased in United States for continuation of journey 

fram a foreign country 
Transportation of property: 

Material excavated in the course of construction work 
Transportation services, Regulations 42 amended 
Transportation tax: 

Delegate of teachers' association to State convention 
Property: 

Shipments to or from United States Government 
Tov. mg of barges and related services 

Wagering tax, application to suit clubs and merchandise clubs 
Exclusions from gross income for services performed on Guam 
Exempt corporations and associations: 

Social club operating bar or restaurant 
Status under section 3813 upon receipt of contributions from a corpo- 

ration through a trust i~ here its emplovees receive benefits 
Tax treatment for years beginning after December 31, 1951, Regula- 

tions 111 amended 
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Fxempt corporations, Regulations 111 and 130 amended 
Exempt excess output, determination of nontaxable income, Regulations 

130 arncnded 
Exempt income of interest received upon redemption or sale of certain 

Treasury bills 
Exemptions: 

Cross income of dependent, Regulations 111 amended 
Marital status of divorcee who remarries before expiration of a stip- 

ulated waiting period 
Expenses: 

I, egal, incurred in connection with a contested election 
Medical, dental, etc. , by taxpayers aged 65 or over, Pegulations 111 

amended 
Medical, premium for health and accident insurance 
Nonbusiness, custody fees paid to the custodian of a sponsored invest- 

ment plan 
Ordinary and necessary, cost of certain mining machinery and equip- 

ment 
Extension of time: 

Declarations of estimated tax, alien residents 
Filing of corporation income tax returns 
Filing of Fxempt Cooperative Association Income Tax Return: 

Form 990 — C 
Form 990 — C for taxable year beginning in 1952 

Page 
98 

321 

497 

36 

56 
59 

50 

97 
84 

85 
86 

Farmers' cooperative marketing and purchasing association, time extended 
for filing Form 990 — C 

Farming, crops, unharvested, sold with land, Regulations 111 amended 
Fees, deductibility, paid to custodian of sponsored investment plan 
Fiscal year taxpayers, computation of tax, Regulations 111 and 130 

a mended 
Foreign corporations: 

Income from, by domestic corporations for technical, engineering, 
scientific, and similar services, Regulations 130 amended 

Information relative to formation, returns required 
Foreign income, blocked, exclusion from excess-profits net income, Regula- 

tions 130 amended 
Foreign taxes: 

Cuba, tax on operating capital and excess-profits, credit against United 
States income tax 

Limitation of credit against United States income and excess-profits 
tax, Regulations 111 amended 

Philippines tax upon net income of nonresident alien individuals, credit 
against. United States income tax 

Forfeitures and seizures, sugar intended for use in violating provisions of 
internal revenue laws 

Form 332, required of distilled spirits in bonded warehouses, Regulations 
10 amended 

Forms, income and excess-profits tax, reproduction of 

85 
65 
37 

122 

321 
473 

225 

220 

224 

426 

439 
87 

Gain or loss: 
Basis, mortgaged property received by stockholders in a complete 

corporate liquidation 
Recognition of gain: 

Distributions of stock on reorganization, Regulations 111 amended 
Sale or exchange of taxpayer's residence, Regulations 111 amended 

Recognition, recovery of war losses, Japanese prewar bonds 
Recognized, principal residence cold on installment basis 
Sale or exchange of stock, collapsible corporations, Regulations 111 

amended 
Gain or loss from redemption, sale or disposition of Treasury bills issued for 

use in payment of tax 

162 

142 
146 
204 

83 

187 

497 
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Gift tax: 
Community property: 

Gift by wife of insurance proceeds on life of husband in favor of 
third party beneficiary 

Transfers after 1942 and on or before April 2, 1948, Regulations 
108 amended 

Deductions for gifts for religious, charitable, scientific, literary, or 
educational purposes, Regulations 108 amended 

Gifts taxable, wife's community interest in insurance proceeds on life of 
husband in favor of third party beneficiary 

Gross income: 
Award from Interstate Commerce Commission, when included, Regula- 

tions 111 amended 
Dividend payments to minority stockholders, temporary waiver of 

dividends by majority stockholder 
Exclusions: 

Compensation for services for benefit of exempt organization 
Income from discharge of indebtedness, Regulations 111 

amended 
Members of Armed Forces, service in combat zone, Regulations 

111 amended 
Payments to encourage exploration, development, and mining 

for defense purposes, Regulations 111 and 130 amended 
Proceeds from partners' life insurance policies received by a 

partnership 
Inclusions: 

Payments in excess of workmen's compensation 
Proceeds from sale of soil 
Treasure-trove, year reduced to undisputed possession 

When included: 
Compensation received under claim of right 
Credits to insured banks by Federal Deposit Insurance Corpo- 

ration 
Interest on Series F and G savings bonds and Treasury bonds 

of 1978 — 83 
Guam, tax status of income derived by United States citizens for services 

performed on 

H 

pnze 

396 

392 

303 

178 

18 

24 

26 

30 

23 

20 
18 
17 

68 

71 

300 

Head of household, Regulations 111 amended 
Husband and wife: 

Change of election with respect to optional standard deduction, 
Regulations 111 amended 

Joint returns, simplified computation of 1952 tax 
60 
15 

Income pursuant to award of Interstate Commerce Commission, period 
for assessment of deficiencies, Regulations 111 amended 

Information at source, indictment for failure to file Form 1099 
Inspection of returns: 

Committee on the Judiciary, House of Representatives 
House Committee on Government Operations 
Senate Committee on Government Operations 
Senate Committee on Interstate and Foreign Commerce 
Senate Committee on Rules and Administration 
Senate Committee on the Judiciary 

Installment sales: 
Deduction for addition to bad debt reserve by dealers using the 

accrual method, Regulations 130 amended 
Election to use, when exercised 
Recognized gain fzom sale of principal residence 

Insurance: 
Premiums, life insurance policies, purchased by a partner for benefit 

of copartners 
Proceeds, received by a partnership as beneficiary of partners' 

policies 

303 
251 

94 
95 
89 
91 
88 
92 

358 
82 
83 

23 



544 

Insurance companies: 
Life: 

Adjusted normal-tax net income, taxable years beginning in 
1952, Regulations 111 amended 

Reserve interest credit, taxable years beginning in 1952, Regu- 
lations 111 amended 

Insurance premiums, health and accident, deductibility as medical ex- 
penses 

Interest on deficiencies, original waiver of restriction on assessment and 
collection superseded by a second waiver prior to assessment 

Interest received from redemption or sale of Treasury bills issued for use 
in payment of tax 

Interest, received, Series F and G savings bonds and Treasury bonds of 
1978-83 

Inventories (LIFO), price indexes for January 1953, for use by depart- 
ment stores 

Inventory method, elective, use of by specialty stores 
Involuntary conversion: 

Property condemned for temporary use, amounts received as rentals 
Recognition of gain, Regulations 111 amended 

Page 

297 

297 

59 

305 

497 

76 

35 
34 

16 
146 

Joint returns, husband and wife, simplified computation of 1952 tax 
Judgment, decision on stipulation, applicability to same issue in subse- 

quent years 

15 

529 

Labeling, distilled spirits, Regulations No. 5 amended 
Leases, mineral-bearing lands, ad valorem property taxes paid by lessee, 

depletion 
Legislation: 

Eighty-third Congress: 
Public Law 4 

Lessor, coal property, computation of excess output, Regulations 130 
amended 

Liens for taxes: 
Alimony payments subject to distraint 
Priority, Federal and town 

Life insurance companies: 
Adjusted normal-tax net income, taxable years beginning in 1952, 

Regulations 111 amended 
Reserve interest, credit, taxable yes, rs beginning in 1952, Regulations 

111 amended 
LIFO, stores, specialty, use of department store price indexes under 

LIFO method 
Limitation period, claims for refund, received March 17, 1952 
Liquidation, basis of mortgaged property received by stockholders 
Livestock, sale. of, capital gains and losses, Regulations 111 amended 
Losses: 

Casualty or theft, high water or flood damage on the Great Lakes 
Embezzled funds, when deductible 
Net operating, carryover and carryback, Regulations 111 amended 
Net operating loss carryover, Regulations 130 amended 
War, recoveries, inclusion in gross income, Regulations 111 amended 

430 

173 

529 

321 

474 
474 

297 

297 

34 
306 
162 
183 

41 
39 

197 
320 
206 

Machinery and equipment, mining, depletion al'owance 
Manufacturers' tax, taxability of lifting jacks, automobile parts or ac- 

cessories 
Marital status, divorcee who remarries before expiration of stipulated 

waiting period 
Medical expenses: 

Premium for health and accident insurance 
Taxpayers aged 65 or over, Regulations ill amended 

462 

67 

59 
56 



Merchandise withdrawn from stock for personal use, cost included in 
profit and loss schedule 

Michigan accrual date of real property and tangible personal property taxes 
Mineral products extracted from mine dumps of waste material, depletion 
bylines: 

Development and exploration expenditures 
Percentage depletion where ores contain two or more minerals 
Strategic minerals, payments to encourage mining for defense purposes, 

Regulations 111 and 130 amended 
Transportation of ore and minerals from mine to treatment plant, 

Regulations 111 and 130 amended 
Mitigation of effect or limitation, renegotiation of war contracts 
Mutual savings banks, building and loan associations, and cooperative 

banks, Regulations 111 and 130 amended 

Page 

20 
79 
48 

177 
176 

30 

45 
479 

98 

N 

Natural resources, ad valorem property taxes paid by lessee, depletion 
Net operating loss: 

Carryback, effect on deduction for taxes provided by section 102 

Carryover, Regulations 130 amended 
Deductions, Regulations 111 amended 

New Zealand, income tax convention withholding regulations 
Newspapers, consolidation, excess-profits tax, Regulations 130 amended 
Nonbusiness expenses: 

Custody and creation fees paid by subscribers in a sponsored invest- 
ment plan 

Deductibility of legal expenses incurred in litigation arising out o'f a 
contested el ctinn ec 'n 

orwav, Hingdom of, income tax convention, withholding regulations 

0 
Optional tax table: 

Election to use 
Head of household, Regulations 111 amended 

173 

120 
320 
197 
238 
361 

37 

36 
228 

60 
9 

Partnershlps: 
Distributions, increase due to accommodations of managing partner 

of a hotel who lives on the premises 
Taxability of proceeds from insurance policies contributed by partners 

Payment of tax: 
Farmers' cooperative marketing and purchasing association, extended 
Farmers' cooperative marketing and purchasing association, time 

further extended 
Treasury bills or depositary receipts therefor 

Penalties: 
Failure to file information return 
Fraud, accrual as liabilities 

Pension and annuity plans, integration with old-age and survivors insurance 
benefits 

Period for assessment of deficiencies, income pursuant to award of Interstate 
Commerce Commission, Regulations 111 amended 

Personal expenses, resident partner or owner of hotel 
Personal service corporations, information returns, utilization of schedule 

PS (Form 1120) 1951 
Philippines tax on net income of nonresident alien individuals, credit 

against United States income tax 
Plans, annuity, pension, profit-sharing, and stock bonus, qualification 

under section 165(a) of Internal Revenue Code 
Possession of United States: 

Guam, income tax and withholding tax on income received by United 
States citizens for services performed on 

Status of citizens of Guam for Federal income tax purposes 
Practice, Director of; 

Establishment of the office of 

62 
23 

85 

86 
497 

251 
178 

290 

303 
62 

356 

224 

267 

300 
303 

483 



Premiums, health and accident insurance, deriuctibility as medical expenses 
Procedure, requests from taxpayers for rulings, prospective and consum- 

mated transactions 
Procedures, publication of 
Public laws: 

Eighty-third Congress: 
No. 4, extending suspension of import tax on copper 

Public utilities: 
Accrual date of 5'Iassachusetts franchise tax 
Regulated, computation of adjusted invested capital 

Publication, Ba&reau rulings and procedures 
R 

Railroads, income from discharge of indebtedness excluded from gross 
income, Regulations 1 l 1 amended 

Real estate: 
Condemnation of property for 5 years constitutes taking of a lease- 

hold interest 
Principal residence sold on installment basis 

Recognition of gain: 
Involuntary conversion, Regulations 111 amended 
Sale or exchange of taxpayer's residence, Regulations 111 amended 

Recoveries, war loss, inclusion in gross income, Regulaiions 111 amended 
Redemption of stocks and bonds, savings bonds Series F and G in payment 

for Treasury bonds of 1978-83 
Refunds (see also Claims (refund or abatement)): 

Transportation tax, unused portion of round-trip ticket 
Regulated investment companies, Regulations 111 amended to include 

certain registered management companies 
Regulated public utilities, excess-profits credit, Regulations 130 amended 
Regulations (see aLso Amendments: Regulations): 

China Trade Act corporations, income tax due dates postponed 
Withholding: 

United States-New Zealand income tax convention 
United States-Norway income tax convention 

Renegotiation. (See War contracts. ) 
Rent received, amounts received as result of condemnation of property 

for temporary use of United States 
Reorganization, distributions of stock, recognition of gain, Regulations 

111 amended 
Reports, required of distilled spirits in bonded warehouse. , Regulations 

10 amended 
Reproduction of income tax returns 
Residence (see also Real estate): 

Recognition of gain from sale or exchange and purchase of new resi- 
dence, Regulations 111 amended 

Returns: 
Affiliated corporations, consolidated income tax return, calendar year 

1952 and fiscal year ending 1953 
Corporation income tax, extension of time for filing 
Exempt Cooperative Association, Form 990 — C, extension of time for 

filing 
Inforrf&ation; 

Certain trusts, claiming charitable, etr. , deductions under section 
162(a), Regulations 111 amended. 

Company advising as to formation of foreign corporations 
Failure to file 
Utilization of schedule PS (Form 1120) 1951 

Inspection by Committee on the Judiciary, House of Representatives 
Inspection by Senate Committee on Governn&ent Operations 
Inspection by Senate Committee on Interstate and Foreign Commcrce 
Inspection hy Senate Committee on Rules and Administration 
Inspection by Senate Committee on the Judiciary 
Joint: 

Divorcee who remarries before expiration of a stipulated waiting 
period 

EIusband and wife, simplified computation of 1952 tax 
Reproduction of 

Pszs 
59 

488 
484 

529 

81 
355 
484 

24 

16 
83 

146 
146 
206 

76 

307 
352 

477 

238 
228 

16 

142 

439 
87 

146 

227 
84 

85 

253 
83 

251 
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94 
89 
91 
88 
92 
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15 
87 
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Rulings: 
Publication of 
Requested by taxpayers, procedure with respect to 

page 

484 
488 

Salaries, retroactive increases resulting from suspension of controls 
Sales of livestock, capital gains and losses, Regulations 111 amended 
Sales or exchanges: 

Removal of trading restrictions on Japanese prewar bonds results in 
recovery of war losses 

Stocks, collapsible corporations, Regulations 111 amended 
Search and seizure for possession of property intended for use in violating 

internal revenue laws 
Securities and Exchange Commission, orders of exchanges and distribu- 

tions, "system group" defined, Regulations 111 amended 
Self-employment tax: 

Computation of tax, change in accounting period, return filed for 
fractional part of year 

Earnings or income, amounts paid for use of chain saws furnished by 
employees 

Senate Committee on Rules and Administration, inspection of returns 
Snuff: 

Manufactured in and removed from domestic factories: 
November, 1952 and 1951 

Standard deduction, optional standard deduction, method of election, 
Regulations 111 amended 

Statute of limitations: 
Assessment of deficiencies, award from Interstate Commerce Com- 

mission 
Members of Armed Forces, recognition of gain from sale or exchange 

of residence, Regulations 111 amended 
Stores, specialty, use of elective inventory method 
Surtax: 

Corporations improperly accumulating suplus 
Long-term capital gains, Regulations 111 amended 

Symbols and abbreviations, district commissioners and Appellate Division 
offices 

Symbols, correspondence, V ashington headquarters offices 

80 
183 

204 
187 

426 

310 

390 
88 

531 

60 

303 

146 
34 

468 
119 

494 
491 

Tax Court of the United States, The: 
Decisions of, list of acquiescences and nonacquiescences 

Tax rates, head of household, Regulations 111 amended 
Tax table, 1952, joint returns, husband and wife 
Taxes: 

Computatiin of deduction for taxes provided by section 102(d) (1) (A), 
I. R. C. , cfl'ect of net operating loss carryback 
Deductions: 

Accrual date of franchise tax on utility corporations, State of 
Xlassachusetts 

Accrual date of real property and tangible personal property, 
Sts, te of Michigan 

Pennsylvania tax on shares of banks 
Foreign: 

Cuba, tax on operating capital and excess profits, credit against 
United States income tax 

Philippines tax on net income of nonresident alien individuals, 
credit against United States income tax 

Payment by Treasury bills or depositary receipts therefor 
Propery, ad valorem, on mineral-bearing lands paid by lessee 

Theft, losses from embezzlement, when deductible 
Tobacco: 

Manufactured in and removed from domestic factories: 
November, 1952 and 1951 

Tobacco products discontinuance of publication of statistical tables 

3 — 7 
9 

462 

120 

81 

79 
39 

225 

234 
497 
173 
39 

531 
532 



Transportation tax, refund and crdit of unused portion of round-trip ticket 
Treasury bills surrendered to Federal Reserve banks in payment of tax 
Trusts: 

Distribution of principal cash in lieu of nontaxable stock dividends by 
Employees: 
Borrowing capital or investing in securities of employer creating 

trust or closely related entity 
Increased wage limitations, Regulations 111 ainended 
". Money purchase" plans 
Suspension of pension benefits caused by postretirement employ- 

ment which suspends social security benefit payments 
Miscellaneous: 

Alimony, income subject to distraint 
Contributions to charitable or educational organizations 

Trusts and estates: 
Deductions, charitable, etc. , limitation by certain trusts, Regulations 

111 amended 
Deductions for trust income payable to deceased members of the 

Armed Forces, Regulations 111 amended 

Page 
468 
497 

263 

287 
289 
288 

288 

474 
264 

253 

261 

Wages, retroactive increases resulting from suspension of controls 
Waivers, original superseded before assessment, interest on dr ficiencies 
War contracts, renegotiation, adjustment of income and excess-profits 

taxes 
War losses: 

Recoveries, etc 
Recovery occurred on date restrictions against trading in Japanese 

prewar bonds were removed 
Western Hemisphere trade corporation as a subsidiary of a domestic 

corporation, determination of their respective incomes 
Wine, materials approved for use in filtering, clarifying, purifying, or other 

cellar treatment of wines 
Withholding, income tax at source, payments in excess of workmen s 

compensation 
Withholding of tax at source: 

Guam, income of United States citizens for services performed on 
Regulations under United States-New Zealand income tax convention 
Regulations under United States-Norway income tax convention 

80 
305 

479 

206 

204 

141 

431 

20 

300 
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